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LLOYD’S COMPETITION 


Tue AETNA CASUALTY & SuRETY Co., 
Hartford, Conn., June 6, 1958. 


Joun F. NEVILLE, Ke 
tary, American Insurance Association, 


New York, N.Y. 
pear Mr. NEVILLE: Some time after I wrote you on April 29, also after you 


pad heard from Mr. Wayne, and subsequent to the meeting at Skytop, additional 
information which seemingly was completely accurate was received as to how 
the Florida bridge insurance was actually handled. I attach for your informa- 
tion, believing it will be of interest, a copy of a May 21 memorandum. 

While it is true that the first million dollars of insurance was largely placed 
in this market (but on a basis not heretofore, at least, generally followed so far 
gs bridge insurance is concerned) and written by companies without bridge 
insurance experience, this basis of placing only becomes possible through the 
willingness of Lloyd’s to go along. Certainly representatives of Lloyd’s in this 
country and abroad have heard considerable about this situation. 

This letter is written you for such informative value as it may have. 

Very truly yours, 
D. R. SIBtey, Vice President. 


MEMORANDUM—F'LORIDA BRIDGE INSURANCE—THE STATE ROAD DEPARTMENT 
OF FLORIDA 


We have finally succeeded in developing more or less complete information on 
just how this account was placed. Our information would indicate that seven 
Jondon brokers were approached, through American companies, for rate indi- 
cations as reinsurance, plus one other broker on a direct inquiry. The business 
was finally written as follows: 

(A) The first $1 million by Consolidated Mutual of New York at a premium 
of $185,000. This first cover was reinsured by the Consolidated Mutual as 
follows : 





Percent 

IN sng irqs xi apc chs tein es il liad tale caclla 2.5 
I os a crs dates ne suapcscurascmsov omrirea eae ln cites abel Soca 10.0 
ST i ne cd cassis ies aac del en eee a ee 20. 0 
TT OC ee enn ide a eee, ee ee 50. 0 
Ns einem mis ow cts nica ea en paca edneey eggs ote 5.0 
RSL GN: ORIN i spi notecards asec cece 5.0 
I a i ck aS ed gcc ah cag 4.0 
pc i Aah ca at i alam ea OE i nl oe 3.0 
ats iessanoeicrnsencnesisyse dasmienesinntiashehstouieitientigs ti tliniiadinasiieshipeinsesiadiainiadllianceaiecamal 5 
RE hou ca pines lamigial ath tra ek chet ee ani ee Nae ee 100. 0 


From this you will notice that 8214 precent of this first $1 million was placed 
in the domestic market and the other 17% percent, with exception of one-half 
percent, in the British company market, with only one-half percent being written 
by Lloyd’s Underwriters. 

(B) The next $4 million in excess $1 million was placed direct in the London 
market at a premium of $55,000, as follows: 


Percent 
RN 50s Shit ln ld tte cee Ue Liaise ae 68. 5 
ON OI a aieni nn nsintereanibitchipta Wahid dowdesiesssd Aig daAkina ia Te 10. 0 
MA MONONN ie atelta bok oii) eee ne 5.0 
ici niciinencsciinmensnssaicatiaitssosnaicleit tiie ie Se tea ene oe 0 
I PR OEE LIE 0 
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(C) The next $2,500,000 in excess of $5 million was also placed direct ip the 
London market at a premium of $27,500, as follows: 


Percent 

cine cache mtn cp nase ct ia a en ta ena ai sai Sa ce 78.5 
Orion__----------~---------------------------------------------+.---.. 11.5 
Excess Insurance Co...............- ~~ --- +22 oo oo ne 6.9 
English & American............------------------------ ~~~ ~~~... 4.9 
ae 

OER) Wn penne enn mceweenenseseenneewensacnmepencseceen 100.9 


(D) The next $5,500,000 in excess of $7.500,000 was also placed direct in the 


London market at a premium of $17,500, as follows: 

Percent 
Ree beta. 225 oe eee cece Jk. eeekeeenbaeeks ye enced 81.9 
SINISE OI RONNN 3. tie td atta LN a eth passeaewa si natin ae 4.) 


a cl kc ip ein ic sl a ea ucla oe nae 100.0 
Total insurance, $13 million. Total premiums, $285,000. 
The information with respect to top values on renewal was given as follows: 


John E. Mathews Bridge: 
PROD OREY GME Ch scissor cacutebelest hs adncaeancnnmceneeia $11, 200, 000 
EN i reid ae coi taan iiek nigel ea eons eh meatal 1, 500, 000 
Sunshine Skyway: 
Dee tant I oc cg masters pig tp water ees meee wired acs os 9, 909, 740 
RE CO i ascot nad ram ap udeninec tes Res ancannnaineeaeee 2, 400, 000 


The information that we have received also makes the following comment: 

“The consolidated Mutual’s participation apparently is not backed by London 
reinsurance at all so there really is no question of fronting and, in point of fact, 
so far as Lloyd’s are concerned it was a straitghtforward excess layer deal over 
$1 million the bulk of which was taken care of domestically.” 


MEMORANDUM OF MEETING OF GENERAL COMMITTEE, AMERICAN INSURANCE Ags0- 
CIATON, HeLtp Turespay, JANUARY 14, 1958, aT 4 P.M., AT THE Essex Hovsz, 
NEw YorK CIty 


Attendance: 
Aetna Life Affiliated Cos., Mr. Guy E. Mann, Mr. E. N. O’Beirne, Jr, 
Mr. Dudley R. Sibley. 
Chubb & Son Group, Mr. Junius L. Powell, Mr. Lee Orton. 
Commercial Union-Ocean Group, Mr. Harry W. Miller. 
Crum & Forster Group, Mr. William C. Ridgway, Jr., Mr. Alexander L. 
Ross. 
Hartford Fire Group, Mr. Manning W. Heard, Mr. Roland H. Lange. 
Maryland Casualty Co., Mr. F. John Barclay. 
North British Group, Mr. W. L. Nolen. 
The Phoenix-Connecticut Group, Mr. John A. North. 
The Saint Paul Cos., Mr. A. B. Jackson, Mr. Roger Shepard, Jr. 
The Springfield Group of Insurance Cos., Mr. S. Dwight Parker. 
Standard Accident Group, Mr. Paul Wilson. 
The Travelers Group, Mr. Charles J. Haugh, Mr. Charles P. Jervey. 
Mr. Willliam E. Newcomb, chairman. 
Mr. J. Harry Bibby, vice chairman. 
Mr. F. Elmer Sammons, treasurer. 
Mr. Milton W. Mays, chairman, program committee. 
Mr. John F. Neville, secretary. 
By invitation— 
Mr. H. R. Bowditch, the American Insurance Group. 
Mr. Bert A. Jochen, the American Insurance Group. 
Mr. Leonard Peterson, Home Group. 


Chairman Newcomb presided. 
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REPORT OF TREASURER 


The treasurer, Mr. F. Elmer Sammons, read an audit of the association’s 
fpances prepared by the accounting firm of Joseph Froggatt & Co., Inc., dated 
January 10, 1958, covering the 12 months ended December 31, 1957. This 
qudit indicated that the assessment collected from the members was in accord- 

ce with the scale of membership fees adopted, and that all sums received 
gere deposited to the credit of the association. 

All expenses were supported by properly approved bills, vouchers, and other 
geceptable data and appeared to be usual to the operation of the association. 
glaries paid during the period audited were supported by officially approved 
gliary records. The petty cash fund was counted on January 3, 1958, and at 
that time consisted of cash and vouchers totaling the stipulated amount of $500. 
The cash balance on deposit in the Chase Manhattan Bank of New York was 
reconciled with the records of the association as at December 31, 1957, and 
further confirmed by direct communication with the depositary. The net assets 
of the association as of December 31, 1957, were shown to be $72,002.55, which 
jpeludes the petty cash fund. As the audit will be presented to the membership 
at its meeting on January 15, the general committee indicated its acceptance 
asread. 

REPORT OF COMMITTEE ON FINANCING 


Chairman Sammons read the committee report, dated November 19, 1957, 
recommending a budget in the amount of $136,015 for the calendar year 1958. 

The committee also recommended assessing the members on their 1956 direct 
premiums written, less life and all accident and health (in the case of reinsur- 
ance groups, net premiums written will be used), as follows: Sh 

annual rate 
IE OE WO crenswcinm cn cncpnyen eng it eeaenctmnasen ep asenenyaniagabesqoantoctnentiiehaimnsbiomaneieinagataits $500 
A hese seer ban anenvnisnesitiinsoniesiapirnsieitihaniteginycstbinck initial 1, 000 
EL > Se tery cnasgncomeemmn neous pieyis enensianswassaiainotbasaanteteditidimininisedat saints 1, 500 
END GOO OU reitc erences esciemenah enim atone mnamareininnmmnnmanniennainsesionpapioieunaiioss = 


The committee pointed out that the 50-percent reduction in the rate of assess- 
ment for the calendar year 1958 probably cannot be maintained in future years 
based on the present activities of the association, and that the reduction is made 
possible primarily by the fact that certain expected expenditures failed to mate- 
rialize and which, in turn, created a surplus which is applied as an offset to the 
1958 budget. 

This report was accepted by the general committee and will be presented to the 
membership on the following day. 


REPORT OF MEMBERSHIP COM MITTEE 


Mr. S. Dwight Parker, chairman, made the following report: 


DECEMBER 27, 1957. 


The membership of American Insurance Association is made up of 51 groups, 
consisting of 166 companies and 11 individual companies. 

We report with regret that the Transamerica Group has withdrawn from mem- 
bership, effective December 31, 1957. 

The Security (Connecticut) Group has rescinded its resignation and will remain 
a member. 

It is with great pleasure that the membership committee recommends the elec- 
tion of the Peerless Insurance Group, comprising Peerless Insurance Co., Cale- 
donian-American Insurance Co., and U.S. branch, The Netherlands Insurance Co. 

Respectfully submitted. 

THE SPRINGFIELD GROUP OF INSURANCE 
CoMPANIES, Chairman, 

AMERICAN SURETY GROUP. 

HARTFORD FIRE GROUP. 

HoME GROvP. 

UNITED STATES FIDELITY & GUARANTY 
GROUP. 


On motion duly made, seconded, and carried, the general committee approved 
the report of the membership committee. 
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REPORT OF PROGRAM COMMITTEE 


Mr. Milton W. Mays, chairman, gave a brief report of the work of the om. 
mittee and stated that he hoped the agenda prepared for the membership m 
ing would be both interesting and timely. He pointed out that an attempt 
been made to create a balanced program between fire and casualty and believed 
this had been accomplished to an appreciable extent. The members of the pop. 
eral committee had no questions, and Chairman Newcomb thanked Mr, Mays 
for the service rendered in this connection. 

It was then suggested that the reports of the association be given wider cirey- 
lation, especially to interested organizations, when such a course seemed Proper 
and necessary to communicate the views of American Insurance Association, 4 
member stated that basically such reports were for the membership only and did 
not believe the base of distribution should be broadened indiscriminately. 

After discussion, it was the consensus that the chairman of the Association 
should authorize sending reports or papers to an organization or person outside 
of the membership when, in his judgment, such a course would further the work 
of American Insurance Association and the industry. 


REPORT OF COMMITTEE TO STUDY METHOD OF SECURITY VALUATION 


A copy of the committee’s report was distributed to the membership of Ameri. 
can Insurance Association under date of December 12, 1957. Consequently, the 
members of the general committee were familiar with its contents. Mr, Le 
Orton, chairman, was present to answer any questions which might arise. 

A member of the association appeared before the general committee to state 
his group’s objections to the report. He believed that, in the main, the report 
was a very fine piece of work and the committee deserved thanks and congratula- 
tions for its contribution. 

The speaker felt that the industry generally was in favor of amortization ang 
opposed so-called mandatory reserves. However, objection was voiced to the 
recommendation of the committee which suggested the abolishing, in its present 
form, of column 7 of schedule D. part I, of the annual statement. The discussion 
continued that such a change might mean eventually that actual market valye 
would be required for all securities. In the speaker’s opinion, the regulatory 
authorities should not be allowed to have such an opening to put their foot in the 
door. 

The same member believed the comparisons between the fire and casualty busi- 
ness and the life insurance business, as set forth, were unfortunate. He thought 
that expressions such as “different methods of solvency and of fiscal strength” 
as set out in page 2 of the report created an improper impression. The case of 
the fire and casualty companies should not depend on the activities of the life 
companies and by making this comparison the fire-casualty case is weakened, 
It was accordingly suggested that all reference to life insurance company 
methods of valuation of securities be eliminated. A further point was raised as 
to the relative danger of catastrophes in connection with life insurance as 
against the catastrophic potential of fire and casualty insurance. 

Mr. Lee Orton, chairman of the committee to study method of security valua- 
tion, stated the committee’s position, as regards the points raised, in a brief 
statement. 

This subject was discussed at considerable length. A member believed that 
the report was excellent and forthright and could see no harm in expressing 
the differences between the fire and casualty and the life business. Another 
member expressed himself as being substantially in agreement with the member 
who had raised the objections. 

It was pointed out that if parts of this report were to be used by the industry 
in connection with any changes in the 1958 annual statement, the industry has 
about 3 months to reach an agreement and distribute pertinent material to those 
organizations which represent fire-casualty interests before the commissioners. 
Other members suggested that the committee should not be discharged as it had 
requested, and that a liaison should be effected with the life insurance business 
so that no misunderstandings would arise as a result of the content of the report. 

It was the consensus of the general committee that Chairman Orton and the 
members of his committee deserve an expression of sincere appreciation from 
the committee for the efforts they have put forth in developing this report, and 
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the excellence of its presentation. However, because of discussions which 


ie eloped in considering this report, the general committee recommended to the 


embership at its meeting the next day the following: 


“tL That the report be filed. 


9, That the differing views with respect to certain aspects of the report be 
expressed in writing so that they may be added as supplemental material. 

3. That the report, together with these additional comments, be referred to the 
appropriate committees of National Board of Fire Underwriters and Association 
of Casualty and Surety Companies. ' , 

4. That a liaison be worked out with the life companies to determine their 
reaction to statements concerning that business. 

5, That the committee to study method of security valuation be continued as 

resently constituted, to assist interested industry organizations in considering 
the report, if so requested. 


COMMITTEE TO CONFER WITH PRODUCERS 


Chairman Newcomb reported a meeting held between the AIA committee and 
the executive committee of National Association of Insurance Agents on Decem- 
per 5, 1957. The meeting took place at the request of the agents. It seemed to 
be the consensus of the committee that the initial meeting with the producers 
was very constructive. The sincerity and desire to be helpful on the part of the 
agents were evident throughout. Among the subjects discussed on a general 
basis were the following: 

1. Rate increases (concerning which the agents offered their good offices if 
the companies felt they could be of assistance). 

9. Public relations. 

8. Grassroots political influence. (The agents feel that they have an unex- 
ploited political potential at the grassroots level which can be used to serve the 
programs of the companies where such support is merited and requested.) 

4. Automobile situation. (The agents were interested in the possibility of a 
constriction of this market. ) 

5. Unauthorized insurance and the use of fronting companies to effect such 
insurance. (The agents indicated a knowledge of the general problem of un- 
authorized insurance and recognized that a considerable amount of blue chip 
business is not being insured in the American market. ) 

The chairman reported that there are no further meetings planned at present 
but doubtless such could be arranged if and when the need and the desirability 
of a further meeting is manifest. Other members of the committee who at- 
tended the conference with the agents buttressed the chairman’s remarks and 
expressed themselves as being satisfied with the sincerity of the producers and 
constructiveness of the work of this committee. 


COMMUNICATIONS WITH AGENTS ON RATE FILINGS 


There was a discussion of the differences between the methods of the casualty 
and fire segments of the business in their respective handling of communica- 
tions with agents in respect to the filing of rates. This matter was brought to 
the attention of American Insurance Association by the president and chairman 
of the executive committee of SEUA and involves that association’s relationship 
with the Florida Association of Insurance Agents. It was recognized by the 
general committee that this is a matter of considerable delicacy and represents 
divergent philosophies. It was pointed out that there soon will be a meeting 
between representatives of the Florida Agents Association and the executive 
committee of South-Eastern Underwriters Association, at which time it is hoped 
that a more understanding relationship can develop. 

After thoroughly considering the subject, it was moved, seconded, and car- 
ried that the secretary be authorized to make a factual survey of the various 
methods of communication which are used with agents in connection with rate 
filings in the various rating jurisdictions. The secretary was further authorized 
and instructed to report his findings to the May meeting of the general committee. 


PROPERTY DESTRUCTION RESULTING FROM TERMITES (FHA) 


At the request of the chairman, Mr. Mays gave the general committee the 
background of this subject by stating that it had originally arisen last summer 
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when the National Board of Fire Underwriters was consulted by Mr. 


Connor, Architectural Standards Division, Federal Housing Administration 
Washington, D.C. Mr. Connor was interested in determining whether or not 


insurance was available against the destruction of property resulting from 
termites, because FHA was considering expansion of the loan provision which 
states that under foreclosure it will not take back any property that has been 
destroyed by fire, earthquake, etc., to include termites. 

Immediately thereafter, Mr. Lewis A. Vincent, general manager of the Na 
tional Board of Fire Underwriters, referred the subject to American Insurance 
Association. Mr. Mays stated that he and the secretary had had an opportunity 
to have a conference with Mr. Connor just previous to Thanksgiving of 1957 
and indicated that the insurance industry would cooperate in developing jp. 
formation for Mr. Connor. Mr. Connor stated that it was his understandin 
that the Sun Life of Canada was providing some form of indemnity and agreed 
to furnish the office of AIA with a copy of the so-called policy for study. Mr 
Mays further stated that the matter was being held in abeyance at this point 
awaiting further word from Mr. Connor. 

It was the consensus of the committee that Mr. Mays and Mr. Neville should 
continue their contact with Mr. Connor if and when they believe it necessary, 


SIZE OF ADVISORY COMMITTEES 


The member scheduled to present this item the following day at the member. 
ship meeting wished to be certain that there was no objection from the members 
of the general committee, as it is recognized as a subject of some delicacy, 

It was pointed out that advisory committees in some organizations carry as 
many as 15 to 20 members, and it is felt that these committees may be larger 
than necessary, especially when considered against the amount of expense which 
the industry must sustain to send members to meetings. Also to be calculated 
is the value of the time which individual members spend at such meetings, 

The general committee was unanimous in the belief that the subject would 
be a fruitful one for discussion at the membership meeting the following day. 


PROGRAM DESIGNED TO HELP CONVINCE COLLEGE PLACEMENT DIRECTORS OF THE 
BENEFIT OF AN INSURANCE CAREER 


The chairman requested the secretary to present this subject. The secretary 
described a program which the New York members of the Association of Re- 
serve City Bankers sponsored in New York in October of 1957, for the purpose 
of acquainting a selected group of college placement directors with the oppor- 
tunities present in the banking business. The ultimate aim of the bankers was 
to convince the college placement directors that banking makes an advantageous 
career for a college graduate. This particular program received considerable 
newspaper publicity and it was suggested that a similar conference might be 
held with insurance company sponsorship. 

One of the members present stated that he felt that such programs were not 
as efficacious as they would appear and cost a great deal of money. The general 
committee seemed to have little interest in the matter and the subject was 
passed without any action taken thereon. 


ATOMIC ENERGY COMMITTEE 


The chairman of this committee stated that he was in receipt of pre 
liminary information that the Atomic Industrial Forum, Inc., was proposing to 
make a study titled “Third Party Liability Abroad” in cooperation with Harvard 
Law School. American Insurance Association may be requested to make a con- 
tribution such as it did previously in connection with a domestic study made in 
cooperation with Columbia University titled ‘Financial Protection Against 
Atomic Hazards.” It was pointed out that some in the industry feel that the 
benefits received from the first study were no more than expected. It was 
the consensus of the AIA Atomic Energy Committee, based on the preliminary 
information available, that it would not recommend to the membership that 
AIA make a contribution. Reference of the matter to Nuclear Energy Liability 
Association may be suggested as that association seems to be more directly 
concerned. 
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NEW BUSINESS 


president Craig Thorn, Jr.’s, memorandum 


Chairman Newcomb announced that the president of the Association of 
Casualty and Surety Companies had referred a memorandum to him, by Presi- 
dent Craig Thorn, Jr., of the New York State Association of Insurance Agents, 
Inc. This memorandum was addressed to Mr. J. Dewey Dorsett, general man- 
ager of the Association of Casualty and Surety Companies, and it was felt that 
the American Insurance Association was in a better position to deal with it. — 

This memorandum contains many suggestions which the agents in New York 
State believe should be given consideration by both producers and companies 
at this time. It was the consensus of the committee that copies of this 
memorandum be circulated to the full membership of American Insurance 
Association so that each member would be fully conversant with the agents 
attitudes as expressed in the memorandum, — Before this course is followed, 
however, the committee believed that permission to circulate the memorandum 
in the manner described should be obtained from Messrs. Dorsett and Thorn, and, 
further, that the president of Association of Casualty and Surety Companies 
should concur in the action to be taken. 


Public relations 


A member outlined the efforts presently being made by committees of the 
National Board of Fire Underwriters and the Association of Casualty and Surety 
Companies, respectively, in an effort to effect a joint program on some phases 
of public relations. This member believed that it might be beneficial for Amer- 
ican Insurance Association to convey to the chairmen of the public relations 
committees of the National Board of Fire Underwriters and Association of 
Casualty and Surety Companies the interest of AIA, and its willingness to par- 
ticipate at a later date when the time seems propitious. It was pointed out that 
the matter of timing can be very important in connection with this particular 
subject, and the feeling was expressed that it would be unfortunate if any pre- 
mature activity on the part of AIA or any other organization was encouraged. 
The background of the program was explained to the committee, and it was the 
consensus that the matter should be mentioned very briefly and generally to 
the membership at the meeting next day in connection with the interest which 
the agents, through their conference committee, have evinced in public relations. 


DATE AND FLACE OF ANNUAL MEETING 


The chairman announced that the annual meeting of the association will 
be held on Wednesday, Thursday, and Friday, May 7 to 9, 1958, at Skytop Ledge, 
Skytop, Pa. The meeting of the general committee will be held on Wednesday, 
May 7, commencing at 3 p.m. 

The chairman announced to the committee that the management of Skytop 
Lodge had mentioned that there had been some departures, during our last 
annual meeting, from their rules. It was requested that the members carefully 
observe these regulations at our forthcoming annual meeting. 

Adjournment at 7:30 p.m. 


JOHN F. Nevitte, Secretary. 


AMERICAN INSURANCE ASSOCIATION, 


April 25, 1958. 
Mr. Witt1am E. NEwcomes, 


Chairman, American Insurance Association. 


Deak Mr. Newcomer: Enclosed is a copy of a letter, which I received today from 
Mr. Harold L. Wayne, general manager, Inland Marine Insurance Bureau. This 
letter is self-explanatory and has to do with the “fronting” company problems. 

A reading of this letter will indicate to you why this will require special at- 
tention because of its reference to one of our members, namely, Continental 


pamsalty-National of Hartford. Perhaps we can discuss this the next time 
see you. 


Sincerely, 
JOHN F. NEVILLE, Secretary. 
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INLAND MARINE INSURANCE Bureav, 
New York, N.Y., April 24, 1958 
Mr. Joun F. NEVILLE, . 
Secretary, American Insurance Association, 
New York, N.Y. 

Dear Mr. NEVILLE: On April 26, 1957, we sent you a letter from Mr. Soward 
dealing with activities of unauthorized insurers. I believe the members of 
your association would be interested in risks recently lost to our companies by 
reason of what appears to be competition of Lloyd’s through the medium of 
domestic fronts. 

On March 3, 1958, insurance on a schedule of some 23 Florida bridges owned 
by the State was awarded to the Consolidated Mutual Insurance Co. of Ney 
York at a premium of $285,790.50. The bid on behalf of our companies Was 
$419,845. Our premium was calculated at the very lowest rate consistent with 
sound bridge underwriting. 

Consolidated Mutual’s bid was for 100 percent interest. The maximum line 
authorized by any of the companies regularly furnishing coverage of this king 
was 10 percent. Consolidated’s bid was made through the Griffen Buchanan 
agency, with reinsurance arranged through the R & B Brokerage Co. of Palm 
Beach. Cover notes are through Robert Bradford of London. The reinsurance 
is 734% percent of the first $1 million of loss, whether property damage or U. & 0, 
or both combined, and $12 million in excess of $1 million. ; 

The Continental Casualty-National of Hartford also bid for 100 percent ip. 
terest at approximately $85,000 below our quotation. 

On April 8, 1958, insurance on the Coleman Memorial Bridge was awarded 
to the National Fire. Their quotation was $19,171.65 against ours of $25,495 
for property damage insurance and $10,346.27 for U. & O. coverage as compared 
to our quotation of $13,739. The property damage coverage amounted to 
$5,800,000 and the U. & O. to $2,500,000. We are not aware of the retained 
line of National. However, it is of interest to note that in this case also the 
maximum gross line authorized by any one of our companies was 35 percent, 

Yours very truly, 
H. L. Wayne, 
General Manager, 


Mr. Harotp L. WAYNE, 
General Manager, Inland Marine Insurance Bureau, 
New York, N.Y. 


DeaR Mr. WAYNE: Many thanks for your letter of April 24 giving details of 
certain risks recently lost to IMIB companies, apparently by reason of the con- 
petition of Lloyd’s through the employment of domestic fronts. 

Your cooperation is deeply appreciated. 

Sincerely, 
AMERICAN INSURANCE ASSOCIATION, 
JOHN F. NEVILLE, Secretary. 


MEMORANDUM FOR COMMITTEE ON DIRECT-WRITING ACTIVITIES OF LLOYD'S AND | 


OTHER UNAUTHORIZED INSURERS 


J. F. N. had conference with Mr. Ray Berry at which time there was a dis- 
cussion of the fact that the AIA Lloyd’s Committee was getting ready to rein- 
stitute consideration of the unlicensed competition. J. F. N. requested any 
information concerning events, particularly in Washington, which would make 
activity by the committee undesirable at this time. Mr. Berry felt that one 
time was about as good as another and that there would be probably little which 
our committee would uncover that would be unknown to the O’Mahoney com- 
mittee. He felt that these matters are always somewhat of a gamble and 
that it did not seem imperative that operations be withheld because of any 
Washingon consideration. 

Off the record, J. F. N. told Mr. Berry about the committee’s recommenda- 
tion that counsel be employed to study all the aspects of this problem and to 
give AIA an opinion as to what course of action could be followed. Mr. Berry 
believed that the legal situation was relatively clear and that a lawyer's 
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jnion would not be very helpful The only exception was in the area of taxa- 

- of unlicensed carriers. He felt that there might be some aspects which 
ae require studying but also was inclined to believe that there was little 
cn in approaching his problem from the tax standpoint. 
—- Berry felt that one of the difficulties we were having was because the 
companies had arived at no definitions as to just what they objected to. Some 
remedies were suggested, such as a conference with Lloyd’s, and so forth, but 
at no time has he seen the problem delineated. ; ; 

He felt that the matter fell into the following categories: 1) Business which 
was undesirable from the standpoint of the licensed American and alien com- 

nies; (2) business which was desirable by American or licensed alien com- 

nies and which was being lost to Lloyd’s through procedures which were 
probably legal (i.e., arranging for transaction in Montreal) ; (3) activities of 
fronting companies, which seems to be legal; (4) direct writing by unlicensed 
companies in the United States (i.e., representative of unlicensed companies con- 
summating insurance transactions in New York State). Parenthetically, Mr. 
Berry has seen very little documentation of such transactions. 

On the remedy side, he believes that the tax possibilities had by no means 
peen exhausted, although there were some old cases stating generally that un- 
licensed insurers could not be taxed. He believed also that the adjusting of 
the loss could be controlled by legislation and perhaps a lien for the local taxes 
imposed upon any loss payment. pa 


MeMORANDUM FOR COMMITTEE ON DIREcT-WRITING ACTIVITIES OF LLOYD’s AND 
OTHER UNAUTHORIZED INSURERS 


J. F. N. had a conference and lunch at the Great American with Mr. Roger 
Billings, chairman of the committee, at which the question of the feasibility of 
calling a committee meeting at this time was discussed. It was the consensus 
of opinion, for the reasons outlined below, that there would be no meeting of 
the Committee called prior to the January association meetings at which the 
chairman would report informally as to the status of the committee work. 

J. F. N. gave Mr. Billings a copy of the informal memorandum dated Novem- 
ber 6, 1958, which J. F. N. had written after a conference with Ray Berry. Mr. 
Billings appeared to be interested in the points which were developed, espe- 
cially in the concept that the membership of AIA (as well as the national board) 
do not appear to know precisely what they are objecting to in the Lloyd’s opera- 
tions. (The memorandum of November 6 should be read for a full understanding 
of this point. ) 

Mr. Billings pointed out that he has made some general inquiries, especially 
trom reinsurance people, and has found from qualified sources that Lloyd’s is 
actually cutting their writings in the United States because of the very poor 
experience. J. F. N. had also heard this from Mr. Ken Force of National 
Underwriter. Mr. Billings went on to state that his informant believed that 
it would be a relatively simple matter at this time to get an agreement from 
Lloyd’s to be less aggressive in the United States, because they have already 
decided to become less aggressive due to the general experience here. In other 
words, it was Mr. Billings’ thought that an agreement at this time (even if 
it were legal) would only be respected so long as underlying business conditions 
made the stipulations of the agreement convenient. J. F. N. and Billings dis- 
cussed the thought that the time to get an agreement from Lloyd’s (if such is 
feasible) is not now when they are voluntarily retiring from some lines but at 
a time when their business is good and when they would prefer to expand their 
activities in the United States. 

After luncheon, it was decided that in about 10 days Mr. Billings would have 
seen the remainder of the people on his list who he believed important in this 
picture. He then intends to get in touch with J. F. N. and make an appoint- 
ment to see Mr. K. E. Black, as previously suggested by Mr. Newcomb. The 
reason for the meeting with Mr. Black is the fact that he has been very inter- 
ested in this subject, and Messrs. Newcomb and Billings both desire to know 
if he has had a change of view in any respect, or if he has any ideas as toa 
feasible manner of proceeding in the premises. 


J. F. N. 
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AMERICAN INSURANCE ASSOCIATION, 
July 24, 1958, 
UNLICENSED INSURER PROBLEMS 


Mr. WILLIAM E. NEWCOMB, 
President, Great American Group of Insurance Companies, 
New York, N.Y. 

Dear Mr. Newcoms: This morning you requested that I briefly outline the 
general problems which have been discussed by our Lloyd’s committee, 

These are as follows: 

(1) Direct writing by unlicensed insurers.—This form of competition is 
alleged to be growing and, according to our sources of information, has not 
been effectively controlled by the insurance departments in the various States, 
This direct approach has been imputed to Lloyd’s as well as to other unauthor. 
ized insurers (Lloyd’s is licensed in Illinois and Kentucky). The competition 
sustained by the licensed companies under this point is not to be confused with 
the exporting of insurance under the so-called surplus lines laws. 

(2) Fronting companies.—Closely allied with the unlicensed direct-writer 
competition is the situation of the licensed “fronting company” which reingure 
a substantial, if not the total, liability in an unlicensed foreign carrier. We 
had a recent dramatic example of this in the so-called Florida Bridge sitya. 
tion which you may recall. Fronting companies are by no means solely tied 
to the Lloyd’s operation. It is understood that we have this type of opera. 
tion by companies domiciled in Japan, Belgium, Germany, Cuba, as well as 
other countries, including those in South America. It was estimated that the 
amount of insurance premiums exported under one or both of these methods 
(direct solicitation or fronting operation) is a quarter of a billion dollars 
annually. It has also been stated that one of the big problems inherent jn 
this whole situation is the willingness of our large American corporations to 
accept a contract from an unlicensed insurer without seriously questioning it, 
The exporting of insurance premiums is as serious in Canada in proportion 
to business written as it is here, according to Our information. 

(3) Surplus lines laws.—The enormity of this problem is indicated by the fact 
that in 1955 about $2 million was paid in taxes by nonadmitted companies 
operating through surplus lines laws. This amount indicates, in an indireet 
way, the total which is lost in taxes, estimated to be one to five times the above 
amount. You will recall that the surplus lines laws situation generally 
throughout the United States is a subject of almost perennial discussion; it 
being the position of some that these laws make the hole in the dam through 
which great amounts of premiums are exported which should rightfully be 
written in the licensed companies here. The NAIC made an attempt recently to 
develop a model surplus lines law, but because of the general lack of interest 
in the business and the opposition of the surplus line brokers, as well as the 
other organized producers, the effort failed to effect any substantial change. 
In passing, it should be noted that the New York State Insurance Department 
has recently shown considerable interest in the surplus line situation here and 
is said to be generally tightening up the regulations surrounding the operations 
of the surplus line brokers. 

The foregoing points were discussed during the meetings of our Lloyd’s com- 
mittee. It seems fair to say that the unlicensed insurer problem burgeons in 
direct proportion to the severity and inflexibility of the rate and form regula- 
tion in the various States. The unlicensed insurers are able, in many cases, 
by offering a slightly different type of insurance, to circumvent the letter and 
intent of the surplus lines laws, and it is only natural that this device is gen- 
erally coupled with a cut in rate. 

There is enclosed for your information a copy of a memorandum of our Lloyd's 
committee meeting which was held on October 31, 1956. If you have the time 
to read this, I think you will be rewarded by having your memory refreshed as to 
the genesis and background which resulted in the appointment of our com- 
mittee. This memorandum also details some of the “unlicensed” problems 
which were, and are, confronting the business. 

It is hoped that the foregoing will be helpful to you. Should you need more 
information, please do not hesitate to call upon me. 

Sincerely, 


JOHN F. Neviite, Secretary. 
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AMERICAN INSURANCE ASSOCIATION, 
New York, N.Y., March 30, 1959. 


EpORT ON INCOME AND EXPENSE SURVEY OF COMPANY-SUPPORTED ORGANIZATIONS 


At the September 26, 1958, meeting the membership authorized the Secretary 
to circulate a questionnaire to the company-supported boards, bureaus, and asso- 
ciations, requesting information as to income, expense, and other related sub- 
jects. This authorization followed a presentation by a member who quoted a 
1950 report of the then New York superintendent of insurance, indicating that 
155 organizations servicing the fire insurance business in 1949 cost over $31 
million. The superintendent S report continued that the casualty business had 
some 77 similar organizations at that time, whose cost aggregtated nearly 
7% million. o 

With this background, the membership requested that a questionnaire be cir- 
culated to elecit up-to-date information as to the cost of company-supported 
organizations. : ' ‘ a. z 

A form of questionnaire, dated November 25, 1958, was drafted with the 
assistance of accountants, and was mailed to the managers of boards, bureaus, 
and associations, after being reviewed by the chairman of the association. The 
members of the association also received a copy, as information, concurrently 
with the mailing to the boards and bureaus. 

At the outset it is necessary to note that there are certain inherent difficulties 
in developing such information, even though the questionnaire was drafted with 
great care. We feel that the survey should represent statistics in connection 
with the operation of company-supported trade associations, rating bureaus and 
other service organizations and should eliminate the information received from 
limited membership pools and syndicates even though they are, in the broad 
sense, company-supported. Although our totals do not reflect the data of any 
yoluntary pools or syndicates insofar as is known, we wish to acknowledge the 
cooperation of the following organizations which submitted information at our 
request: Factory Insurance Association, General Adjustment Bureau, Inc., 
Railroad Insurance Underwriters, Registered Mail Central Bureau, Underwriters 
Adjusting Co., Underwriters Grain Association, Underwriters Service Associa- 
tion, Western Adjustment and Inspection Co. 

The exclusion of the data received from the above organiaztions is consistent 
with our desire that the results be based only upon compatible premises. As a 
general caveat it should be emphasized that each questionnaire submitted de- 
serves very careful individual study before conclusions are reached in reference 
toa specific organiaztion. Most of those providing information added footnotes 
and explanations as to certain items and these, of course, should be given their 
proper weight. 

Questionnaires were sent to 139 fire, marine, casualty and surety organiza- 
tions. (This is substantially the same list of organizations utilized in connec- 
tion with the AIA recommended employee benefits plan.) Of these, responses 
have not been received from six organizations. 

Taken from the exhibit which has been prepared from the information sub- 
mitted, the following totals may be of interest: 

1. Number of organizations from which we requested replies : 139. 

2. Number of responses received: 1383. 

3. Number of organizations failing to respond: 6. 

4. Number which held out-of-town meetings: 55. 

5. Number of organizations having a deficit at end of previous accounting 
period: 9. 

6. Total of assessments in dollars for current fiscal period : $62,703,878.52. 

7. Total of all income other than assessments: $17,280,075.83. 

8. Number of organizations with “Other income”: 65. 

9. Total expenses for current fiscal period: $72,145,550.31. 

10. Total of surplus at end of latest accounting period: $16,074,042.19. 

11. Number of organizations which had a deficit: 8. 

12. Total amount of estimated expense for next succeeding fiscal period: 
$72,683,345.39. 

18. Total number of employees: 11,047. 

14. Total amount of salaries paid: $44,539,938.67. 


ane Total amount of meeting expenses, including committee meetings: $270,- 
32. 
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16. Total amount of traveling expenses: $3,165,914.58. 

17. Total amount of rents paid, including cost of lighting : $4,043,458.34. 

18. Total amount of expense of printing and office supplies : $3,979.033.95 

No claim is made that the foregoing are precisely accurate. Necessarily be- 
cause of varying operating procedures within the bureaus, certain adjustments 
were made in the collation of these figures. They are, however, believed to be 
substantially accurate, based upon the information furnished. 

It is probably unnecessary to report that a project such as the foregoing creates 
reactions within the company-supported organizations as varied as the colors ; 
a rainbow. These run from cheerful cooperation to the exact opposite; and it is 
felt that at least some of the organizations which failed to respond did go main} 
because they were unfamiliar with American Insurance Association and jtg 
membership. We are pleased to report that there were no objections raiseq to 
the questionnaire on the ground that the form questions were ambiguous or 
obscure. However, we did hear from several organizations that, for one reason 
or another, the questionnaire was inapplicable. Doubtless, some organizations 
feel that such an inquiry is an invasion of their particular right of privacy, and 
this seems especially true in those cases where a bureau has a membership 
consisting of both stock and mutual companies. 

Such surveys can only be successful if the desire for the information requested 
is sufficiently strong to stimulate a followup of the original inquiry where neces. 
sary as well as a willingness to intercede with the governing committee of thoge 
organizations which do not feel cooperation is in their best interest. It also 
seems patent that this type of survey must be repeated on at least a biennial 
basis. If this were done it would provide an actual comparison between figures 
which in an occasional survey are relatively without significance except for the 
size of the totals. 

Respectfully submitted. 


JOHN F. NEVILLE, Secretary, 





EXCERPT OF MEMORANDUM OF MEETING OF GENERAL COMMITTEE, AMERICAN INSuR- 
ANCE ASSOCIATION, HELD ApRIL 8, 1959, aT ABSECON, N.J. 


“REPORT ON INCOME AND EXPENSE SURVEY OF COMPANY-SUPPORTED ORGANIZATIONS 


“At the request of Chairman Newcomb, the secretary gave the committee some 
key figures from the report which was prepared for delivery at the membership 
meeting on April 9. It was stated that the 133 company-supported organizations 
responding estimated their expenses for the next fiscal period to be $72,683,345.39, 
This amount was further broken down as follows: 


“Fire, etc., auto physical damage, inland marine, aviation____~~_ $58, 006, 107. 60 
CRT IES 8 in eee ena mnce 14, 320, 962. 33 
Pah OEE. Si eh howe ck eel tee newenseacs 306, 275. 46 

ON cis ciesina te cacin ad i cise peen eh ode ha gpa dea ee areas esusdeas nese 72, 683, 345. 39 


As the report was scheduled for delivery at the membership meeting, the 
general committee took no action thereon.” 


C. Documents From WesterN ACTUARIAL BuREAU 


CONSTITUTION OF WESTERN ACTUARIAL BUREAU, CHICAGO, ILL. 
ARTICLE I. FORM OF ORGANIZATION, NAME, AND LOCATION 


This bureau shall be a voluntary, nonprofit association of capital stock com- 
panies engaged in writing fire insurance. Its name shall be Western Actuarial 
Bureau. Its principal place of business shall be located at Chicago, IIL, and 
branch offices may be established and maintained at such other locations as the 
executive committee of the bureau shall determine from time to time. 


ARTICLE II. OBJECTS AND PURPOSES 


The objects and purposes of the bureau shall be: 
1. To operate as an advisory organization under and in conformity with the 
applicable laws of the several States. 
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2, To maintain and provide actuarial, technical, and specialized services for 
rating bureaus. ; ; : : 

3. To maintain and provide a research and engineering service for the study 
of fire and other hazards. ; 

4. To maintain a service for fostering and promoting fire prevention and fire 
rotection activities and for assisting other groups and associations engaged in 
such activities. . ; : ; 

5, To assume and continue the miscellaneous services and activities provided 
or engaged in, at the time of the organization of this bureau, by Western Actu- 
arial Bureau (the predecessor of this bureau). 


ARTICLE III. TERRITORY 


The territory of operations of the bureau shall comprise the States of Arkan- 
sas, Colorado, Illinois, Indiana, Iowa, Kansas, Kentucky, Michigan, Minnesota, 
Missouri, Nebraska, New Mexico, North Dakota, Ohio, Oklahoma, South Dakota, 
Tennessee, West Virginia, Wisconsin, and Wyoming, and such other States or 
geographical areas as the executive committee shall determine from time to time. 


ARTICLE IV. MEMBERSHIP 


1. Any capital stock insurance company licensed to write fire insurance in one 
or more States within the territory of operation of the bureau may apply for 
membership in the bureau. Whenever the application of any such company 
shall have been approved in the manner prescribed by the executive committee, 
the company shall be and become entitled to the full privileges of membership 
upon paying any assessment or membership fee levied against it pursuant to the 
constitution and the rules and regulations of the bureau. Acceptance of mem- 
bership shall constitute adoption of the constitution of the bureau and an under- 
taking to adhere to it and all of the provisions thereof. 

2. No applicant which is one of a group or fleet of companies under common 
ownership or management shall be admitted to membership unless all of the 
other companies of such group or fleet writing fire insurance within the bureau’s 
territory of operations also shall be in all respects eligible for membership and 
shall be or simultaneously become members of the bureau. A group or fleet of 
members under common ownership or management is hereinafter referred to as 
an “affiliated group.” 


ARTICLE V. TERMINATION OF MEMBERSHIP 


1. A member may terminate its membership in the bureau by written notice 
to the secretary of the bureau not less than 90 days prior to the effective date of 
such termination, but any such member shall remain liable to the bureau for all 
obligations incurred prior to and outstanding at the effective date of such termi- 
nation. 

2. If any member refuses or neglects to pay any membership fee or assessment 
that may be levied against it pursuant to a rule or regulation adopted by the 
executive committee in the exercise of the power granted to such committee in 
paragraph 9 of article VII hereof, the membership of such member may be 
terminated in the manner provided in such rule or regulation. 


ARTICLE VI. OWNERSHIP OF PROPERTY 


1. Title to all funds and other property of the bureau shall be vested in and 
shall be under the control of the members of the executive committee as it may 
be composed from time to time. No such member shall have any beneficial inter- 
est in such property but all such property shall be held by such members of the 
executive committee for the sole benefit and purposes of the bureau. 

2. A member of the bureau shall not, by virtue of its membership, have any 
right, title, interest, or ownership, legal or equitable, in property of the bureau, 
either during the existence or upon the termination of membership. Upon dis- 
continuance of the operations of the bureau or upon its dissolution, its property 
shall be disposed of in accordance with a majority vote of all the then members 
of the bureau. For the purpose of such vote an affiliated group of members 
shall be considered a single member as provided in paragraph 6 of article VITI. 


ARTICLE VII. EXECUTIVE COMMITTEE AND OFFICERS 


1. The management of the bureau shall be vested in an executive committee 
consisting of 12 individuals, all of whom shall be officers or managers of member 
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companies and a majority of whom shall reside in the city of Chicago or in the 
vicinity thereof. 

2. The original members of the executive committee shall be divided into three 
classes, each consisting of four members, and shall be elected to hold office for 
terms of 1 year each in the case of the first class; 2 years each in the case of the 
second class; and 3 years each in the case of the third class; and until their 
respective successors shall be elected and qualified. Succeeding members of the 
executive committee shall be elected to hold office for terms of 3 years each anq 
until their respective successors shall be elected and qualified. Each member of 
the bureau shall have one vote in the election of the members of the executive 
committee, except that an affiliated group of members shall be considered a single 
member for the purpose of such election and shall be entitled to only one yote. 
3. The chairman of the executive committee, at least 60 days prior to the date 
designated by the executive committee for the holding of the annual meeting of 
the bureau, shall appoint a committee of three to make nominations for member. 
ship on the executive committee to be voted upon at such annual meeting. Such 
nominating committee shall file its report with the chairman at least 40 days 
prior to the date fixed for the annual meeting of the bureau. At least one 
member of the nominating committee shall reside outside of the city of Chicago 
and its vicinity. Any five members of the bureau may also make nominations 
for membership on such committee to be voted upon at any annual election, by 
filing their written nominations with the secretary of the bureau not later than 
10 days before the time when such election shall be held. The secretary shal] 
cause such nominations together with the nominations made by the nominating 
committee, to be submitted to the members of the bureau for a vote at said 
annual election. 

4. Any member of the executive committee may be removed from office by 
vote of the members of the bureau. . 

5. No more than one officer or manager of a member company or of any of the 
companies in a group or fleet of member companies under common ownership 
or management may be a member of the executive committee at the same time. 
Upon the expiration of the term of any member of the executive committee, 
neither said member nor any other officer or manager of the company by which 
said member is employed or of any other company under common ownership 
or management with said company shall be eligible to succeed said member. 

6. The executive committee shall annually elect from its own membership a 
chairman and vice chairman each to hold office until a successor shall be elected 
and qualified. The chairman shall be ex officio chairman of the bureau. He 
shall preside at all meetings of the bureau and of the executive committee and 
shall have such other powers and duties as are herein provided for or are cus- 
tomary in the case of such office. The vice chairman shall act for the chairman 
in the event of his resignation, absence, or inability to act. 

7. Any vacancy in the membership of the executive committee shall be filled 
promptly by appointment by the chairman. Any such appointee shall hold office 
until his successor shall be elected and qualified. Such successor shall be elected 
at the next succeeding annual election of members of the executive committee 
for the unexpired term of the office in which such vacancy occurred. 

8. The executive committee shall appoint, and shall fix the compensation of, 
a manager of the bureau, who shall also be secretary of the executive committee 
and of the bureau. The manager shall have charge of the business, affairs, and 
operations of the Bureau, subject to the general supervision of the executive 
committee. 

9. The executive committee may adopt reasonable rules and regulations, not 
inconsistent with this constitution, for the governing of the business, affairs, and 
operations of the bureau, and may include therein provision for assessments 
against members of the bureau or for a membership fee to be paid by them; and 
the executive committee from time to time, shall take such steps and provide such 
facilities as may be necessary to carry out the objects and purposes of the bureau 
and to comply with the provisions of the laws of the several States in which 
the bureau may operate. 

10. Meetings of the executive committee shall be held pursuant to call of the 
chairman at such time and place as occasion may require. No meeting of the 
committee shall be held without reasonable notice to each member thereof. 

11. Any five members of the executive committee present in person at a meet- 
ing thereof shall constitute a quorum for the transaction of business. Unless 
otherwise specified in this constitution, all action by the committee shall be by 
majority vote of the members present. 
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ARTICLE VIII. MEETINGS 


1. An annual meeting of the bureau shall be held at a time and place designated 
by the executive committee. The committee shall report, at the annual meet- 
ing, on the operations of the bureau during the preceding year. 

9 A special meeting of the bureau may be called by the executive committee 
at any time, and shall be called by said committee upon the request of any five 
or more members of the bureau. In the event of the neglect or refusal by the 
executive committee call a special meeting when so requested, such as five or more 
members may eall such a meeting. 

3 If an election of members of the executive committee is to be held at any 
meeting, not less than 30 days’ written notice of such meeting, and, in all other 
eases, not less than 10 days’ written notice of each meeting shall be given to all 
members of the bureau by the secretary or by any five or more members who issue 
a call for a meeting pursuant to the provisions of the foregoing paragraph. Such 
notice shall specify the time and place of the meeting, and shall state briefly 
the nature of the matters proposed to be considered at such meeting. 

4. Representation of a member at meetings shall be by an officer or manager of 
said member or by a proxy appointed in writing. A majority of the members of 
the bureau, when represented at any meeting, shall constitute a quorum for the 
transaction of business at such meeting. Unless otherwise expressly specified 
in the constitution, all action at a meeting of the bureau shall be by a majority 
vote of the members of the bureau present and voting. 

5. Any action that could properly be taken at any meeting of the bureau, sub- 
ject to the limitation contained in paragraph 1 of article IX hereof, may be 
taken by a vote in writing of the members of the bureau without the holding of 
a meeting: Provided, however, That, if any five or more members of the bureau 
shall notify the secretary that they object to such written vote on any proposi- 
tion submitted or to be submitted to the members and shall request the execu- 
tive committee to call a meeting of the bureau to consider said proposition, the 
written vote on the said proposition shall be voided and it shall be presented to 
a meeting of the bureau, called as provided in paragraph 2 of this article, for ac- 
tion thereon by the members. Unless otherwise expressly specified in this con- 
stitution, all action by a written vote of the members of the bureau without the 
holding of a meeting shall be by a majority vote of the members voting. 

6. An affiliated group of members shall be considered as a single member (a) 
for purposes of voting and shall be entitled to only one vote at meetings of the 
bureau or upon any proposition submitted to the members for a written vote 
without the holding of a meeting, (b) in determining whether a quorum is 
present at any meeting, (c) in determining whether any action or proposition 
has been carried by the votes of the required number of members, and (d) in 
determining whether five or more members have requested or called a special 
meeting or objected to a written vote on a proposition without the holding of 
a meeting. 

ARTICLE IX. ELECTIONS 


1. The annual election of members of the executive committee, for which pro- 
vision is made in article VII, shall be held at the annual meeting of the bureau; 
except that, if any annual meeting is postponed by the executive committee 
beyond the time for the annual election because of extraordinary circumstances, 
said election may be by written vote of the members of the bureau without 
the holding of a meeting. 

2. Whenever any annual election of members of the executive committee is to 
be held at the annual meeting of the bureau, the notice of such meeting shall 
include notice of such election. If any annual election is to be by written vote 
of the members without the holding of a meeting, written notice of such election 
shall be sent to each member of the bureau by the secretary not less than 30 
days prior to such election. In both cases, the notice shall include the names 
of the nominees for membership on the executive committee designated by the 
nominating committee. 

3. The nominees for membership on the executive committee who receive a 
plurality of votes cast, either at a meeting of the bureau or upon a written 
vote without the holding of a meeting, shall be elected. 


ARTICLE X. EXPENSES AND ASSESSMENTS 


1. The expenses and costs of the bureau incurred in its several operations 
shall be determined by methods which shall be approved by the executive com- 
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mittee and shall conform to sound accounting practices. Subject to the ap- 
proval of the executive committee, the rate of assessment to be paid by each 
user of the services of the bureau to cover said expenses and costs shall be 
fixed by the manager. The executive committee may fix a reasonable minimum 
fee to be charged such users. If any user of a service of the bureau shall refuge 
or neglect to pay the amount of any assessment against such user within 9 
days after notice thereof, then and in that event the right of such user to the 
services of the bureau may be terminated by the manager of the bureau. 

2. The executive committee may, from time to time, adopt such reasonable 
rules and regulations in respect of assessments and charges and the collection 
thereof as may be necessary or desirable to carry out the foregoing provisions, 


ARTICLE XI. AMENDMENTS 


1. This constitution may be altered, modified, amended or revoked, in whole 
or in part, or the bureau dissolved, or its operation discontinued, by a two. 
thirds vote of all the members. For the purpose of such vote an affiliated group 
of members shall be considered a single member as provided in paragraph 6 of 
article VIII. 

2. When any amendment to the constitution or the dissolution of the bureau or 
the discontinuance of its operation is to be proposed at any meeting of the bureay 
the notice of such meeting shall contain a statement of such purpose, together 
with the proposed text of any such amendment, and, if any amendment to the 
constitution is submitted to the members of the bureau for a written vote with- 
out holding a meeting, the text of the amendment shall be furnished to each 
member. 

3. Amendments may be proposed by the executive committee or by any five 
or more members of the bureau by filing the proposed amendments with the 
secretary, who shall thereupon submit such proposal amendments to the 
members for a vote, as directed by the executive committee, either at a meeting 
of the bureau or by a written vote, except that such amendment shall be 
presented to a meeting of the bureau, called as provided in paragraph 2 of 
article VIII, for action thereon by the members, if any five or more members 
object to a written vote on such amendment and request the executive committee 
to call a meeting of the bureau to consider it, as provided in paragraph 5 of 
article VIII. For the purpose of proposing any such amendment, an affiliated 
group of members shall be considered a single member. 


ARTICLE XII. CONSTRUCTION 


This constitution shall be considered and taken as a contract made in the 
State of Illinois, and the laws of that State shall govern its construction and 
enforcement. 

ARTICLE XIII. COMPLIANCE WITH LAW 


It is intended that nothing contained in this constitution shall be contrary to 
the laws or decisions of the various States in which the bureau operates, nor 
contrary to Federal laws or decisions, and any provisions hereof which in any 
way conflict with such laws or decisions shall not be binding upon the bureau 
or the members thereof in any of the territory of operations of the bureau where 
such conflict arises. 


List OF MEMBER COMPANIES, WESTERN ACTUARIAL BUREAU 


Aetna Insurance Co. 

Aetna Life Affiliated Companies: 

Aetna Casualty & Surety Co. 
Standard Fire Insurance Co. 

Agricultural Insurance Co. 

America Fore-Loyalty Group: 
Commercial Insurance Co. of Newark. 
Continental Insurance Co. 

Fidelity & Casualty Co. 

Firemen’s Insurance Co. of Newark. 
Metropolitan Casualty Co. of New York. 
Milwaukee Insurance Co. 

National Ben Franklin Insurance Co. 
Niagara Fire Insurance Co. 
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American Insurance Group: 
American Automobile Insurance Co. 
American Insurance Co. 
American Surety Co. 
Atlas Assurance Group: 
Albany Insurance Co. 
Atlas Assurance Co., Ltd. 
Quaker City Fire & Marine Insurance Co. 
Birmingham Fire & Casualty Co. 
Boston Insurance Group: 
Boston Insurance Co. 
Old Colony Insurance Co. 
Camden Fire Insurance Association. 
Central Surety & Insurance Corp. 
Century Group: 
Century Insurance Co., Ltd. 
Pacific Coast Fire Insurance Co. 
Cherokee Insurance Co. 
Commercial Union Group: 
American Central Insurance Co. 
British General Insurance Co., Ltd. 
California Insurance Co. 
Commercial Union Assurance Co., Ltd. 
Commercial Union Fire Insurance Co. of New York. 
Palatine Insurance Co., Ltd. 
Union Assurance Society, Ltd. 
Continental-National Group: 
National Fire Insurance Co. of Hartford. 
Transcontinental Insurance Co. 
Corroon & Reynolds Group: 
American Equitable Assurance Co. of New York. 
Globe & Republic Insurance Co. of America. 
Merchant & Manufacturers Insurance Co. of New York. 
New York Fire Insurance Co. 
Preferred Fire Insurance Co. 
Crum & Forster Group: 
British America Assurance Co. 
North River Insurance Co. 
United States Fire Insurance Co. 
Westchester Fire Insurance Co. 
Western Assurance Co. 
Dubuque Fire & Marine Insurance Co. 
Employers’ Group: 
American Employers’ Insurance Co. 
Employers’ Fire Insurance Co. 
Employers’ Liability Assurance Corp., Ltd 
Excelsior Insurance Co. 
Farmers Fire Insurance Co. 
Fund Insurance Companies: 
Fireman’s Fund Insurance Co. 
Home Fire & Marine Insurance Co. 
National Surety Corp. 
Glens Falls Insurance Co. 
Great American Group: 
American National Fire Insurance Co. 
Great American Insurance Co. 
Hanover Group: 
Fulton Insurance Co. 
Hanover Insurance Co. 
Hartford Fire Insurance Co. Group: 
Citizens Insurance Co. of New Jersey. 
Hartford Accident & Indemnity Co. 
Hartford Fire Insurance Co. 
New York Underwriters Insurance Co. 
Twin City Fire Insurance Co. 
Home Insurance Co. 
Kansas City Fire & Marine Insurance Co. 
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London Assurance Group: 

London Assurance. 

Manhattan Fire & Marine Insurance Co. 
London & Lancashire Group: 

London & Lancashire Insurance Co., Ltd. 

Safeguard Insurance Co. 

Standard Marine Insurance Co., Ltd. 
Maryland Casualty Co. 

Millers National Group: 

Illinois Fire Insurance Co. 

Millers National Insurance Co 
National Union Group: 

Birmingham Fire Insurance Co. of Pennsylvania 

National Union Fire Insurance Co. 

New Hampshire Fire Insurance Group: 

Granite State Fire Insurance Co. 

New Hampshire Fire Insurance Co. 

New Zealand Fire Insurance Co. 
North British Group: 

Commonwealth Insurance Co. of New York. 

Mercantile Insurance Co. of America. 

North British & Mercantile Insurance Co. 

Pennsylvania Fire Insurance Co. 
Northern Assurance Group (London) : 

American Marine & General Insurance Co. 

Northern Assurance Co., Ltd. 

Northern Insurance Group (New York) : 

Assurance Co. of America. 

Northern Insurance Co. of New York. 
Northwestern National Insurance Co. 
Norwich Union Group: 

Norwich Union Fire Insurance Society, Ltd. 

Eagle Fire Co. of New York. 

Ohio Farmers Companies. 
Ohio Insurance Co. 
Pearl Monarch Group: 

Pearl Assurance Co., Ltd. 

Monarch Insurance Co. of Ohio. 
Peerless Insurance Group: 

Netherlands Insurance Co. 

Peerless Insurance Co. 

United Life & Accident Insurance Co. 
Phoenix of Hartford Insurance Companies: 

Connecticut Fire Insurance Co. 

Equitable Fire & Marine Insurance Co. 

Minneapolis Fire & Marine Insurance Co. 

Phoenix Insurance Co. 


Phoenix of London Group : Phoenix Assurance Co. of New York. 


Providence Washington Insurance Co. 
Reliance Insurance Co. 
Royal Exchange Group: 
Provident Insurance Co. of New York. 
Royal Exchange Assurance. 
Royal-Globe Insurance Group: 
American & Foreign Insurance Co. 
British & Foreign Marine Insurance Co. 
Globe Indemnity Co. 
Liverpool & London & Globe Insurance Co. 
Newark Insurance Co. 
Queen Insurance Co. of America. 
Royal Indemnity Co. 
Royal Insurance Co. 
Thames & Mersey Marine Insurance Co. 
St. Paul-Western Insurance Companies: 
St. Paul Fire & Marine Insurance Co. 
St. Paul Mercury Insurance Co 
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Scottish American Group: 

American Union Insurance Co. 

Scottish Union & National Insurance Co. 
Security-Connecticut Insurance Companies: 

Security Insurance Co. of New Haven. 

Connecticut Indemnity Co. 

Fire & Casualty Insurance Co. of Connecticut. 
Springfield-Monarch Insurance Companies : 

New England Insurance Co. 

Springfield Fire & Marine Insurance Co. 
Standard of Detroit : Standard Accident Insurance Co. 
Sun Insurance Group: 

Sun Insurance Co. of New York. 

Sun Insurance Office, Ltd. 

Travelers Group: 

Charter Oak Fire Insurance Co. 

Travelers Indemnity Co. 

Union Insurance Society of Canton. 

United States Fidelity & Guaranty Group: 
Fidelity & Guaranty Insurance Underwriters, Inc. 
United States Fidelity & Guaranty Co. 

Yorkshire Insurance Group: 

Seaboard Fire & Marine Insurance Co. 

Yorkshire Insurance Co. 


TRUSTEES ANALYTIC SYSTEM 


P. D. McGregor BE. W. Law 

J. W. G. Cofran E. A. Henne 

J. H. Lenehan S. M. Buck 

G. H. Lermit C. H. Smith 
Charles H. Barry Chas. W. Ohlsen 
John Marshall, Jr. P. 8. Beebe 

J. H. Carr Rush W. Carter 

J. M. Thomas Herman P. Winter 


MEMORANDUM OF MEETING OF SUBSCRIBERS ACTUARIAL COMMITTEE HELD TUESDAY, 
JANUARY 11, 1949, UN1on LEAGUE CLUB, CHICAGO, ILL. 


Present: Messrs. Henne, Harding, Ohlsen, Buck, Conick, Escott, Clark, Smith, 
Hobbs, Parker, and Snediker. 


1. MISSOURI 


The chairman reported the talk he had with Mr. Homer Berger in Kansas City 
the latter part of December with reference to the application of Judge Goodrich 
as custodian asking the court to make an order requiring the plaintiff’s com- 
panies to provide additional funds for the purpose of defraying expenses and 
making further distribution. There is also before the court an application of 
W. T. Kemper, Jr., former custodian for additional compensation. Information 
has also been received that the attorney general is going to file a motion that 
the unreturned funds be turned over to the escheat fund of the State. 

Mr. Berger also intimated that there was still some money on hand covering 
interest and accruals to the unrefunded amount which should be available for 
expenses and that he was going to claim that inasmuch as the companies reim- 
bursed the State for their expenses in connection with this litigation it would 
appear only fair and reasonable that any further expenses should come out 
of the fund itself. Mr. Berger indicated that he planned to write the chairman 
in detail regarding this situation though we have been advised that he has been 
prevented from doing so on account of illness. 


2. AUTOMATIC SPRINKLER CLAUSES 


The secretary reported that a request has been received that the committee 
reconsider its action taken at the last meeting of the committee on November 11, 
1948, with reference to the request that the automatic sprinkler clauses be revised 
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in line with the clauses in use in New York and Pennsylvania so as to provide 
that notice of impairment may be made to the rating organization havin 
jurisdiction instead of to the carrying company. The chairman outlined the 
situation in detail, pointing out that the practices in New York and Pennsylvania 
were apparently quite satisfactory to all concerned and expressed the opinion 
that there was no reason why similar practices could not be put into effect jn 
this middle western territory. 

Following a general discussion it was moved, seconded, and carried, that the 
recommendation be made to all middle western bureaus that their two sprinkler 
clauses be revised in line with the practices in New York and Pennsylvania. 


3. BRAND AND LABEL CLAUSE 


The secretary reported that this subject has come up for consideration periodi- 
cally for the past several years and that in October 1945 definite recommenda. 
tions were received from the Insurance Executives Association, which were 
adopted and put into effect in some parts of the country, but action in the Middle 
West was deferred because there did not appear to be any pressing need for 
action at that time. 

The question has again been brought up for consideration at the request of 
some of the companies because of pressure from the larger brokerage offices who 
feel that some action is necessary in order to legalize the clauses which have 
been in use on a few lines. 

Following a general discussion it was moved, seconded, and carried that the 
“astern rule and clause be recommended to the various bureaus in the Middle 
West for adoption and filing. 

4. SUBROGATION 


‘The secretary read the letter addressed to Chairman Henne, under date of 
December 22, by W. H. Seely, assistant manager, Crum & Forster, western 
department, Freeport, Ill., on the subject of subrogation waiver clause. The 
enclosures were not read, although the secretary and the chairman referred to 
them in discussing the problems which are apparently giving companies more 
and more concern. The secretary stated that the present rules and filings of the 
bureaus are more or less uniform throughout the country and expressed the 
opinion that this was in reality a national problem and not a local or regional 
problem, and that any action to be taken should be on a countrywide basis and 
that this question was necessarily closely allied with the problems of legal 
liability insurance. 

It was the consensus that the committee was not prepared to act on this prob- 
lem at this time but that the subject should be kept on the agenda for considera- 
tion at some future date. 


5. STATUS OF NATIONAL RATING SCHEDULE 


Mr. Kent H. Parker reviewed briefly the work with which he had been associ- 
ated during the past 18 months and the progress made in the development of a 
national rating schedule for fire business which has been in proof form for the 
past 5 or 6 months and is now before the Insurance Executives Association for 
further consideration. The report was made purely as a matter of information 
apd requiring no action by the committee. 


6. UNEARNED PREMIUM INSURANCE 


Tnere was considerable discussion with reference to unearned premium insur- 
ance and the suggestion which had been received from the Kansas agents, it 
being the feeling of some members of the committee that if at all practicable we 
should withdraw the filing on this subject entirely; others recommended an 
increase in the automatic reinstatement on dwellings, with some minimum 
premium on other classes. It, however, was the consensus that this was a 
problem of the industry as a whole and not one confined to this middle western 
territory, and that the subject should be discussed with other jurisdictions at 
the first favorable opportunity. 

There being no further business to come before the committee, the chairman 
declared the meeting adjourned. 

R. D. Hosss, Secretary. 
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MeMORANDUM OF MEETING OF SUBSCRIBERS ACTUARIAL COMMITTEE HELD Monpay, 
SEPTEMBER 12, 1949, THE GREENBRIER, WHITE SULPHUR SprRINGs, W. VA. 


Present: Messrs. Henne, Clark, Smith, Escott, Conick, Ohlsen, Forkel, Hobbs, 


and Parker. 
1. ILLINOIS TAX 


The secretary reported on the recent developments of the Illinois tax problem 
jin connection with the negotiations between counsel and the State’s attorney's 
office and the favorable outlook that a satisfactory compromise will be reached 
which will enable the suit to be dismissed. 

The secretary reported that after consultation with the chairman, he had 
requested Hayes McKinney to submit a statement of out-of-pocket expenses and 
for fees in connection with the Illinois tax problems in Cook County. Under 
date of May 20, Mr. McKinney submitted a statement totaling $1,380.86 covering 
out-of-pocket expenses from June 4, 1947, to May 18, 1949. The bill for legal 
services covered the period April 24, 1947, to and including December 31, 1948, 
in the amount of $50,000. The bill containing six pages outlining in detail the 
services rendered. The situation was discussed in detail, following which it 
was moved, seconded, and carried that the payment of the bills be approved. 
The secretary stated that upon inquiry of Mr. Reske it developed that the Cook 
County Inspection Bureau had ample funds to enable the committee to take care 
of these two items at this time. 

The Secretary outlined the proposals of the State’s attorney’s office for the 
settlement of the 1946-47 and 1948 tax on net receipts which provided in addition 
to the payment on the full 100 percent basis additional payment for 1946 of 
$26,769.29 ; 1947, $7,296.62; 1948, $23,045.90; amounting to $57,111.71, so that 
the total payments for the 3 years would amount to $1,992,162.81. The State’s 
attorney’s office is asking for $7,837.19 additional to bring the total payment up 
to $2 million plus penalties in connection with the 1948 taxes due to the fact 
that only 4 percent has been paid. these penalties amounting to approximately 
$18,000. The secretary reported that there was also some discrepancy between 
the figures of the State’s attorney and the figures of Attorney McKinney, which 
needed to be reconciled. 

It was moved, seconded, and carried that the provisions of the settlement agree- 
ment be approved and that the chairman, vice chairman, and secretary be author- 
ized to work out with counsel any of the minor details in connection with the 
proposed settlement which are still in controversy. 


2. MULTIPLE LOCATION REPORTING FORMS 


The secretary stated that as of July 12, he received from the Multiple Location 
Service Office a letter entitled “Recommendation No. 7” enclosing proposed 
amendment marked “Exhibit F” to the previously recommended rules and forms 
for multiple location reporting floater and automatic pickup coverage under 
forms No. 1, No. 5, and class floater for the purpose of inclusion of a schedule 
of credits and surcharges in rating this business together with a completely re- 
vised edition of recommended rules and forms. In support and explanation of 
this recommendation there was also attached exhibits A, B, C, D, E, and F. This 
letter also indicated that there was some 11 companies in whose behalf these 
filings should not be made, it being recommended that this information be for- 
warded to the respective bureaus for filing. 

The secretary stated that he had not been able to call a meeting of the com- 
mittee to consider this recommendation because it was received during the vaca- 
tion season and the necessary quorum could not be obtained and furthermore, the 
importance of the question suggested that action should be postponed until a 
meeting of the full committee. This is the principal reason for holding a meeting 
at this time. 

The secretary pointed out that it should not be necessary to read these various 
documents as the members of the committee were undoubtedly familiar with all 
of the details of the problem. The chairman asked for comments from the mem- 
bers respecting the situation. 

Chairman Escott stated that he had requested Manager Rice of the New York 
Fire Insurance Rating Organization to send the secretary a copy of the letter 
sent out by his organization on July 21 asking for a vote on this question, to- 
gether with a tabulation of the vote which indicated that 132 members and 
subscribers out of 245. or 54 percent, voted in favor: 54, or 22 percent were 
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opposed ; and 59, or 24 percent, did not vote. Of the 182 members, 109, or 60 per- 
cent, voted in favor; 50, or 27% percent, voted “No” ; and 23, or 12% percent, dig 
not vote. Mr. Escott seemed to feel that this poll indicated very clearly tha 
the majority of the companies were in favor of the proposed rating plan. fp 
indicated that it was his opinion that no plan could ever be worked out whig, 
would meet with the approval of all companies or all States. However, it wag 
his opinion that some plan must be proposed and he feels that this plan is the 
most desirable and practical at this time. 

Mr. Conick pointed out that there were serious objections on the part of ma 
companies and he read the following statement outlining nine objections to the 
Escott plan for handling multiple location business : 

1. The plan is unsound in principle since it contemplates the application of 
individual risk rating methods to various classes of fire-insurance business, using 
individual risk experience alone as a basis for rate modification. 

2. The plan is unfairly discriminatory as between risks falling within the 
various affected classes of insurance insofar as it would permit preferential rate 
treatment to be given to some but not all members of each class. 

3. The plan establishes an undesirable precedent in the development of fire 
insurance ratemaking techniques insofar as it, in all probability, will invite the 
application of similar rating methods to other types of large risks. 

4. The plan is optional and not mandatory, which suggests that a risk hay- 
ing an adverse loss experience might avoid a debit rate by resorting to a form 
A or specific cover, thus again making the plan discriminatory as against risks 
forced to take a debit rate under similar circumstances. 

5. The graduations in the plan for number of locations are too sharply divided. 

6. The loss experience figures developed under the plan will be distorted since 
they will bear no proper relation to tariff rates applicable to other reported 
business in the same general classes. 

7. The plan is unfairly discriminatory, insofar as it makes the number of loca- 
tions the sole detreminant of eligibility for preferential rate treatment, thus 
disregarding size of premium and other factors of equal or greater importance, 

8. Even for competitive purposes the plan will prove ineffectual, since it per. 
mits no discount for individual risk experience where the number of locations is 
less than 50 and since it disregards factors other than individual risk experience 
which have heretofore been used under the I.U.B. practice to produce rate 
discounts. 

9. It is almost certain that the supervisory authorities in many States will 
withhold approval of the plan, thus making it ineffectual insofar as its nation. 
wide application is concerned: This is particularly significant since the plan 
is intended to use nationwide individual risk experience as a basis for rate modi- 
fication. 

Mr. Conick also pointed out that this proposed plan introduces the principle 
of loss modifiers which is a very questionable procedure in the fire insurance 
business. An application has been filed with the State of New York by the 
objecting companies that they may have an opportunity to present their objec- 
tions. This hearing is set for September 20. It was indicated that if the 
superintendent of insurance overruled the objections their only recourse would 
be to the courts. Mr. Conick indicated that under the New York law it would 
be necessary for objecting companies to withdraw from the New York Fire In- 
surance Rating Organization if they did not accept the filings of the bureau; 
therefore, such companies can hardly do otherwise than go along with whatever 
is the final conclusion. Mr. Conick furthermore pointed out that there were 
essential differences between the casualty and the fire business and that while 
he was not opposed to expense modifiers as such Superintendent Dineen would 
not agree to such a procedure. 

Mr. Escott then outlined the basis for the original plan which contemplated 
that the Multiple Location Service office would operate as a service office but 
that presented serious difficulties because the statutes in New Jersey had no 
provision for advisory organizations; then New York State and Pennsylvania 
objected to several of the provisions which prevented acceptance of the original 
plan which contemplated loss modifiers. Mr. Escott pointed out that the pres- 
ently proposed plan is merely a simplification of the plan originally proposed 
and rejected at the Philadelphia meeting of the insurance commissioners. 

Mr. Escott also pointed out that some of the finest accounts are now going to 
Lloyds of London because of the inability of the industry to furnish the type 
of contract they demand. He indicated that his company was quite willing to 
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take the business risk and face the Federal issue as it comes. Individual com- 
py filings, such as the proposed plan of the Aetna, presents a very complicated 
situation in taking care of the larger accounts. 

Mr. Conick pointed out again that the plan was not mandatory ; therefore, an 
assured with a bad record would carry specific insurance at tariff. He feels 
that we would be well advised to await the result of the New York decision and 
yotil the courts have decided if the insurance department has the power to pro- 
tect the companies in following such a plan. Several members of the com- 
mittee expressed the opinion that pending a clarification of the issues it would 
be a mistake for the bureaus in this Middle Western territory to make additional 
filings on this subject, and suggested that it would be wise to wait until there 
can be proper judgment to guide the action of the bureaus. 

Mr. Escott referred to the Fire Insurance Commissioners Committee on Inter- 
state Rating and the report of that committee which was accepted in 1948 hold- 
ing that this business was entitled to a special rate classification and treatment. 

Mr. Conick pointed out that in the opinion of the objecting companies there was 
a fundamental issue of discrimination and that these fundamental questions 
should be resolved before this committee would be in a position to make any 
recommendations. 

Following a very general discussion on the part of the committee, it was 
moved, seconded, and carried by a 6-to-1 vote, the chairman not voting, that 
action be deferred pending a clarification of the issues. The vote being solely 
on the question as to whether action should be taken at this time and did not 
in any way cover the merits of the question itself 

There being no further business to come before the meeting, the chairman de- 
cared the meeting adjourned. 

R. D. Hosss, Secretary. 


MEMORANDUM OF MEETING OF SUBSCRIBERS ACTUARIAL COMMITTEE HELD WEDNES- 
DAY, NOVEMBER 16, 1949, UNIon LEAGUE CLUB, CHICAGO, ILL. 


Present: Messrs. Henne, Clark, Smith, Escott, Harding, Conick, Ohlsen, Forkel, 
Hobbs, Parker, and Snediker. 


1. BUREAU SALARY SCALES AND RECENT CHANGES 


The secretary reported the studies made by the chairman, vice chairman, and 
secretary following the discussions on the subject of salary scales for the key 
employees of the bureaus and outlined the general conclusions reached. It was 
the consensus that the scales recommended should be helpful to the bureau 
managers in adjusting their practices to conform to the general practices in the 
business and the present-day conditions. 


2. DEVIATION FILINGS 


The Secretary read a letter received from E. W. Hotchkin, assistant U.S. 
manager, Royal-Liverpool group, raising the question as to whether the bureaus 
were in a position to furnish companies with a list of the deviations filed and 
approved in various States in the Middle West. There was some feeling that 
information of this character would be helpful to companies in understanding 
the situation in each State and it was also pointed out that action similar to 
this had been taken in certain other parts of the country. 

The Secretary pointed out in discussion that the compilation of this type of 
information in States where rate regulation had been in effect for many years 
and where there were a very large number of deviating subscribing companies 
presented a tremendous task not only in its initial compilation, but also in 
maintaining the information. In some cases, bureaus are not always advised 
by either the company or insurance department, and in many instances deviations 
have been in effect for so long that even insurance departmets are not certain 
as to all the deviations that have been approved. The secretary felt that on the 
basis of past experience it would be questionable if the suggestion were prac- 
ticable or if it would be of any particular accuracy or value after a short period. 

After further discussion, it was suggested that the secretary’s office be asked 
to obtain from each bureau and to keep reasonably up to date, a list of the 
deviations filed by and approved for member and subscribing stock companies and 
that such information be available to any member or subscribing company but 
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that for the present individual bureaus should not be requested to bulletin such 
data. Mr. Conick withdrew the request of his company for this information, 


38. MULTIPLE LOCATION REPORTING FORMS 


The secretary referred to the discussion which had taken place at the meeting 
last Septemer at White Sulphur Springs and the conclusion reached at that time 
because of divergent views concerning the recommendation of the Multiple 
Location Service office with regard to filing of the debit and credit rating plan 
(the so-called Escott plan), a statement of the entire subject be prepared by 
Messrs. Conick and Escott for consideration at the next meeting of the cop. 
mittee with the end in mind that such statement would be sent out by each of 
the bureaus for an expression of opinion of their member companies. 

The secretary further advised that the text of this suggested statement 
together with a covering letter and summaries of the opposing viewpoints, had 
been submitted to the secretary’s office by Mr. Escott with the concurrence of 
Mr. Conick and that a copy of the complete statement had been sent to each 
member of the committee in advance of this meeting for their information anq 
review. The secretary also pointed out that he had included with this materi) 
a copy of the actual debit and credit plan as recommended by the Multiple 
Location Service office inasmuch as it was felt that member companies might not 
have a copy of this before them and it seemed that the rating plan itself should 
be included so that full information would be available on which to base their 
action. There was general agreement on the part of the members of the com- 
mittee that the statement to be sent out by each bureau should include a copy 
of the actual rating plan itself. 7 

Chairman Henne stated that the action of the secretary seemed in keeping 
with the conclusions reached at the last meeting and asked if there were cop- 
ments or suggestions from any of the members as to the text of the statement 
as Submitted. 

With Mr. Smith’s approval, the secretary read a letter in which Mr. Smith had 
offered some suggestions and criticisms, following which there was considerable 
discussion of the particular points touched upon in this letter. 

One of Mr. Smith’s points was that he did not think that most of the com- 
panies to which the statement would be addressed are fully familiar with all 
of the ramifications and problems involved in the debit and credit rating plan 
and that without some actual summary of the salient features and proper cross- 
reference with the various material to be included in the data going to the 
companies, it would be doubtful that companies would be in a position to arrive 
at a conclusion based on all the facts. Mr. Smith further pointed out that he 
questioned that some companies fully understand that even though they may 
not be interested directly in the interstate multiple location rating problem, 
action that might be taken could effect their interest through its impact on intra- 
state coverage or rating methods. He indicated that in at least a few States, 
the insurance departments had already expressed interest in having such a 
debit and credit plan apply to single State reporting form business. 

The chairman stated that it was definitely intended that whatever state- 
ment was sent out to member companies should include all pertinent informa- 
tion on which to base their conclusions and that the only question seemed 
to be the form in which such information should be circulated. Mr. Clark also 
stated that there was much merit to Mr. Smith’s position on the various points 
he had raised but that it would be exceedingly difficult to attempt to summarize 
the various points pro and con in an impartial manner and that in the interest 
of presenting an impartial statement it seemed that the only approach was to 
send out the two opposing viewpoints so that companies would have complete 
information. 

Messrs. Escott and Conick stated that they had attempted to prepare a state 
ment summarizing some of the points referred to by Mr. Smith as well as to 
fairly present the entire subject but that it had finally been their decision that 
such a summary could not be prepared impartially and that the best that could 
be done would be to send out the arguments for and against adoption of the 
rating plan with a short letter of transmittal. This type of letter and enclosures 
is similar to what is being sent out to member companies of the Middle Depart- 
ment Rating Association and seemed to be the best approach. 

After considerable discussion, the committee considered the suggested letter 
of transmittal and agreed that certain changes should be made in the draft as 
prepared, to indicate clearly that the statements attached were those as sub- 
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mitted by proponents and opponents of the plan rather than a summary express- 
ing the views of the committee and also that the statements are being sub- 
mitted to the companies without carrying with it any recommendation. : 

A motion was made and seconded that the statements and other information 
together with the revised letter of enclosure be recommended to the bureaus 
for transmission to each member. Motion carried. 


4. AGREED-AMOUNT CLAUSE—USE AND OCCUPANCY—SUPERIOR RISKS 


The secretary stated that the present filings on risks eligible to superior classi- 
fication provided for an agreed amount clause for property damage insurance. 
Furthermore, the filings provide for use of an agreed-amount clause for both 
superior and nonsuperior form business of a mercantile nature but that filings 
have never been made covering the use of an agreed-amount clause for use and 
occupancy insurance on sperior risks of the manufacturing class. ; 

In the absence of such an agreed-amount clause, the filings on superior risks 
pave provided for an interim endorsement which provides automatic coverage 
up to 25 percent of the amount of the insurance with a limit of $1 million which 
has served to take care of the problems involved due to fluctuations in earnings 
where an increase in the use and occupancy values might otherwise have created 
a deficiency in the amount of insurance applicable. 

At one or two meetings in the past, the committee has considered the ad- 
yisability of recommending for adoption an agreed amount clause for use and 
occupancy insurance covering superior risks inasmuch as such a form of cover- 
age has been available under the superior plan as filed in the East and South. 
At such previous times when the subject has been considered, it was felt that 
the interim endorsement provided satisfactory means of coverage of these risks 
with fluctuating earnings and the committee did not recommend extension of 
the agreed amount clause to the manufacturing class. 

Recently the secretary’s office has been approached by the Factory Insurance 
Association who feel that conditions have changed since the subject was last 
considered and who feel that these present conditions now warrant reconsidera- 
tion of the entire question. 

The association has stressed the fact that in the case of interdependent plants 
with locations in both the Middle West and other sections of the country, they 
are faced with the same demand for blanket coverage as exists with respect to 
risks not eligible to superior classification. With the disparity in the two types 
of coverage now available between the East and the Middle West, it is impos- 
sible for them to provide blanket coverage under the forms and clauses avail- 
able to the insured in the case of an eastern location and this has created 
several serious underwriting problems. Furthermore, inasmuch as the as- 
sociated factory mutuals who specialize in writing the same class of risk have 
provided a reporting clause for use and occupancy insurance which has the 
effect of acting as an agreed amount clause, the association is at a serious 
competitive disadvantage and a number of their lines have been in jeopardy as 
a result. 

The secretary advised that his office had been asked to consider the use of the 
agreed amount clause as now adopted in other parts of the country, this clause in 
effect providing for an amount of insurance based on the actual use and oc- 
cupancy values a report of which is obtained on a semiannual basis. By re- 
porting such use and occupancy values semiannually and adjusting the amount 
of insurance to such values, the contribution clause is made inoperative. How- 
ever, if reports of values are not received the contribution clause would be 
effective. It is proposed that this agreed amount clause be filed as part of the 
superior classification plan and that a charge of 2 percent be made for its use 
similar to the charge applied in connection with the agreed amount clause 
available to other superior risk coverage. 

After some discussion, it was brought out that the interim endorsement has 
not acted as an effective medium for the larger risks inasmuch as the $1 million 
limit will not provide adequate protection for the insured with very large use 
and occupancy values and where fluctuations may greatly exceed this limit. 
Furthermore, companies have been opposed to an increase in this limit inasmuch 
as it provides an open item against which they cannot properly determine their 
liability. 

The viewpoint of the committee was that conditions appeared to differ from 
those which obtained at the time this subject was last considered and that 
particularly keeping in mind the necessity of providing a uniform method of 
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coverage for plants located in various parts of the country and where inter- 
dependency may exist, it seemed advisable that the same form of coverage be 
available in this field as elsewhere. 

It was the consensus and recommendation of the committee that the secre. 
tary’s office proceed to work out details of filing with the bureaus in those States 
where the problem is most important at this time with the thought that the 
clause and necessary rules for its application, be introduced eventually in all 
States if the procedure works out satisfactorily. 


5. BUREAU ASSESSMENT—ALLIED LINES 


The secretary referred to discussion at a previous meeting as to the rate of 
assessment charged by the bureaus in the Middle West for water damage ang 
sprinkler leakage insurance. The secretary advised that the subject had now 
been raised with reference to the assessment rate on other allied lines includj 
water damage, rain, earthquake, aircraft, explosion, and riot and read a letter 
received from President Peterson of the Allied Lines Association asking that 
consideration be given to the adoption of different rates of assessment for these 
various allied line coverages when written under the specified peril form of 
policy. 

The secretary pointed out that the practice of the bureaus is to charge one 
rate of assessment for fire, extended coverage, windstorm, and sprinkler leak. 
age insurance and that this practice was felt to be equitable. While bureaus 
might not have been called upon to give a great deal of service in connection 
with these specified peril rates, it was to be expected that situations would 
arise where the bureaus might have to devote considerable time and expendi- 
ture to problems associated with these particular allied coverages. Furthermore, 
it was felt that the bureaus would be in an untenable position if a different rate 
of assessment was applied to these allied coverages written separately than 
the rate of assessment applied where the same perils were included with the 
extended coverage endorsement. Inasmuch as the whole trend is toward writing 
such perils in connection with the extended coverage endorsement rather than 
under separate policies, it was felt that the overall interest of bureau members 
and subscribers would be best served by continuation of the same rate of assegs- 
ment for these particular allied coverages as for fire and extended coverage. 

It was moved by Mr. Conick and seconded by Mr. Forkel that it be recom- 
mended that the bureaus maintain the same rate of assessment for these classes 
as for fire, extended coverage, windstorm, and sprinkler leakage insurance. 

Motion carried. 


6. NEW PREMIUM ADJUSTMENT PLAN FOR TERMINAL ELEVATORS 


The secretary advised that for sometime the Underwriters Grain Association 
which specializes in the problems of the terminal elevator class has felt that the 
premium adjustment form filed and in use for writing grain reporting coverage 
required modernization to adapt it to the needs of the terminal elevator busi- 
ness. Major changes or improvements needed have involved a rather complete 
revision of the form and rules so as to provide both a monthly and annual ad- 
justment form and also to provide a minimum premium of $100, the present form 
and rules making no provision for a minimum premium. 

These various proposals would necessitate the preparation and filing of sepa- 
rate rules for the terminal elevator class including provision for a deposit 
premium, 

The question was raised whether the changes in form and rules as proposed 
would have any adverse effect upon the line grain premium adjustment ferms 
or rules that apply to other classes of grain business and Mr. Ohlsen pointed 
out that this had received careful study and thajt it was felt the changes as 
proposed for the terminal class would not involve the line grain business except 
that it might eventually point the way toward some needed changes in the 
latter. 

There was a general expression that the very detailed study given this whole 
subject by those working on the problem had resulted in some very constructive 
recommendations and proposals. 
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It was moved, seconded, and carried that the committee express itself as 
favoring the recommendation of the secretary for the adoption of the forms and 
rules as proposed for the premium adjustment grain coverage for terminal 
elevators. 


7. DEBRIS REMOVAL INSURANCE 


The secretary stated that there were no rules or rates for the writing of 
debris removal insurance in the various Middle Western States and that the 
absence of some definite rules for handling this type of coverage often made 
for an unsatisfactory situation where certain of the larger plants desired this 

of insurance. The number of such inquiries coming to bureaus is not large 
put. without rules or filings on this subject, the bureaus have not been in a posi- 
tion to properly take care of the inquiries that are received. 

The secretary referred to the study his office had been giving to the sub- 

and also outlined the eastern practice which is to include the coverage with- 
out charge by exempting the claim for debris removal from application of the 
eoinsurance clause thereby making the company subject to any claim under 
such coverage up to the full amount of the policy. It was pointed out that the 
going practice in the Middle West of requiring a separate amount of insurance 
for such coverage seemed to have considerable merit and while it did not neces- 
sarily solve all questions inasmuch as there was no way for the coinsurance or 
pro rata clause to attach to such item, such separate amount still limited the 
companies’ liability and provided a definite premium for the coverage. 

The secretary outlined suggested rules and rates which his office had de- 
yeloped and which it is believed if available through definite filings would 
meet most situations which have arisen. 

Mr. Smith raised the question as to whether the suggested rate formula fully 
met the distinction between specific and blanket forms, his feeling being that 
the use of the average coinsurance rate on a blanket form where the debris 
removal item might apply to any fire division did not accurately measure the 
exposure as compared to specific insurance. However, it was pointed out that as 
the coinsurance rate would only be applicable where the insured was already 
carrying insurance to 80 or 90 percent of the property damage values and that 
in the case of all partial losses the debris removal expense is part of the 
normal property damage adjustment, the use of the coinsurance rate under a 
blanket form seemed to be an equitable and satisfactory measure of the exposure. 
At least no better method appeared to be available. 

It was also pointed out by other members of the committee that should the 
proposed rules and rates not work out in actual practice it would be quite 
possible to reconsider the subject or to adopt the method employed in certain 
other sections of the country. 

It was moved, seconded, and carried that the proposed rules be approved 
and submitted for filing to the respective bureaus. 


8. BUSINESS INTERRUPTION INSURANCE 


(a) Premium adjustment plan 


The secretary referred to the rules generally in effect in the Middle Western 
States providing for the premium adjustment plan and which varied in a number 
of details from those which were adopted in Eastern States. While compara- 
tively little of this type of premium adjustment coverage has been written 
because of certain complications involved, the coverage has sold to some extent 
in the Middle West but practically none has been written in the East. Accord- 
ingly, the East has given further study to the subject and have decided to adopt 
the middle western plan with certain exceptions. 

The East has not favored the prohibition in the middle western plan against 
modifications during the term of the policy their feeling being that it is neces- 
sary to permit adjustment of the amount on any anniversary date. They also 
have not favored the middle western rule as to the $200 minimum premium 
per policy and have proposed adopting instead a minimum premium of $500 per 
account such minimum to apply regardless of term. It is felt that such minimum 
premium per account would more equitably handle risks where a number of 
policies may have to be issued. 


47932—60—pt. 6——3 
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These proposed changes in the middle western plan were considered op an 
interregional basis and the feeling on the part of all those participating in such 
discussion was that these changes had merit and might serve as a basis for 
securing substantial countrywide uniformity on the premium adjustment form for 
business interruption insurance. 

After some discussion in which it was brought out that use and occupan, 
underwriters in this field also favored these proposed changes, it was the cop. 
sensus of the committee that adoption of these proposed changed would be 
desirable and in the interest of uniformity. 

(b) Contingent business interruption insurance 

The secretary referred to the fact that for many years there has been heed 
of some method of obtaining countrywide uniformity for contingent business 
interruption insurance due to the fact that contributing or recipient plants may 
be located anywhere in the country and a uniform method is therefore highly 
desirable. However, the rating method in different parts of the country has 
been quite different and no method that has been in use has seemed to go far 
stand up under critical analysis. 

The particular objections to the flat rate method now in force in Middle Westerp 
States where more than one contributing plant is involved is that this methog 
wholly overlooks the actual exposure that may be involved where one or more 
of the important contributing plants is of high hazard. At present the maximum 
rate in effect in the Middle West is 20 cents regardless of the actual rate appli- 
cable to the contributing plants and this method has resulted in some inadequate 
rates for certain contingent lines involving highly rated locations. On the other 
hand, the method in use in the East has the objection that a numerical average 
of rates of contributing plants does not measure the potential exposure and leads 
to introduction of many locations that may have no actual effect on a contingent 
loss. On the Pacific coast, the use of the method of adding to the rate for each 
contributing plant has practically resulted in no coverage of this nature being 
purchased. 

The secretary then outlined a proposal for a rating method for contingent busi- 
ness interruption insurance that has been considered on an interregional basis 
and which after considerable study had met with approval of all those participat- 
ing in the discussions as having the most merit of any plan so far brought 
forward. It seems entirely possible that this plan may be considered favorably 
in all jurisdictions and if so, it would bring about a solution of what has ad- 
mittedly been a problem not only to the companies but also to agents and 
producers. 

In the discussica which followed, there was a question raised by Mr. Smith as 
to whether the proposed formula would result in an adequate contingent rate 
for a case such as occurred in New Mexico where each of five contributing sawmill 
locations was of equal hazard. In a loss that occurred out there on this particular 
line the destruction of one contributing sawmill produced a large contingent 
use and occupancy claim and Mr. Smith felt that under such a condition no rate 
might be adequate except the full rate of all the contributing locations. 

On the other hand, it was pointed out that by and large this type of situation 
was exceptional and that it was not possible to rate each contingent line according 
to indeterminate factors not available to the rating organization. Furthermore, 
contingent business interruption was in fact a form of consequential coverage 
under which in most instances there was only a partial likelihood of a loss of a 
contributing plant resulting in any particular business interruption claim as in 
usual instances parts or supplies could be obtained from other manufacturers. 
Therefore, in the use of the rate formula as proposed the average situation 
seemed to be fully met with some flexibility as to the importance of particular 
locations because the insured could either include them or leave them out of the 
coverage depending upon their effect on the contingent rate. 

The secretary pointed out that this plan had received careful consideration by 
the underwriters in the Middle West specializing in such problems and had been 
approved by them. 

The general conclusion of the committee was in favor of the proposal as sub- 
mitted by the secretary and it was moved, seconded, and carried that this pro- 
posed method of handling contingent business interruption insurance be approved. 

There being no further business to come before the meeting, the chairman 
declared the meeting adjourned. 


R. D. Hosss, Secretary. 
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MEMORANDUM OF MEETING OF SUBSCRIBERS ACTUARIAL COMMITTEE HELD 
WEDNESDAY, APRIL 5, 1950, Union LEAGUE CLUB, CHICAGO 


present : Messrs. Henne, Smith, Harding, Forkel, Clark, Ohlsen, Escott, Conick, 
Hobbs, Parker, and Snediker. 


1. MULTIPLE LOCATION REPORTING FORM 


(a) Filing of revised rules with “debit end credit rating plan” 


The chairman summarized the discussion of this subject at the last meeting 
and the reasons for the conclusion at that time to defer action until a meeting 
could be arranged at which all members would be present. He also pointed out 
that subsequently the committee has received a number of requests from company 
executives urging that action be taken on this proposed filing. The secretary 
indicated that under the circumstances it seemed advisable for the various 
pureaus to go ahead and file the proposed plan. Mr. Forkel moved that the 
pureaus proceed with such a filing and the motion was seconded by Mr. Harding. 

Before voting on the question various angles were rather thoroughly dis- 

The secretary advised that according to his information the plan would 
in all probability be disapproved in four or five States and that in some others 
the insurance departments may ask that the plan be held in abeyance as they 
do not want hearings pending the decision in New York State where the filing 
of this plan has been contested and the ruling of the New York Insurance 
Department is expected some time in the near future. Mr. Smith argued 
from the standpoint that we would possibly be multiplying the troubles and 
difficulties as now existing in New York State and which would not be good for 
the business as a whole and questioned whether we will actually be accomplish- 
ing anything to go ahead and attempt to file the plan in the various Middle 
Western States at this time. 

Mr. Escott pointed out that it would be impossible to come up with any plan 
that would receive universal approval as evidenced by the fact that some com- 
missioners were critical of the discontinuance of the old IUB plan and others 
were opposed to the full tariff average rate plan. He favored the position that 
at this time we should let the responsibility rest with the supervising officials 
and indicated that it is quite obvious that the New York department will bring 
in a ruling against the company making the appeal in that State which would 
undoubtedly influence the attitude of many other insurance departments although 
also mentioning the possibility that this company might upon an adverse ruling 
take the matter to court. Mr. Escott pointed out further that the New York 
department fully realized that the company contesting this filing had made a very 
strong case that the plan was discriminatory but that the department feels 
strongly that other rules and practices of business are also discriminatory and 
that if they found it necessary to disapprove this plan they would in order to 
be consistent find it necessary to disapprove other established filings such as 
those applicable to superior risks, ete. 

Mr. Conick indicated that while his company had always been opposed to the 
use of loss modifiers he sees no objection to the proposed filing at this time. Both 
Mr. Escott and Mr. Conick seemed to feel that the proposed debit and credit plan 
might not be the ultimate solution of this problem and may be subject to refine- 
ment or change later as a result of various cost studies now being made under 
the direction of a national board committee who have this problem under con- 
sideration in relation to installment plan, term rules, or term discounts as well 
ag multiple location reporting form business. 

The secretary pointed out that according to his information 10 States had 
officially approved the plan thus far. Mr. Escott indicated that only three 
States had disapproved the plan and of these three it was hoped that New Jersey 
might subsequently approve. In Pennsylvania the plan was filed and was 
neither approved nor disapproved by the commissioner so that it was allowed 
to become effective by inaction. 

The chairman then put the question and the motion was approved. There 
were no negative votes and it was understood that the committee would be 
recorded as voting unanimously in favor of the motion for the bureaus to go 
ahead with the filing of this plan. 

The chairman announced that his group would immediately contest these filings 


and Mr. Clark indicated that his group would undoubtedly follow the same 
procedure. 
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(b) The secretary pointed out that there were some features of the recom. 
mended pamphlet covering multiple location forms which would conflict with 
existing practices of long standing on specific and nonreporting business, He 
pointed particularly to form 5 which is a blanket nonreporting form written 
upon an average rate based upon a statement of values, with a limit of liability 
at each location, but without monthly reports and without a pro rata clause, 
The recommended rules would permit form 5 to be written subject to the 99. 
100-percent coinsurance clause and would permit the same credits ag g 
ply to specific insurance written with the 100-percent coinsurance clause in the 
determination of the basic rate. The secretary pointed out that under the 
blanket rules applying to nonreporting insurance no credit would be allowed for 
the 90-percent coinsurance and pro rata clauses and only the 80-percent credit 
would be allowed for the 100-percent coinsurance clause. The secretary recom. 
mended that the basic rating treatment for form 5 should be comparable to our 
practices under specific or nonreporting coverage. The suggestion was made 
that the bureaus could handle this as a matter of interpretation. A motion was 
made that this suggestion be followed and this motion was seconded and carried, 

The secretary then pointed out that in the proposed pamphlet consisting of 
46 pages, only 16 pages were devoted to the coverage of the rules and rating 
treatment and the remaining 30 pages constituted a reproduction of the varioys 
multiple location service office forms. The secretary pointed out that the 
pamphlet could be reproduced in its entirety in the Middle West but suggested 
the possibility of deleting the forms and referring to them by number only, thus 
permitting a great simplification in the amount of material which would be 
required for publication of the new rules. This suggestion was favored and it 
was moved that the rules be published in this manner. The motion was see. 
onded and carried. 

The secretary mentioned that we would have to eliminate rule No. 30 in the 
reproduction of the pamphlet applying to multiple location reporting form 1 
in view of the fact that this applies only to superior risk form No. 3 which is not 
used in the Middle West and it was understood that this deletion would be 
made. 

The secretary then brought up for discussion a pamphlet recommended by the 
multiple location service office containing the complete rules and forms applying 
to multiple location reporting form A and consisting of some 30 pages. He 
pointed out that it has always been our practice in the Middle West to include 
the form A rules in the body of the rule book as a part of the regular rules 
rather than as a separate pamphlet so he would favor a continuation of the 
present method of handling these form A rules and it was understood that this 
would be satisfactory. 

The secretary then referred to the $200 minimum premium rule under multi- 
ple location reporting form A which was put into effect in the Middle West about 
a year ago and the difficulties we have had in the various States as the result 
of strong opposition from agents and the public. He described the situation 
in Minnesota involving numerous meetings and discussions between the bureau 
and department, although no formal hearing was held, which finally culminated 
in an order of the department to change back to the old rule of $100 per policy. 
The secretary pointed out that the Nebraska agents were meeting the next 
day and that he was reliably informed that they were going to ask for a resolu- 
tion requesting of the insurance department a formal hearing and that the 
agents in Iowa and Kansas were about ready to take similar steps. The secre 
tary explained that in the Middle West we were following the policy of doing 
everything possible to avoid formal hearings, particularly on matters which are 
not considered of vital importance because it necessarily disturbs relations be 
tween the bureau and the department and that we strongly favor this pro 
cedure as against certain practices in the East where the bureaus apparently do 
not hesitate to request hearings and are frequently confronted with adverse 
decisions from the State authorities. The committee appeared to be in frill 
agreement with this policy and upon further discussion it was apparent that 
they favored reinstatement of the old rule formerly applying under single State 
reporting form A which was $100 per policy rather than $200 per account 
as now applying. A motion was made to reinstate the old rule at least in those 
States where in the opinion of the secretary it was necessary or expedient and 
this motion was seconded and carried. 

The secretary then discussed a provision appearing in multiple location re 
porting forms 1 and 5 entitled “Validity Clause.” He referred to a request 
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received by the Michigan Inspection Bureau to permit this clause on a specific 

licy covering building and contents. The clause has always been considered 

rticularly objectionable since it is practically a guarantee to the insured that 
the insurance will not be invalidated because of failure on the part of the 
jpsured to give proper notice where required under the policy such as increase 
of hazard, vacancy or unoccupancy, ete. The secretary explained that his office 
has consistently taken the position that this clause should be restricted to inter- 
state reporting form business where it might be necessary on large interstate 
accounts but that it should not be permissible on specific or nonreporting in- 
surance. The committee agreed with this position. 


2. EXPOSURE CLAUSE 


The secretary read the exposure clause which has been in effect in Kansas, 
Kentucky, Missouri, Nebraska, North Dakota, South Dakota, Oklahoma, Colo- 
rado, Wyoming, and New Mexico and explained that this subject was being 
prought up at this time because of a letter from the Kansas Inspection Bureau 
reporting the difficulties they were experiencing in the requirement for this 
clause due to the fact that it is frequently overlooked or deliberately ignored by 
agents, and it is the type of clause which is not looked upon favorable by the 
agents or insuring public and there is evidence that many if not most companies 
today apparently place very little underwriting value on a provision of this type 
which tends to demonstrate it is obsolete. The secretary suggested that it might 
be advisable to eliminate the requirement for this clause in all States where now 
applicable and a motion was made favoring this suggestion. The motion was 
seconded and carried. 


3. INVENTORY AND IRON SAFE CLAUSE 


The secretary referred to the Sates in which this clause is required and also 
the difference between the requirement for its use in those States. It was 
pointed out by the secretary that this clause has been eliminated in a number 
of other territories and outside of the Middle West is no longer generally used 
or required. It was stated that the clause is difficult to police and the auditing 
departments have difficulty in determining whether the clause should be re- 
quired in many instances and several of the bureaus have raised the question 
as to whether the clause is still considered of particular importance. The dis- 
cussion indicated that several members felt that the clause has some beneficial 
aspects particularly in sections of the Middle West where underwriting expe- 
rience has been extremely poor over a period of years such as southern Illinois, 
southeastern Missouri, and western Kentucky. It was also pointed out that in 
some losses it might be helpful particularly where the loss might be question- 
able for one reason or another. The desirability of having a uniform require- 
ment as between the various States where the clause is now called for was fully 
appreciated and it was, therefore, moved that in such States the clause be re- 
quired only in class 10 towns and country districts. Motion seconded and 
carried. 

4. SPRINKLERED WHISKY WAREHOUSES 


The secretary reported chiefly as a matter of information that his office had 
been visited by a representative of O’Brien Russell & Co., Boston brokers, in- 
qiring whether any rate reductions were contemplated in this territory on 
whisky in sprinklered warehouses, his inquiry being prompted by a general 
rate reduction of 20 percent recently adopted by the middle department and 
applying to all sprinklered nonmanufacturing risks including whisky ware- 
houses. The secretary observed that undoubtedly the action taken in Pennsyl- 
vania was simply the result of a general rate change applying to practically 
all classes rather than the result of separate experience on the sprinklered 
whisky warehouse class. The reduction in Pennsylvania applied to fireproof 
construction as well as brick and frame and the secretary stated that his infor- 
mation would indicate that the levels on fireproof whisky warehouses in Penn- 
sylvania were higher than those in the Middle West and even with the 20- 
percent reduction will still be above the rates in this territory but on the brick 
warehouses their rates would apparently approximate those prevailing in the 
Middle West and consequently the 20-percent reduction would make the rates 
o this class well below those in the Middle West. In Pennsylvania the rules 
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also permit an additional reduction of 5 percent for the 100-percent clause whic, 
would make any comparison between the territories still more unfavorable. 

The secretary pointed out that in the Middle West it has always been the 
practice to take up any contemplated changes on the whisky class for the 
entire territory rather than in individual States in view of the fact that it ig g 
limited class. It was also pointed out by the secretary that the brokers were 
advised that there was no disposition at this time to reduce rates on Whisky 
in the Middle West nor were there any indications that the present rates were 
too high notwithstanding the fact that there may have been no losses recently 
in sprinklered warehouses. 

There being no further business to come before the committee, on motion duly 
seconded and carried, the chairman declared the meeting adjourned. 


R. D. Hosss, Secretary, 


MEMORANDUM OF MEETING OF SUBSCRIBERS’ ACTUARIAL COMMITTEE HELD Wepngs. 
DAY, OCTOBER 11, 1950, UNION LEAGUE CLUR, CHICAGO, ILL. 


Present Messrs. Henne, Clark, Forkel, Harding, Ohlsen; Hobbs, and Snediker 


1. BUREAU PERSONNEL ENTERING MILITARY SERVICE 


The secretary outlined a recommendation recently received from the Insur- 
ance Executives Association designed to apply to companies, bureaus, and other 
organizations supported by stock fire insurance companies which in effect pro- 
vided that any employee with less than 2 years service be paid 1 month’s Salary 
and any employee with more than 2 years service be paid 2 months salary upon 
entering military service. The secretary also referred to the comments in the 
letter from the Insurance Executives Association relative to any group life 
insurance plans or similar plans which the company or organization might have 
in effect although the latter feature was not covered by a specific recommen- 
dation. 

Upon discussion it was the sense of the meeting that the recommendations 
relative to severance pay or allowance to those bureau employees who are 
entering military service be followed but no action was taken or recommended 
at this time as to group insurance plans or other plans which the bureaus 
might have in effect. 

2. INTERREGIONAL MEETING 


The secretary referred to a letter he had received from Mr. E. L. Williams, 
president of the Insurance Executives Association, calling a meeting of repre 
sentatives from the various regional organizations to be held in New York on 
November 8, 9, and 10 for the purpose of discussing primarily (1) a broader 
and more comprehensive extended coverage endorsement for dwelling risks; 
(2) any pertinent changes or revisions in the present extended coverage en- 
dorsement; and (3) discussion and exploration of a uniform rating system for 
the extended coverage endorsement. The secretary explained that the letter 
also requested that any additional items or suggestions which the various terri- 
tories might have be communicated to the association for development of a more 
comprehensive agenda for the meeting. It was explained that the secretary’s 
office had accordingly referred several items regarding the present extended 
coverage endorsement, a program for handling improvements and betterments 
and the general subject of builders’ risk insurance to the association. 

The secretary stated that company representation had been requested and 
suggested Mr. Forkel representing the committee and Mr. Beebe of the Hartford 
to accompany representatives of his office to attend this meeting and explained 
that Mr. Beebe had considerable familiarity with some of the subjects to be 
discussed in addition to which Mr. Beebe is a member of several eastern com- 
mittees. A motion was made that the suggestion of the Secretary be approved; 
the motion was seconded and carried. It was also the sense of the meeting that 
the secretary be authorized to organize a joint committee of all persons from 
the Middle West who will attend the interregional meeting which would include 
those representing the Western Underwriters Association. 


R. D. Hosrs, Secretary. 
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MEMORANDUM OF MEETING OF SUBSCRIBERS ACTUARIAL COMMITTEE HELD TUES- 
DAY, NOVEMBER 28, 1950, UNION LEAGUE CLUB, CHICAGO 


present: Messrs. Henne, Clark, Forkel, Harding, Smith, Parker, and 
Snediker. 


}, AUTOMATIC REINSTATEMENT ENDORSEMENT—5-YEAR INSTALLMENT NOTE PLAN— 
i FARM 


Mr. Snediker advised that the problem of considering the advisability of in- 
troducing an automatic reinstatement clause for farm property written under 
the installment note plan had arisen by reason of the fact that the rates for the 
farm installment note plan were being reduced in an effort to discourage further 
individual company deviations and that consequently if the rates were reduced 
accordingly but the coverage deficient in the sense that automatic reinstatement 
was not provided then the companies would not have fully met the problem. 
It was explained that the Farm Underwriters Association have recommended 
that this privilege be granted and while the sense of the meeting was favorable 
to such a change it was suggested that further consideration be given to the 
wording currently followed in the State of Louisiana for automatic reinstate- 
ment which in effect provided reinstatement progressively as the values were 
restored thus avoiding the danger of providing immediate reinstatement where 
the destroyed property had not been replaced which would be a very serious 
factor in those States having valued policy laws and probably a more serious 
problem as to farm property in the case of regular business. 

It was therefore recommended that the matter be referred back to the Farm 
Underwriters Association in an attempt to determine whether this feature could 
not be worked into the proposed new automatic reinstatement clause but it was 
understood that this should not delay the issuance of the revised installment 
plans. 

2. ERRORS AND OMISSIONS INSURANCE 


Mr. Snediker reviewed the recommendations of the Insurance Executives Asso- 
ciation with respect to this class of insurance which had been offered in an 
attempt to secure substantial uniformity throughout the country. It was pointed 
out that the recommendations embraced the Eastern Underwriers Association 
form which had been prepared after considerable study and negotiations with 
various banks and lending institutions in that territory and that it was con- 
siderably broader than the form which had been in effect for many years in 
the Middle West, some of the principal features being a 10 percent coinsurance 
clause, no exclusion of farm property, no $25,000 limit of liability and with 
permission to attach the extended coverage endorsement. 

The Insurance Executive Association had previously recommended the adop- 
tion of the eastern method for fire rates based upon a sliding scale and ranging 
from 0.05 for the first $1 million down to 0.02 for the fourth $1 million and 
0.01 for all amounts in excess thereof, but it was pointed out that just recently 
the Eastern Underwriters Association had recommended that these rates be 
reduced approximately one-half running from 0.025 for the first $1 million 
down to 0.015 for the third $1 million and 0.01 for all insurance in excess thereof 
with a corresponding charge of 20 percent of the fire rate in. each case for the 
attachment of the extended coverage indorsement. It was also explained that 
the recommendations were based upon a different conception of this coverage 
than we had previously followed in the Middle West being that it was more in 
the nature of simply insurance against the commission of an error or some over- 
sight in the customary procedure of the insured rather than being insurance 
upon a primary hazard and in any event it would certainly not be catastrophe 
insurance. It was realized that where such an error had occurred the chances 
of aclaim under this type of contract would be greater or more likely in localities 
where the particular peril was more severe. 

Mr. Snediker referred to the rate treatment which had been in effect for a 
good many years in the Middle West and where the windstorm rate was related 
to the general level of windstorm rates in the State and commented that our 
form and rate structure had been severely criticized for a number of years on 
the grounds that it had not been modernized and that the lending institutions 
were not interested in the coverage as offered, this class being written on a very 
limited scale in the Middle West. 
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The subject was rather generally discussed and in view of the recent Change 
in rates as recommended by the Eastern Underwriters Association which had 
not yet been acted upon by the Insurance Executives Association it was recom. 
mended that the subject be referred back to the secretary in order that q more 
definite suggestion for rate treatment could be presented and that it be left to 
the discretion of the chairman and vice chairman for final approval. 


3. INSTALLMENT PAYMENT AND ANNUAL RENEWAL PLAN 


Mr. Parker mentioned that this subject had been placed on the agenda at the 
request of one of the members and that apparently it warranted some genera) 
discussion at this time principally from the standpoint of whether it was the 
feeling of the committee that the bureaus should proceed to make their own 
filings. Mr. Smith stated that he is now of the opinion that the bureaus shoulg 
make a filing on this subject and feels that the 5-year annual renewal plan jg 
superior to the installment plan because of the possible adverse effects that 
the latter plan might ultimately have on a smaller company. It was brought out 
that there is no immediate necessity for this action on the part of the bureaus 
and that the secretary’s office should explore the subject in greater detail and 
bring back a suggested proposal at an early meeting. It was also brought out 
that this subject was to come before the committee on laws of the national 
board at a meeting to be held very shortly and is also currently still before the 
National Association of Insurance Commissioners who will meet in the early 
part of December. 


4. EXCLUSION ENDORSEMENT—FARM TRACTORS AND FARM IMPLEMENTS 


Mr. Parker explained, principally as a matter of information for the com- 
mittee, the problem which some of the bureaus are currently encountering in 
the case of implement risks where the fire policy covering contents is endorsed 
to exclude farm tractors and self-propelled farm implements by reason of the 
fact that the automobile manual permits writing these values under automobile 
coverage at 50 percent of the regular fire contents rate. Mr. Parker further 
explained that with these values excluded several of the bureaus have felt that 
they should then properly establish a contents rate based upon the remaining 
values which in most cases would be more in the nature of ordinary hardware 
and would call for a higher contents damageability. 

It was pointed out that this matter had been referred to Mr. Forkel in his 
eapacity as a director of the National Automobile Underwriters Association who 
indicated that he would bring it before the proper committee of the association 
at the next meeting but stated that he felt it would be very doubtful that that 
organization would favor any change since it has been found very advantageous 
in providing a means of writing this coverage in a manner similar to methods 
now followed by other companies. 

It was the sense of the committee that the secretary’s office was correct in 
their views that when these values are excluded under a fire policy the fire 
rate should be revised in contemplation of the remaining contents values which 
in many cases would mean an increase. 


MEMORANDUM OF MEETING oF SUBSCRIBERS ACTUARIAL COMMITTEE HELD Fray, 
JANUARY 12, 1951, UN1Ion LEAGUE CLUB, CHICAGO 


Present: Messrs. Henne, Clark, Forkel, Harding, Ohlsen, Smith, Hobbs, and 
Snediker. 


1. MULTIPLE LOCATION FORMS NOS. 1 AND 5, CREDIT AND SURCHARGE PLAN 
REVISION 


The secretary presented and outlined the group of amendments to the credit 
and surcharge plan which have recently been recommended to the various 
rating organizations by the multiple location service office in an effort to 
overcome certain criticisms which had previously been advanced against the 
original plan and also to accomplish certain improvements in changes as & 
result of the experience developed thus far. 
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ary requested a recommendation as to procedure in processing the 
iad of thoes “intaduhtlite in the various States since in one group of States 
where the original plan was filed no action has yet been taken by the depart- 
ents to either approve or disapprove; in another group of States hearings 
save been held but no decision has as yet been rendered; in a third group of 
States hearings have been held on the plan and the department has approved 
the filings with the approval being contested by a group of companies; in Ohio 
and Kansas the filing was disapproved; and in Illinois the department has 
approved the original plan but as yet no appeal has been taken although in- 
formation indicates that such an appeal will be filed momentarily. 

Upon discussion, it was the sense of the meeting that no purpose would be 
served in resubmitting the amendments to a vote of the entire membership as 
was done with the original plan in view of the fact that the basic principles 
are not particularly changed under the amendments but rather they constitute 
modifications or amendments. It was recommended, however, that where the 
original plan was filed the amendments should also be submitted to the bureaus 
for filing except in States where a court action is pending because of an appeal 
against the commissioner’s approval or where there is a certainty that such 
appeal will be taken in the immediate future. 


2. AUTOMATIC REINSTATEMENT 


Mr. Snediker outlined a recommendation received from the Insurance Execu- 
tives Association for general adoption of a so-called unearned premium clause 
which was designed to meet the troublesome problem of handling reinstatement 
of losses by allowing the insured recovery of his loss of unearned premium or in 
lieu thereof reinstate such loss by notice from the company within 60 ways. 

It was pointed out that this clause has recently been adopted in four or 
five States in the territory of the South-Eastern Underwriters Association 
and was felt to be an essential move in that territory by reason of the install- 
ment plan filings which include automatic reinstatement as a part of the plan. 
It was also pointed out that this proposed clause would entirely eliminste the 
need for unearned premium insurance which would be a decided advancement. 

Mr. Snediker indicated that as a result of the studies made of this proposal 
in the limited time available it was quite evident that it would not satisfactorily 
accomplish what was intended nor would it satisfy the agents in this territory 
who have long advocated complete or unlimited automatic reinstatement of all 
losses. The new clause was considered defective by reason of the fact that it 
would not reinstate losses automatically but rather required affirmative and 
specific action on the part of the company in issuing the reinstatement endorse- 
ment and as such was not particularly different from the situation existing 
today when an insured could secure reinstatement by simply requesting it. A 
proposed revision of the clause was then presented chiefly to serve as the pur- 
pose of discussing the principles involved. The proposed clause would definitely 
(1) reinstate all losses automatically except that (2) the company would 
retain the right to cancel such reinstatement in the event for one reason or 
another the company felt that such reinstatement was not warranted and (3) 
provide that the time for canceling such reinstatement would be when the 
loss payment was made on the theory that this is when the amount of the 
policy is actually reduced and is superior to the 60-day time limit in the 
unearned premium clause since in many cases the proof of loss is not received 
until later than 60 days after the date of loss; the proposed clause would fur- 
ther (4) include a definite formula for the computation of unearned premium 
recovery and (5) the recovery would be paid only from the date of the notice 
of cancellation of reinstatement rather than the date of the loss because until 
the policy has been reduced there would be no actual loss of unearned premium 
to the insured. 

It was definitely the sense of the meeting that an automatic reinstatement 
clause would be favored as against the unearned premium clause recommended 
by the Insurance Executive Association which is not in effect an automatic 
reinstatement clause but it was suggested that further study be given to the 
details of the suggested automatic reinstatement clause principally as to the 
actual date or time when the policy is reduced in paying a loss and also again 
consider whether a clause might be practical which allows reinstatement only 
progressively as the values are restored. 
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It was recommended that the subject be left to the secretary's office for fur. 
ther study and then submitted to the members for a mail vote and it was hoped 
that this could be accomplished promptly. 

2, ADDITIONAL EXTENDED COVERAGE ENDORSEMENT 

The secretary stated that he had received several expressions favoring 
meeting with a representative group of agents to acquaint them in genera] with 
the new additional extended coverage endorsement before recommending it for 
adoption in any State and mentioned that the East had already had a number 
of meetings with agents and producers regarding the new coverage. The sense 
of the meeting was very definitely in favor of holding such a meeting in the 
Middle West with the understanding that it would be confined to a small group 
representing middle western agents and the secretary suggested that some mem- 
bers of the committee should attend such a meeting. It was also pointed out 
that it would be very advantageous to hold this meeting prior to the meeting 
of the Midwest Conference to be held at Memphis in March of this year. It was 


understood that the secretary would make arrangements for the holding of such 
a meeting. 


4. DEFERRED PAYMENT PREMIUM PLANS AND TERM MULTIPLES 


The secretary discussed briefly the current situation as to the numerous inde- 
pendent filings in the various States covering installment plans, annual renewa] 
plans, and so-called annual extension endorsements, and stated that his office 
had during the past month been making an intensive review of the entire problem 
and was in doubt as to what approach might be made although leaning to the 
view that the only reasonable solution would be through some adjustment of 
the present term multiples and cited a recent study issued by the national board 
bearing upon term discounts. The thought was expressed by one of the members 
that it was his understanding that the term multiples would not be changed at 
least in the immediate future and that some relief was necessary as soon as 
possible for those companies which have not made their own deviation filings of 
one or more of these plans. 

It was the sense of the meeting that the secretary’s office should develop a 
suitable plan or plans for recommendation to the bureaus in those States where 
the existence of numerous deviation filings has created the present problem. 


5. MORTGAGE AND LOSS PAYABLE CLAUSES 


The secretary outlined in detail the very difficult position in which the bu- 
reaus were placed in attempting to audit the many different types of the mort- 
gage and loss payable clauses in the absence of any rules or filings either requir- 
ing the standard mortgage clause or prohibiting its use on personal property and 
pointed to the increasing use of not only the standard mortgage clause but other 
types of mortgage clauses and loss payable endorsements on policies covering 
personal property. It was also mentioned that a number of lending agencies 
including the Reconstruction Finance Corporation are insisting that the provi- 
sions of the mortgage clause apply to certain personal property to which their 
mortgage extends and reference was made to a well-known loss payable clause 
which has been used for many years on one of the larger accounts with the 
knowledge and general acceptance of the companies. It was also stated that 
certain companies object when the bureaus do not criticize a particular mort- 
gage clause which they consider objectionable and other companies object when 
the bureau criticizes certain mortgage clauses or their extension to personal 
property contending this is exclusively an underwriting matter. 

In view of all of the circumstances and past history in attempting to secure 
some order in the treatment of these clauses, it was the sense of the meeting 
that the entire subject should be treated as an underwriting matter for the in- 
dividual company and that while the bureaus might handstamp objectionable 
clauses or the objectionable use of certain clauses that no criticism should be 
issued for any type of mortgage clause or loss payable clause. 
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MEMORANDUM OF MEETING OF SUBSCRIBERS ACTUARIAL COMMITTEE HELD WEDNES- 
DAY, JULY 11, 1951, UNION LEAGUE CLUB, CHICAGO 


Present: Messrs. Henne, Clark, Forkel, Ohlsen, Smith, and Clark Smith 
(proxy for Conick), Hobbs, Parker, and Snediker. 


1. EXPOSURE CHARGE TO DWELLINGS 


The secretary read a statement which he had prepared outlining this entire 
subject which was prompted by a recommendation of the governing committee 
of the Western Underwriters Association at their meeting in April of this year 
and which in substance proposed that the practice of the auditing departments 
and audit bureaus in checking dwelling daily reports for exposure charges be dis- 
continued on the grounds that this would save a considerable amount of time on 
the part of the audit bureaus and thereby overcome many of the delays in trans- 
mitting daily reports to the companies which should permit those bureaus that 
are behind in their work to maintain their work currently. 

The secretary stated that at the last meeting of this committee it was under- 
stood that the secretary would give this entire subject further study and as a re- 
sult he had requested the bureaus to tabulate for a period of 1 month all dwelling 
daily reports passing through their offices for audit and the number which were 
specifically rated, the approximate time spent in checking for specific rates, the 
number of criticisms issued and an estimate as to the reduction or saving in time 
if specific rating were eliminated. The secretary reviewed this tabulation for 
all of the States which indicated that in the best judgment of the bureaus the 
amount of time which would be saved would range from very little or negligible 
up to possibly 10 or 12 percent in four or five States. 

The secretary further pointed out that dwellings are specifically rated not 
only because of exposure but for numerous other reasons and that unless all 
specific rating were to be abandoned the elimination of exposure charges would 
not do away with the necessity of checking for specific rates. He further stated 
that there is serious doubt whether the State insurance departments would per- 
mit the bureaus to discontinue all specific rating since it could readily be de- 
cleared to be unfair discrimination. There is also a very serious question as 
to whether companies would want to underwrite these specifically rated dwell- 
ings at regular dwelling rates. 

The secretary commented that the entire question or problem apparently re- 
solves itself down to, first, do the companies want dwelling business audited: 
second, do the companies want higher rates for known hazards such as exposure 
and mercantile occupancies ; and, last, can a bureau do away with specific rating 
andavoid the charge of unfair discrimination. 

The problem was discussed and the secretary stated that in view of the fact 
that a committee of the Insurance Executives Association is now engaged in an 
effort to harmonize dwelling schedule practices throughout the country, it 
would seem to be highly advisable to defer any definite action until some general 
recommendation might be received for countrywide adoption and it was under- 
stood that any recommendations on the subject of treatment of dwellings would 
include or cover the matter of exposure as well as specific rating. It was also 
stated that one countrywide meeting had already been held in June and another 
was expected to be held this September. 

It was moved, seconded, and carried that the matter be held in abeyance until 
such time as the Insurance Executives Association concludes their present work 
or submits recommendations as indicated above. 


2. OKLAHOMA AUDIT BUREAU 


The secretary stated that the branch manager of the Tulsa office of the Okla- 
homa Inspection Bureau had been called into active service some months ago 
and thus far has not been replaced. The manager of the Oklahoma Inspection 
Bureau has indicated his desire to appoint Mr. Self, who presently is super- 
intendent of the Oklahoma Audit Bureau, having formerly been with the inspec- 
tion bureau. The secretary stated that there appears to be available a satis- 
factory replacement for Mr. Self since one of the former bureau employees, 
who is at present employed by one of the companies, has indicated his desire 
to return to the bureau and in view of this situation the secretary stated that it 
appeared to be an opportune time to consider the consolidation of the auditing 
operations under the inspection bureau as has been done in most of the other 
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States and which permits a more unified operation which is in keeping with the 
present rate regulatory laws. 

After discussion, it was the consensus that the secretary should recommend 
to the manager of the Oklahoma Inspection Bureau that the Oklahoma Audit 
Bureau be consolidated under the management and supervision of the Oklahoma 
Inspection Bureau. 


3. MULTIPLE LOCATION REPORTING FORMS—BLANKET RULE 


The secretary reviewed the difficulties experienced in the Middle West in past 
years regarding the application of multiple location reporting form A to q risk 
involving more than one location and stated that this had finally been resolyeg 
by adoption of the present rule recommended by the multiple location servicg 
office which in effect permits blanket coverage subject to the blanket average 
rate covering property at more than one location only when the locations are 
in the same or adjacent town or city and have interdependent operations, Thig 
is in line with the regular blanket rules applying in the Middle West to specific 
or nonreporting forms. 

The secretary stated that the present rule was operating very satisfactory in 
the Middle West but that the multiple location service office had recently recom. 
mended a further change which would seriously limit the blanket application 
of the reporting form. The proposed rule would permit blanket coverage only 
when the number of locations does not exceed four which locations must be in 
the same or adjacent town or city and only when the blanket average rate would 
cover property in a warehouse or stockroom or incidental location in addition 
to the main location and only when frequent transfer of property between such 
locations prevents the maintenance of separate inventories. 

The secretary stated that the reason for this recommendation was the fear 
that the present rule, at least in some territories, might permit coverage state- 
wide although that would not be true in the Middle West where the regular 
blanket rules applying to specific nonreporting forms are followed. 

The secretary commented that he was of the opinion that the adoption of the 
proposed change would simply revive the troubles experienced in the past and 
bring about a restriction in practice which would be seriously opposed by agents 
and very likely by many companies. 

It was therefore recommended that the change advocated by the multiple 
location service office should not be adopted. 


4. COMMISSIONS OF SELLING AGENTS 


The Secretary stated that there had never been a general bureau filing on 
this subject throughout the Middle Western States and although it had been 
customary to follow the Eastern practice of charging the regular business inter- 
ruption rate plus a loading of 10 or 25 percent depending upon whether the con- 
tributing properties were mercantile or manufacturing, that the number of lines 
of this kind written were constantly increasing and a standard filing was badly 
needed which would include a standard form, rules, and rate treatment. He 
stated that the problem was further aggravated by the recent change in the 
rating method for contingent business interruption insurance whereby the busi- 
ness is written at 50 percent of the rate of the contributing property and that 
these two types of coverage are very closely related and that down through the 
years there had been attempts to write commissions of selling agents under 
contingent business interruption forms. 

At the last meeting of the interregional business interruption committee, the 
Middle West proposed a standard uniform form together with rules and rate 
treatment. The form was purposely drawn in order to distinguish it from con- 
tingent business interruption insurance and will differ from the going form or 
forms commonly used for writing this class to the extent that it will be patterned 
more on the gross earnings basis and may be written subject to the 50, 60, 70, 
or 80 percent contribution clause. The rates proposed for this form would be 
the regular business interruption rate which would mean the 50 percent gross 
earnings form rate if the 50 percent contribution clause is employed and similarly 
with the 60, 70, or 80 percent contribution clauses. 

The secretary stated that this proposal was approved by the interregional 
business interruption committee and has subsequently been recommended to the 
various territories by the Insurance Executives Association for countrywide 
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adoption. He also stated that at the recent meeting of the uniform forms com- 
mittee the form was approved. 

It was therefore moved, seconded, and carried that the secretary prepare and 
submit to the bureau filings for this type of coverage as outlined above. 


5. MULTIPLE LOCATIONS—LETTER FROM PLANET INSURANCE CO, 


The secretary referred to a letter from the Planet Insurance Co. which was 
written to all of the bureaus in the country, first, asking the bureau to file in 
their behalf the so-called independent plan for multiple location reporting forms 
and, secondly, inquiring or requesting whether this plan of rating could not be 
applied to buildings as well as contents at least to the extent of providing a 
comparable credit for spread of risks and reduction in underwriting and 
acquisition cost for size of risk. 

The secretary read the letter from the company which was signed by Mr. 
Paul Wilson, executive vice president, and considerable discussion ensued as to 
the merits of the company’s proposal to apply the multiple location type of rating 
method to buildings. It was pointed out in the discussion that the National Asso- 
ciation of Insurance Commissioners have considered contents or stock written 
under reporting form and subject to the multiple location reporting form rating 
method as a separate class and that thus far there has been no tendency on the 
part of commissioners, insurance departments, or others to consider such plans 
as discriminating because of the fact that they did not apply to or embrace build- 
ing risks. It was also brought out in the discussion that buildings ordinarily do 
not fluctuate in value, at least to any appreciable extent, and by their very nature 
are entirely different than stocks or contents which move in and out of a risk and 
are subject to extreme fluctuation. It was suggested that the committee go on 
record as opposing this principle and the committee was in full accord with this 
viewpoint. It was suggested that the secretary prepare a typical reply which 
the various bureaus could follow in answering the company. 


6. CHANGES IN BUREAU FILINGS—NOTICE TO COMPANIES 


The secretary referred to a letter received recently from Mr. C. W. Hall, presi- 
dent of the Northwestern Fire & Marine Insurance Co., inquiring why the 
inspection bureaus do not notify the company offices of important changes in 
filings somewhat along the lines now being followed by some of the bureaus in 
giving information to the fieldmen. The inquiry from Mr. Hall was prompted 
chiefly by the recent filings on the annual renewal and installment premium 
plans and the new additional extended coverage endorsement. The secretary 
stated that he had replied to Mr. Hall at length more or less reviewing the 
entire problem and particularly the method now followed by the various bureaus 
in advising the fieldmen of various rule book changes, which in some States 
consisted of holding a meeting with the fieldmen on the day the changes become 
effective but in other States where fieldmen did not desire or feel a meeting to 
be warranted sending out notices in advance of the effective date advising the 
fieldmen that changes would be made but not giving them information as to the 
nature of the change in advance. 

The subject was discussed further at some length and the advantages and 
desirability of putting the companies on notice in the case of important changes 
such as the additional extended coverage endorsement, for example, were fully 
appreciated but it did not appear that the method now generally followed by 
the bureaus would satisfy fully the objective sought by Mr. Hall, since in the 
first place advance information is not published by the bureaus or given to any- 
one except to the extent that frequently it is necessary to mail rule book 
changes and other changes a week in advance of the effective date in order that 
the changes will be received by the agents in sufficient time and occasionally 
the revised material will be delivered a few days prior to the effective date of 
the changes. It was also pointed out that giving advance information to com- 
panies as to certain impending changes might not be objectionable but that 
frequently a rule book mailing will include rate changes and it would not be 
practical to make these public in advance of the effective date. 

Nothwithstanding the foregoing, it was the consensus that the suggestion it- 
self had considerable merit and represented an objective toward which the 
bureaus should strive and as a result it was recommended that the secretary’s 
office give this entire problem further study and if found practical submit a 
proposal for future consideration. 
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7. REQUIREMENT FOR PRO RATA DISTRIBUTION CLAUSE UNDER BLANKET COVERAGE 


The secretary referred to the discussion at the meeting with middle western 
agents the previous day at which time a strong protest was made against the 
long-established practice of requiring the pro rata distribution clause under 
blanket forms and reviewed the arguments of the agents who contended that 
the requirement for the 90 percent coinsurance clause but allowing only 80 per. 
cent coinsurance credit was a rate penalty and a sufficient penalty in itself 
without the additional requirement of the pro rata clause which they maip. 
tained was tantamount to making the blanket cover the same as a specific form, 
The agents also argued that the pro rata clause had been abandoned in other 
territories and there was no reason for the Middle West to continue this re. 
quirement if the same companies were willing to write blanket coverage without 
it in other sections of the country. 

The secretary stated that in his opinion elimination of the pro rata dis. 
tribution clause would be such a revolutionary step that it should not be under. 
taken without a broader poll of company opinion than would be possible jp 
this committee and consequently suggested the possibility of presenting the ques. 
tion to a larger body such as the governing committee of the Western Under. 
writers Association or possibly at a regular meeting of that association at 
which a substantial number of companies would be present. It was suggested 
by the chairman that the secretary might possibly cover this subject in his 
semiannual report of this committee. 

After further consideration it was the consensus that the secretary should 
prepare a brief on the subject prior to presentation to the governing committee 
of the Western Underwriters Association. 


8. AUTOMATIC REINSTATEMENT AND UNEARNED PREMIUM INSURANCE 


The secretary referred to a letter from the Louisville board protesting 
against the elimination of the unearned premium insurance On the grounds that 
under the terms of the new automatic reinstatement clause there could be sit- 
uations where the insured would decide not to or would be unable to replace 
his property, in which case the policy would not be reinstated and, therefore, 
presumably the premium on the amount of the loss payment would be earned 
by the company and lost to the insured. The Louisville board contended that, 
therefore, the insured could either have the privilege of insuring his unearned 
premiums as heretofore or a provision such as has recently been adopted in 
North Carolina entitled “Premium Waiver” should be adopted. The secretary 
stated that other complaints had been received, although pointing out that the 
new rule and procedure had been approved and adopted in about 10 States thus 
far but mentioned also that in Oklahoma the insurance department presently 
was objecting to the proposed filing which would withdraw unearned premium 
insurance. The secretary also referred to the discussion of this subject at the 
meeting the previous day with the Middle Western agents, at which time the 
agents went on record as favoring the premium waiver clause such as has been 
put into effect just recently in North Carolina and Arkansas. 

The subject was thoroughly discussed from all angles and it was the con- 
sensus that as a solution to this problem something along the line of the premium 
waiver clause would be feasible but, in view of the fact that this new provision 
has thus far been adopted only in two States, and the South-Eastern Under- 
writers Association, who originated the proposal, have not yet adopted it nor 
has it been adopted in eastern territory nor has it been recommended for 
countrywide use by the Insurance Executives Association, it would be well to 
make no recommendation at this time because of information to the effect that 
the entire subject would again be reconsidered by the Insurance Executives 
Association early this fall. 


9. TRANSFER OF INSURANCE RULE 


The secretary referred to the discussion the previous day with Middle Western 
agents on this subject at which time they strongly protested this rule which in 
effect prohibits the pro rata cancellation of insurance on a dwelling when that 
dwelling is sold and the insured purchases another dwelling since the rule 
permits a pro rata cancellation only on household goods or personal property 
where the subject of insurance itself has actually been moved. 

The secretary stated that this rule is of long standing in the Middle West 
and that it is his further understanding that a similar rule applies in other 
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sections of the country. It was also brought out in the discussion that in 
most cases existing insurance on a dwelling is, in the event of sale, assigned to 
the purchaser or new owner thereby making it unnecessary to transfer that 
policy to a new building which the seller might purchase at another location. 
It was also stated that a modification of this rule in the manner proposed by 
the agents would materially weaken the present principles underlying the 
short rate table or practice requiring short rate cancellation where the policy 
does not run to expiration. 

The sentiment of the committee was in opposition to the present rule at 
jeast insofar as the transfer of insurance from one dwelling to another dwelling 
would thereby be prohibited, but in view of the fact that similar practices are 
apparently followed pretty generally throughout the country it was recommended 
that it be treated as a subject which should receive further consideration on an 
interregional basis and that in such a study an investigation should be made 
to determine whether the rule was actually being enforced. 


R. D. Hosss, Secretary. 


MEMORANDUM OF MEETING OF SUBSCRIBERS ACTUARIAL COMMITTEE HELD THURS- 
DAY, NOVEMBER 1, 1951, UNION LEAGUE CLUB, CHICAGO 


Present: Messrs. Henne, Clark, Harding, Smith, and Clarke Smith; Hobbs, 
Parker, and Snediker. 


1. HOUSEHOLDER’S LIMITED THEFT ENDORSEMENT 


The secretary read a letter from Mr. Beckwith, of the Insurance Executives 
Association, recommending that consideration be given to the auditing of the 
householder’s limited theft endorsement by the audit bureaus and auditing 
departments in the Middle West when this endorsement is attached to a fire 
policy. The recommendation as outlined contemplated that the auditing would 
be done as a service to the fire companies and that no assessment would be 
levied on the National Bureau of Casualty Underwriters who was filing this 
form on behalf of its members in those States where such a filing was acceptable 
to the State insurance department. It was further stated that the Insurance 
Executives Association had conferred with the national bureau and that the 
procedure to follow had been concurred in. This would require that the fire 
rating bureaus or audit bureaus would request the necessary information to 
permit auditing from the burglary division of the National Bureau of Casualty 
Underwriters and that any criticisms not corrected for 60 days be forwarded 
to the same office by the audit bureau or auditing department. It was also 
pointed out in the letter from the Insurance Executives Association that experi- 
ence under the theft endorsement was to be reported to the national bureau by 
its members in the usual manner. 

The problem was discussed at some length particularly as to whether it would 
be appropriate for a bureau to audit business other than that for which they 
had made filings, whether business written by companies not belonging to or 
subscribing to the bureau should be audited and whether it would be justifiable 
to load the auditing expense for the theft endorsement in with regular fire 
business. There was also the question of whether this might not eventually 
impose a considerable additional burden upon the audit bureaus. Also, there is 
some question as to whether an insurance department agreeing to this procedure 
might not also require that criticisms uncorrected be sent to them for enforce- 
ment in the same manner as other criticisms. It was also pointed out in the 
discussion that there were differences in handling the theft endorsement, par- 
ticularly in the absence of any premium payment plans, so that the theft endorse- 
ment, if attached to a term policy where the fire portion of the premium was 
subject to the installment premium plan, would require that the premium for 
the theft endorsement be 100 percent of the annual rate payable each year. 

It was the consensus that while this might introduce a number of problems 
such as those outlined above, if it was the preference of companies generally, 
as indicated by the recommendation from the Insurance Executives Association 
that this step would be in the best interests of the business, that such a pro- 
cedure would undoubtedly have to be recommended to the audit bureaus and 
auditing departments but it was felt that first any exploration of the problems 
mentioned above thought necessary should be made before actually recom- 
mending the procedure to the bureaus. 
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2. MULTIPLE LOCATION REPORTING FORMS 


The secretary stated that the agents in a number of States are currently ask. 
ing that the 5 percent additional credit allowed for full insurance to value under 
multiple location reporting form No. 1 be allowed on reporting form business 
written under form A. He stated that the most recent instance called to his 
attention was a committee of the Louisville board who had visited the bureay 
and presented a written argument favoring the above concession and also point. 
ing out that the schedule of credits for size of premium when in excess of 
$1,000 should also be applicable to form A as well as form No. 1 and, further 
the same would be true with respect to credit for the distribution of risks avail- 
able under the filings for form No. 1. 

The secretary stated that such a change might have very serious effects because 
it would hardly be conceivable to allow an additional 5 percent credit for 
form A business in recognition of full insurance to value and withhold it from 
ordinary specific or nonreporting business written subject to a 100-percent 
coinsurance clause. The secretary stated that thus far his office had taken 
the position that any extension of the present 5 percent credit applicable to 
form No. 1 would be most dangerous and should be discouraged and that while 
he was merely reporting this to the committee at this time for information he 
desired an expression as to whether the committee concurred in this view. After 
discussion the chairman stated that it was the consensus of the committee that 
no change of this kind would be advisable, at least at the present time. 


3. MISSOURI LOAN 


The secretary informed the committee as a matter of record that Manager 
Terry, of the Missouri Inspection Bureau, recently found it advisable to borrow 
$50,000 from the Missouri Audit Bureau and that he has since repaid the loan 
in full. 

4, RETIREMENT OF BUREAU EMPLOYEES 


The subject of bureau employees now on retirement and the adequacy of the 
allowance figures in the case of employees who retired some years previously 
was generally discussed and it was the consensus of the committee that any such 
employee receiving a retirement allowance of less than $100 per month should 
be subject to reconsideration. It was moved, seconded, and carried that the 
chairman, vice chairman, and secretary confer further on this subject and 
determine what specific steps should be taken. 


5. IMPROVEMENTS AND BETTERMENTS 


The secretary stated that because of the great confusion existing in the busi- 
ness with respect to this subject a program was initiated by a committee of the 
Western Conference of Special Risk Underwriters about 2 years ago to explore 
this entire problem and develop a suggested form of coverage and rules. The 
committee held meetings extending over a year reviewing all present available 
forms, court decisiuns, and literature available on the subject and then formv- 
lated a plan for handling the matter which was then referred to attorneys and 
other interested parties for their criticisms and comments. It had been found 
possible to meet satisfactorily the views of practically everyone consulted and 
the proposed form and rules were then submitted for consideration by other 
regions. 

The secretary stated that following interregional consideration the Insurance 
Executives Association had recommended the adoption of this program country- 
wide. It was further explained that the proposed program embraced the fol- 
lowing principal points: 

1. Improvements and betterments are actually defined in the form so as to 
make it perfectly clear the exact type of property covered and distinguish 
between true fixtures which are to be covered and trade fixtures which are to 
be excluded. 

2. The form contemplates that the insured shall have an interest in improve- 
ments and betterments only if installed during the term of his current lease. 

8. The form is intended only for insuring the interest of the lessee, and the 
proposed rule will prohibit writing the interest of the lessee and building owner 
jointly in recognition of the fact that their interests are diverse and, further, 
that the contents rate should apply to improvements and betterments which are, 
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generally speaking, relatively highly susceptible to damage and more or less 
superficially installed. : 

4, The form does not contemplate recovery for the mere cancellation of a lease 
pot only in the event the improvements and betterments are actually damaged 
contemplating that the lease-cancellation feature must be written under the lease- 
pold interest form and at an additional premium. 

5, The form permits the writing of improvements and betterments without 
including reference to the terms of the particular lease but merely predicates re- 
covery upon whether or not the improvements and betterments are actually re- 
placed by the lessee. If replaced by the lessor there is no recovery to the insured 
lessee. esd 5 ‘ 

6. The objectionable wording used for many years and referring to “sole and 
ynconditional ownership” should be eliminated from all existing forms of cov- 
erage since this is purely a fictional interest and can lead to very unsatisfactory 
results. To offset this the new forms will allow recovery to the insured on a 
replacement cost basis if under the terms of his lease he is required to and does 
make replacement. 

The secretary requested an expression of opinion from the committee, and 
after discussion it was moved, seconded, and carried that the proposed program 
be adopted. 

6. GRAIN ELEVATORS, REPORTING FORM 


The secretary explained that for the past several years there has been a con- 
siderable demand on the part of both agents and companies for elimination of 
the additional charge or rate penalty for the premium adjustment reporting cov- 
erage on grain and also that the grain reporting forms be modernized and, fur- 
ther, that provision be made for an annual adjustment of premium in addition 
to the present monthly adjustment form pointing out that an annual adjustment 
form had been adopted for the terminal class about a year ago. There has also 
been a request from the Underwriters Grain Association to eliminate the rate 
penalty for the premium adjustment coverage on terminal elevators. He stated 
that this would involve some adjustment of rates which the experience would 
warrant and that the withdrawal of the premium adjustment rate penalty as 
such would also provide an opportunity to accomplish certain other adjustments 
in the schedule for country elevators which experience in recent years had dem- 
onstrated the need for. It was pointed out that a meeting of the principal grain- 
writing companies had been called for the following week to further discuss the 
details of the proposed changes in forms and rules, and it was moved, seconded, 
and carried that the proposed changes be approved providing there was no seri- 
ous objection to the features of the form or rules on the part of the representa- 
tives of the grain-writing companies at the meeting referred to. 


R. D. Hosss, Secretary. 


MEMORANDUM OF MEETING OF SUBSCRIBERS ACTUARIAL COMMITTEE HELD 
WEDNESDAY, FEBRUARY 6, 1952, UNIon LEAGUE CLUB, CHICAGO 


Present: Messrs. Henne, Harding, Clarke Smith, Forkel, and Smith; Hobbs, 
Parker, and Snediker. 


1. RESIGNATION OF MR. IVAN ESCOTT 


The secretary read a letter from Mr. Ivan Escott advising of his resignation 
from the committee in view of his retirement from active business as of Jan- 
uary 31, 1952. The secretary also read the letter from the chairman acknowl- 
edging with regret Mr. Escott’s resignation. The chairman stated that he was 
hot appointing a successor to Mr. Escott at this time in view of the possibility 
that the membership of the committee would be enlarged in the near future. The 
chairman stated that it has appeared quite desirable to enlarge the membership 
of the committee and upon discussion it was apparent that the consensus favored 
such a change. The chairman stated that this would be given further considera- 
tion in the near future. 


2. MULTIPLE LOCATION SERVICE OFFICE 


The secretary referred to an exchange of correspondence he had had with 
the Multiple Location Service Office regarding their request that the Western 
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Actuarial Bureau acting as a district office of the Multiple Location Service Office 
handle applications on new accounts with less than 20 locations. In effect this 
would mean that the secretary’s office would receive the application, obtain the 
rates from the various rating bureaus and apply the filed rating plan of each 
of the bureaus to develop and quote the necessary rates to the bureaus and to 
the companies. The secretary stated that this was part of the plan or program 
of the Multiple Location Service Office to decentralize their operations to some 
extent and that while he quite fully appreciated their position and that it was 
very likely true that the average rates could be obtained more expeditiously in 
the manner proposed but he was nevertheless definitely of the opinion that this 
would constitute an actual rating function thereby exceeding the authority of 
his office which is licensed only as an advisory organization. 

It was stated that all of this work is now being done by the Multiple Location 
Service Office in New York and that there had also been some discussion ag to 
the possibility that the bureaus might request that the Multiple Location Service 
Office be designated by the bureaus to perform this part of the work. The 
Multiple Location Service Office takes the position that they are now doing, as 
an advisory organization the same work or operation that they are requesting 
be handled by the district offices. 

The secretary also stated that it might be found necessary if this work js 
uo be handled locally to set up a separate office for this purpose here in Chicago 
entirely divorced from the Western Actuarial Bureau. 

The problem was discussed at length and considerable doubt was expressed 
as to the legal implications which might follow from an agreement for the 
Western Actuarial Bureau to handle this work and it was therefore suggested 
that for the present the secretary should advise the Multiple Location Service 
Office that he could not comply with their request because of the serious doubt 
that these activities would come within the scope of a purely advisory organi- 
zation. It was also pointed out that this would not result in any curtailment of 
service since the Western Actuarial Bureau is not now performing this function. 
It was understood, however, that the question would be left open for further 
consideration after a more thorough study had been made of the legal questions 
involved. 

3. DEBRIS REMOVAL ENDORSEMENT 


The secretary discussed this subject at length advising that as far back as 
1946 the Insurance Executives Association had recommended a clause without 
charge but that this was not generally favored because of the advantages arising 
under a blanxet policy. It was stated that the clause was subsequently adopted 
in Eastern territory as well as in some of the Southern States and just recently 
the Pacific board had voted to approve the adoption of the clause adopted in the 
East without charge. The secretary commented that about 2 years ago his office 
had developed a suggested method for writing this coverage which would require 
a separate item and a premium charge and that this was tried out in several 
States but has recently been challenged by agents in those States who are aware 
of the nonchargeable clause in the East and also that there has been some 
question and criticism on the part of company executives as to the difference 
in the treatment. Asa result, the Insurance Executives Association reconsidered 
the entire subject recently in view of the lack of uniformity as between the 
Middle West and other territories and requested the current views of the Western 
Actuarial Bureau. The secretary’s office referred the matter to the Research 
Committee of the Western Underwriters Association in order to develop a cross 
section of the latest underwriting viewpoint. The opinion of that committee 
was that in view of all the circumstances it seemed as a practical matter that 
the Eastern clause should be tried out. This information was communicated 
to the Insurance Executives Association who reiterated their previous recom- 
mendation for the adoption of the Eastern clause without charge. 

The shortcomings of the Eastern clause were cited and discussed and also the 
possibility. that eventually requests would likely be received for the addition of 
the debris-removal clause to the principal uniform forms. 

It was moved, seconded, and carried that the sense of the meeting favored 
adoption of the Eastern clause. 


4. BUREAU LIFE INSURANCE 


The secretary advised that in 1949 the National Board of Fire Underwriters 
had adopted a liberalized life insurance plan which received considerable pub- 
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licity and which has served as a pattern for certain other organizations who have 
subsequently adopted a similar plan. In brief, the national board plan pro- 
yides $2,500 noncontributory life insurance for employees earning less than $3,000 
per year and $3,000 noncontributory insurance for employees earning $3,000 or 
more per year. The national board insurance is written by the Prudential In- 
surance Co. and permits amounts ranging up to $7,000, depending upon salary, of 
contributory insurance in addition to the noncontributory insurance with em- 
ployees paying at the rate of $0.60 per $1,000 for the contributory insurance, and 
the national board paying for the additional cost. 

The secretary Summarized the various group life insurance plans of the bu- 
reaus now in effect and after discussion it was the consensus that the bureaus 
should reexamine their present coverage at this time in order to bring it up to 
the equivalent of the national board plan. It was understood that this would 
normally call for negotiation with their present carriers. 


Rh. D. Hosss, Secretary. 


MEMORANDUM OF MEETING OF SUBSCRIBERS ACTUARIAL COMMITTEE HELD WEDNES- 
pAY, FEBRUARY 4, 1953, UNION LEAGUE CLUB, CHICAGO 


Present: Messrs. Henne, Clark, Peterson, Clarke Smith, Barr and Forkel, 
Hobbs, Parker, and Snediker. 


1. APPOINTMENT OF MR. PAUL H. BARR 


The chairman announced that Mr. Harding had previously requested that he 
be relieved of his duties and obligations on various committees in view of his re- 
tirement from active business and that since Mr. Barr had been elected to replace 
Mr. Harding on the various managing committees that the chairman was now 
naming Mr. Barr as successor to Mr. Harding on the subscribers actuarial com- 
mittee. 

2. REPLACEMENT COST ENDORSEMENT, DWELLINGS 

The secretary referred to the current deviations by both stock and mutual 
companies authorizing the writing of dwellings on a replacement cost basis. He 
stated that as a result of this a number of inquiries were being received by other 
companies as to whether the present bureau filings should not be changed to in- 
clude the dwelling class. It was realized that a serious competitive problem 
might develop as time goes on and more companies make this filing, leaving other 
companies at a disadvantage in the case of the better class of dwelling business. 
This immediately brings up the question of coinsurance since it is generally 
agreed that the only sound method by which a building can be written on re- 
placement cost basis is to require coinsurance which has never been permitted in 
the Middle West on the dwelling class, except in recent years in Cook County but 
withdrawn about a year ago. Attachment of the coinsurance clause would im- 
mediately give rise to the question of whether such clause would generally be en- 
forcible and whether some credit would not ultimately be demanded for the 
attachment of a coinsurance clause. 

There was some feeling that it would be desirable if the bureaus were to 
change their filings in order to permit dwellings to be written on the basis of 
replacement cost but it was the consensus that further study should be given to 


the entire problem, particularly the effect of coinsurance, and the subject was 
tabled. 


3. FILING OF CASUALTY ENDORSEMENTS 

The secretary referred to and reviewed the discussion of this subject at a pre- 
vious meeting of the committee, pointing out that the Insurance Executive Asso- 
ciation had again brought to his attention their recommendation that the fire 
insurance rating organizations in the Middle West undertake the filing of cer- 
tain casualty endorsements and were now adding to the list of such endorse- 
ments the comprehensive personal liability endorsement and a number of supple- 
mentary endorsements designed for use therewith. 

It was pointed out in the consideration of this problem that the bureaus would 
very likely have to amend their certificate of authority with the States in order 
to properly authorize them to handle such filings even by reference as had been 
suggested in the recommended procedure. Further, the companies, for whose 
benefit such filings were to be made, would not be paying the fire insurance rating 
organizations for this service. A number of insurance departments in the Middle 
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West have indicated that they would not accept filings by reference and it jg 
believed that if the bureaus were to go ahead on this recommendation that jt 
would undoubtedly involve them in many complications since they would not 
be fully conversant with the background, operation, intent, or interpretation of 
the forms and endorsements and there would undoubtedly be many questions 
arising which they would not be capable of handling. In effect, it was pointeg 
out that this recommendation is really for the benefit of those casualty com. 
panies who do not belong to the casualty rating bureaus. 

The secretary suggested that the subject be tabled and there was no disposj- 
tion to look favorably upon the recommendation at this time in view of the 
foregoing objections and problems. It was moved, seconded, and carried that 
the subject be tabled. 

There being no further business to come before the meeting, the chairman 
declared the meeting adjourned. 

R. D. Hoss, Secretary, 


MEMORANDUM OF MEETING OF SUBSCRIBERS ACTUARIAL COMMITTEE HELD 
OcTOBER 28, 1953, SCHROEDER HoTEeL, MILWAUKEE, WIS. 


Present: Messrs. Henne, Clark, Forkel, Peterson, Barr, Beebe, Hobbs, Parker, 
and Snediker 


1. RATE LEVELS 


The letter of May 5, 1953, from Vice President E. D. Lawson, of the Fireman’s 
Fund Group reading as follows was read : 

“In view of the announced policy adopted by the Fireman’s Fund concerning 
our intent with regard to the elimination of inadequacy or redundancy existing 
in our present rate structures, we are requesting you, as our representatives in 
these matters, to instruct the various inspection and rating bureaus, with whom 
you act in an advisory capacity, toward the end that these inadequacies or 
redundancies may be eliminated.” 

The secretary read his acknowledgment of May 8 stating that he would 
place the letter before the appropriate committee at the first opportunity. 

There was considerable doubt in the minds of the committee as to just what 
was meant by “policy of the Fireman’s Fund” and it was therefore suggested 
that the secretary refer the letter back to the committee again at a future 
meeting. 

2. BUILDERS’ RISKS 


The secretary read the letter from President John A. North of the Phoenix 
Insurance Co. of May 6, 1953, asking if it isn’t time for us to take another look 
at builder’s risk forms and rates and outlined his reply as well as the experience 
on builders’ risks for the 5 years ending with 1951 which was all that was avail- 
able at the time, being 21.8 percent for the entire United States and 20.9 percent 
for the Middle West. The secretary also reported the results of his curre- 
spondence with Manager Sampson in Atlanta and Manager Doremus in New 
York. 

Following a general discussion it seemed to be the consensus of the committee 
that in view of the extremely favorable experience any adjustments which were 
made at this time by any of the bureaus would necessarily be a downward 
revision which is just what has actually happened in a number of the indi- 
vidual States. 

It was suggested that this question be given further study. 


8. INCREASED COST OF CONSTRUCTION INSURANCE 


The letter from Manager Born, of the Western Underwriters Association, 
dated October 26 was read to the committee and the secretary pointed out that 
this letter was received by messenger on the date before this meeting and that 
his office had had no opportunity to give it any study so as to be in a position to 
bring a recommendation to the committee, particularly with reference to the 
question of a variable rate treatment. 

It was the sense of the meeting that this question should be given very care 
ful study and brought back to the committee at the next meeting. 


R. D. Hosss, Secretary. 
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Report or SpEcrAL COMMITTEE 


At the January 22, 1954, meeting of Beneficiary Owners of the Analytic System 
for the Measurement of Relative Fire Hazard, held in the meeting room of the 
New York Board of Fire Underwriters, 85 John Street, New York, it was 

mended : 

1. That on and before February 1, 1954, the special committee shall send to 
each beneficiary owner company and each affiliated company a copy of the 
constitution adopted at this meeting with an invitation to become members of 
the association and that on and before February 10, 1954, the committee shall 
gend to other stock fire insurance companies eligible to membership, copy of the 
constitution and an invitation to become members.” 

On January 29, 1954, copy of the constitution and form for adopting constitu- 
tion was sent to each beneficiary owner company and each affiliated company. 
On February 8, 1954, similar data was sent to other stock fire insurance com- 
panies members or subscribers to the Middle Western rating bureaus subscribing 
to the Western Actuarial Bureau. 

“9 And that on March 1, 1954, membership rolls shall be closed and that no 
company, including any beneficiary owner, whose written acceptance shall not 
have been received by the special committee before March 1, 1954, shall be an 
organization member of the association.” 

On March 1, 1954, when membership rolls were closed, the attached list of 
155 companies in 59 groups had been received. Since the rolls were closed, appli- 
eations have been received from the Dubuque Fire and Marine Insurance Co.; 
Employers group, American Employers Insurance Co., the Employers Fire In- 
surance Co., the Employers Liability Assurance Corp., Ltd.; New Zealand In- 
surance Co., Ltd. 

All beneficiary owner companies still in business have become members except 
Capitol Fire of New Hampshire, Insurance Co. of North America, Philadelphia 
Fire and Marine Insurance Co., and Svea Fire and Life Insurance Co. 

“8 The committee was further instructed to select a nominating committee 
consisting of three individuals none of whom shall be members of this com- 
mittee and that promptly after March 1, 1954, a nominating committee shall sub- 
mit to the committee its list of nominees for election to the executive committee. 
This special committee shall promptly give written notice of the names of such 
nominees to each organizational member and within 10 days after the mailing 
date of such notice, any five organizational members of the association may 
nominate other individuals for election to the executive committee, and that 
promptly at the end of such 10-day period for other nominations, the special 
committee shall submit the names of all nominees to the organizational mem- 
bers for mail vote. The election shall be closed at the end of 30 days from the 
date on which the ballots are mailed, or any earlier date when the votes then 
received by the committee shall be sufficient to elect any 12 nominees.” 

On March 5, 1954, the nominating committee, consisting of John R. Cooney, 
Harry W. Miller, and F. Elmer Sammons, was officially notified by the chairman. 
On March 12, 1954, the report of the nominating committee was received by the 
chairman. On March 12, 1954, the report of the nominating committee and 
ballot were sent to each organizational member company with a quotation from 
paragraph 6 of article VIII referring to the vote by groups. 

The polls were closed on March 29 when 44 out of a total of 59 votes had 
been received and notice of election was sent to each member of the executive 
committee and a meeting called for April 27, 1954. 

When the 30-day voting period expired, votes had been received from all 
eligible groups except Aetna Insurance Group (received April 21, 1954) and 
Firemans’ Fund Group. 

“4. When the election of members of the executive committee shall be closed, 
the constitution of the new association shall become effective and the organiza- 
tion shall be deemed completed and the members of the executive committee 
shall assume office.” 

With the closing of the election, the constitution became effective and the 
members of the executive committee assumed office. 

On page 38 of the minutes of the January 22, 1954, meeting in response to 
an inquiry from Mr. Clarke Smith, Mr. Hobbs stated in part: “We are very 
hopeful that most of these details will be worked out during the 30-day period 
in March, and it would be, I hope personally, in the middle of April when this 
is all concluded.” 

We are therefore practically on schedule and the work of this special commit- 
tee can be considered completed. 
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MINUTES OF MEETING OF THE EXECUTIVE COMMITTEE OF THE WESTERN 


ACTUARI 
Bureau Heitp Tuespay, APRIL 27, 1954, UNIon LEAGUE CLuB, CHICAGO = 


Present : Messrs. EK. A. Henne, H. A. Clark, C. W. Ohlsen, P. H. Barr, § H 
Forkel, Clarke Smith, P. S. Beebe, Glen L. Pickens, E. R. Sanborn, Olaf Nor 
deng ; Hobbs, Parker, Snediker, and Barnes. . 


1. CALL TO ORDER 


Chairman Henne of the special committee appointed by the beneficiary Owner 
companies of the analytic system to perfect the formal organization of the West- 
ern Actuarial Bureau, called the meeting to order at 10 a.m. 


2. REPORT OF SPECIAL COMMITTEE 


Mr. Henne read the report of the special committee covering the action taken 
on the four recommendations made at the January 22, 1954, meeting in New 
York. Copy of the report is attached to these minutes. 

Mr. Clarke Smith stated he wanted to compliment the chairman on the out. 
standing work which he had done as chairman of this committee in working 
out a solution satisfactory to everyone in spite of the fact that there were jj. 
tially decidedly divergent views. He stated that it was an accomplishment 
which those who worked on the committee fully realized and appreciated ang 
he suggested that a rising vote of thanks be given to Chairman Henne and See. 
retary Hobbs for their work on this committee. The vote was so recorded, 


3. ELECTION OF OFFICERS OF WESTERN ACTUARIAL BUREAU 


Mr. Henne stated that nominations were in order for chairman of the exeecy- 
tive committee for a term of 1 year as provided in paragraph 6, article VII of 
the constitution. It was moved by Mr. Smith and seconded by Mr. Ohlsen, that 
Mr. P. 8S. Beebe be nominated as chairman of the executive committee for the 
coming year. 

Mr. Ohlsen stated that he had personally hoped that Mr. Henne would serve 
as chairman during this first year of the new committee but that upon his return 
last week from Hawaii, Mr. Henne stated that he could not accept. Mr. Ohlsen 
stated that in going over the outstanding record of Mr. Henne as chairman of 
the subscribers actuarial committee in connection with the almost daily prob- 
lems growing out of the Missouri rate litigation, the Illinois tax matters, and 
the general problems confronting the business as presented to the committee 
by the Western Actuarial Bureau, those close to him and on these committees 
fully realize and appreciate the nature of the job he has done and that he has 
given unstintingly of his time and talents to keep the business on an even keel 
in the Middle West and he asked it be recorded in paying this tribute to Mr. 
Henne at this time. 

Mr. Henne in response stated that he did not think he deserved all that had 
been said but that he had carried on in the best of his ability and had assumed 
the committee’s responsibilities seriously and to the best of his recollection he 
had never missed a meeting. He stated that he had never forgotten the reason 
given by J. V. Parker for asking him to serve on the committee—“You have 
never asked for anything.” He stated that in 1935 when Mr. Hobbs was first 
assuming the duties of secretary he appeared to be a little diffident and nervous 
and he told them that he would have to run the committee and keep it on the 
right track and not be afraid to say “No” because it was always easy to change 
from “No” to “Yes” but difficult to change from “Yes” to ‘‘No.” 

The McKittrick episode was quite a problem for the chairman as well as other 
members of the committee. His experiences on the committee since 1932 how- 
ever have been a pleasant and instructive assignment but he stated that his 
feeling now was that the responsibility should be turned over to someone else, but 
he appreciated sincerely what had been said today. 

Mr. Forkel referred to the reading of the report at the meeting of subscribers 
held recently at White Sulphur Springs at which time tribute was paid to the 
chairman and secretary by a rising vote of appreciaton by all present. 

Mr. Clark stated that he was possibly the oldest member on the committee in 
point of service having been appointed to the committee in 1921 and had served 











r- 


or 
it- 


PL 
Ww 


t- 


nt 
nd 


the 


THE INSURANCE INDUSTRY 3197 


ynder four chairmen, and with all respect to each one of the chairmen, Mr. 
Henne has done the most outstanding job with less friction to all concerned. 

Mr. Henne asked if there were any other nominations and there being none, 
the motion was approved unanimously. ere 

In accepting the nomination, Mr. Beebe stated that he had some misgivings 
of his being able to succeed one who has had such an outstanding record but 
with the cooperation of all members of the committee he hoped that his term 
as chairman would prove satisfactory. é' 

Mr. Beebe took the chair and called for nominations for vice chairman. Mr. 
Pickens nominated Mr. A. H. Clark as vice chairman and there were several 
seconds. There being no other nominations, the motion was passed unani- 
mously. ; 

Mr. Henne commented on the very fine service Mr. Clark had rendered the 
pusiness as vice chairman of the subscribers actuarial committee for many, 
many years, and Mr. Clark expressed his appreciation for the confidence ex- 
pressed in him in his election. 


4, APPOINTMENT OF MANAGER AND SECRETARY OF THE EXECUTIVE COMMITTEE 


It was moved by Mr. Henne and seconded by Mr. Ohlsen that Mr. K. H. Parker 
be appointed manager of the Western Actuarial Bureau and secretary of the 
executive committee. Motion was carried unanimously. It was pointed out 
by the chairman that at the time Mr. Hobbs was made general manager in 
February 1953, it was agreed that his retirement would date from the time 
when the present plans were fully resolved and put into full motion; therefore, 
his request for retirement will become effective on April 30, 1954. 


5. COMPENSATION OF MANAGER 


See confidential minutes. 


6. AGREEMENT BETWEEN TRUSTEES, WESTERN ACTUARIAL BUREAU AND R. D. HOBBS 


The agreement which provided for an orderly transfer of property and the 
cancellation of the existing lease was read by the chairman. Inquiry was made 
of Mr. Barnes as to whether or not he approved the agreement and Mr. Barnes 
stated that he had worked it out with Mr. Hobbs and that it met with his full 
approval. 

Mt was moved by Mr. Smith and seconded by Messrs. Ohlsen and Barr that 
Vice Chairman Clark be authorized to sign the agreement on behalf of the 
Western Actuarial Bureau. Inquiry was made as to whether or not the retire- 
ment program of the Western Actuarial Bureau followed the national board 


program and the statement was made that it did. The motion was unanimously 
carried. 


7. LEASE FROM TRUSTEES TO WESTERN ACTUARIAL BUREAU 


The chairman read the lease that had been prepared by Mr. Barnes in col- 
laboration with Mr. Hobbs. Upon inquiry Mr. Barnes commented on a number 
of points in the lease and indicated that it was the desire to provide the neces- 
sary flexibility so that the lease might be canceled should conditions warrant 
or should any change occur in the existing title to the analytic system. Upon 
inquiry as to whether or not any word had been received from the Insurance 
Co. of North America Group, Mr. Hobbs stated that he had not even received 
an acknowledgment to his letters since Mr. Smith’s retirement as a member of 
the special committee. Mr. Clarke Smith inquired of Mr. Barnes as to whether 
or not there would be any advantage in getting a release from the companies, 
and Mr. Barnes indicated that there would not be. He felt that it would be 
merely inviting trouble, 

Mr. Hobbs stated that in addition to the physical properties involved in the 
lease, the balance of the funds on hand to carry out the operations of the bureau 
for the rest of the quarter was approximately $90,000 and this was being in- 
cluded as part of the property. 

It was moved by Mr. Barnes and seconded by Mr. Smith that Vice Chairman 


—_ be authorized to execute the lease on behalf of the Western Actuarial 
ureau,. 
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8. AGREEMENT BETWEEN THE WESTERN ACTUARIAL BUREAU AND EACH OF THE RATING 
BUREAUS USING THE ANALYTIC SYSTEM AND SUBSCRIBING TO THE WESTERN ACTUA- 
RIAL BUREAU 


The chairman read the proposed agreement which had been prepared by Mr. 
Barnes in collaboration with Mr. Hobbs. Mr. Hobbs stated that there had bee, 
no formal written agreement with any of the bureaus since 1910 and that it was 
his opinion, in which Mr. Barnes agreed, that there should be some definite ay. 
rangements at this time especially with reference to the use of copyrighted scheg. 
ules so that there would be no question with reference to the right of the bureaus 
to use these publications in the making and promulgation of rates and also g 
clear statement with reference to the absence of any obligation on the part of 
the bureaus to adopt or use any specific recommendations from the Westerp 
Actuarial Bureau. 

Inquiry was made with reference to the term “ratemaking” as appearing jp 
the agreement and Mr. Hobbs pointed out that this phrase was used in order 
to conform with the exact terminology in the language of the existing rate laws 
relating to advisory organizations. 

There was considerable discussion with reference to the personnel of the 
managing committees of the individual rating bureaus subscribing to the 
Western Actuarial Bureau as related to the membership of the executive com. 
mittee of the Western Actuarial Bureau, and it was pointed out that there is 
some variation in these individual committees but in the last analysis the 
same companies are more or less members and subscribers to each one of these 
bureaus, the problems are very similar and regardless of the source of recom- 
mendations in the last analysis, nothing can be effective until it is filed with 
and approved by the respective insurance departments. It was pointed out that 
this was a very live issue in the antitrust proceedings in Missouri and the 
Supreme Court of Missouri indicated that these various organizations submitting 
recommendations to the Missouri Inspection Bureau were not in violation of the 
Missouri antitrust law by so doing. This entire question was discussed at some 
length. 

It was moved by Mr. Smith and seconded by Mr. Pickens that the chairman 
and manager be authorized to sign on behalf of the Western Actuarial Bureau, 

In connection with the action taken it was pointed out that the situation might 
be different in connection with the rating organizations in Arkansas, West Vir. 
ginia and Missouri, but the chairman and manager were authorized to sign simi- 
lar agreements with these bureaus modified to meet the existing circumstances, 


9. APPOINTMENT OF FINANCE COMMITTEE 


It was pointed out by Mr. Hobbs that it seemed appropriate that there be a 
finance committeee with whom the manager could consult on problems of as- 
sessment, insurance, salary ranges, and the approval of unusual bills, without 
the necessity of waiting until there is a meeting of the full committee, indi- 
cating that this procedure would be in line with the practices followed with 
similar organizations in other fields. He stated previously that many of these 
matters had been handled by the secretary in consultation with the chairman 
and vice chairman but he thought it was more appropriate to have a formal 
committee specifically authorized to do such work. 

It was moved, seconded, and unanimously carried that the chairman be au- 
thorized to appoint a committee of three, one from each class on which the 
chairman would be an ex officio member. 


10. AUDIT BUREAUS 


It was pointed out that most of the problems to date have been considered in 
the light of the needs of the rating organizations, but that there were two 
audit bureaus, one in Indiana and one in Missouri, presently operating as sep- 
arate independent offices. 

It was moved by Mr. Henne, seconded by Mr. Clark, and unanimously carried 
that the manager be authorized to continue to furnish advisory services to these 
two audit bureaus. 

11, ADVISORY ORGANIZATIONS 


It was moved by Mr. Henne and seconded by Mr. Clark and unanimously car- 
ried that the manager be authorized to file the constitution and list of members 














»m- 
» is 
the 


8 


om- 
vith 
hat 
the 
‘ing 
the 
ome 


nan 
all. 
ight 
Vir- 
imi- 


ye a 


n0ut 
ndi- 
vith 
hese 
man 
‘mal 


} au- 
the 


d in 
two 


rried 
these 


, car- 
nbers 





THE INSURANCE INDUSTRY 3199 


with each State where the Western Actuarial Bureau has filed as an advisory 
nization in order to amend the filings previously made by the Western Actu- 
arial Bureau to comply with statutory requirements. 


12. ILLINOIS TAXES 


It was moved by Mr. Forkel and seconded by Mr. Barr and unanimously 
carried that the manager should continue to handle the details of the problems 

wing out of the tax on net receipts and fire department taxes in Illinois 
which have been formerly handled by the Western Actuarial Bureau on behalf 
of the subscribers actuarial committee and that these problems should appro- 
riately be handled in the name of the executive committee. 

It was pointed out by Mr. Barnes that the situation may change in Cook 
County owing to the fact that the present assessor, John Clark, is not running 
for office this fall, and it is quite possible that the new assessor may not carry 
out the agreement previously made by Mr. Clark in connection with the net 
receipts tax in Cook County. Because of this situation, it was necessary that 
counsel in collaboration with the Western Actuarial Bureau keep very closely 
in touch with this situation and continue their investigations as in previous 
years. There was considerable discussion with reference to the possibility of 
getting rid of this unsatisfactory problem which has existed for so many years, 
possibly through legislation, but it was pointed out that the situation with 
reference to the tax on net receipts for insurance companies was really no 
different than the unsatisfactory problem which relates to all tax problems in 
Illinois which have not been adjusted by either legislation or constitutional 
amendments although many efforts have been made in the past to accomplish 

is. 

° 13. COPYRIGHTS 


It was pointed out by Mr. Hobbs that before the Western Actuarial Bureau 
was a formal organization, it was necessary to copyright the new publications 
and changes in the name of an individual, but now that it is a formal organi- 
zation, it is possible to not only copyright changes and new publications in the 
name of the Western Actuarial Bureau but to renew existing contracts in the 
name of the Western Actuarial Bureau. 

It was moved by Mr. Clark and seconded by Mr. Nordeng and passed unani- 
mously that the manager be authorized, as provided in the lease, to copyright 
new material in the name of the Western Actuarial Bureau and to renew exist- 
ing contracts in the name of the Western Actuarial Bureau. This has specific 
reference to copyrights of J. V. Parker and R. D. Hobbs. 


14, AUDIT OF ACCOUNTS 


It was moved by Mr. Henne and seconded by Mr. Barr and unanimously 
carried that the manager be authorized to have Scovell, Wellington & Co., who 
regularly audit the books of the Western Actuarial Bureau to make an audit 
for the period January 1 to April 30, 1954, although it was not in contemplation 
that the books would be closed at this time. This audit should therefore be in 
the nature of an interim audit, supplementing the audit made on December 31, 
1953. 


15. MEMBERSHIP FEE 


It was moved by Mr. Henne and seconded by Mr. Forkel and unanimously 
carried that the Western Actuarial Bureau should continue to be financed by 
assessments on the subscribing bureaus in the same manner as in the past and 
that the manager be authorized to take up any questions which may arise in 
connection with this problem with the regular finance committee. 

It was pointed out by Mr. Hobbs that in accepting membership of the 160 
companies presently members, no membership fee was charged because no 
action had been taken to fix any such charge. It had been suggested that there 
be a $25 membership fee either when a company originally became a member 
or as an annual charge in order that there would be a definite distinction between 
companies, members of the Western Actuarial Bureau and companies, members 
of the individual rating bureaus but not joining the Western Actuarial Bureau. 
The statement was made that such practice has been followed in the past by sim- 
ilar organizations. Mr. Barnes stated in response to an inquiry that there was 
no legal requirement for such a fee, but it might be more positive an action if 
the companies paid something for the privilege of membership. 
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The situation was discussed at some length following which it was moy 


: : ; : ed, 
seconded, and unanimously carried that this question be tabled for the pres 


ent. 
16. PUBLICITY 


Mr. Hobbs pointed out that he had advised the National Underwriters anq the 
New York Journal of Commerce of the events to take place at this meeting 
although this statement to them was purely a statement of facts and that they 
were prepared to release the information on Friday. It was only necessary 
at this time to advise them of the election of the chairman and vice chairman anq 
the appointment of a manager and secretary. 


17. OTHER BUSINESS 


(a) Bank signatures: Mr. Hobbs stated that at the present time the funds of 
the Bureau are in the City National Bank & Trust Co. of Chicago, and that the 
authorized signatures are R. D. Hobbs, manager, Kent H. Parker, assistant man- 
ager, Harvey O. Snediker, assistant manager. This had not been changed at 
the time the titles were changed in February 1953 because these new titles were 
admittedly only temporary. 

It was moved by Mr. Forkel and seconded by Mr. Ohlsen and unanimously car. 
ried that the City National Bank & Trust Co. be notified of the change in the 
organization of the bureau and be furnished a copy of the Constitution and go 
advised to recognize the executive committee of the Western Actuarial Bureay 
as having authority to act in the future and that the authorized signatures at 
the bank be changed on May 1 to K. H. Parker, manager, H. O. Snediker, as- 
sistant manager, and John Hommes, assistant manager. 

Inquiry was made with reference to counter-signatures and Mr. Hobbs stated 
that in the case of an organization as small as this one, counter-signatures were 
neither necessary nor practical because of the frequent absence from the city 
of various members of the staff authorized to sign checks. The committee 
agreed with this position. 

(b) Mr. Hobbs pointed out that routine expenses such as retainer of attorneys 
in connection with Illinois taxes have always been handled by special assessments 
on the Cook County and Illinois Inspection Bureaus and such funds are presently 
in the special account of the subscribers actuarial committee. It was suggested 
that this account be continued for the balance of 1954 in order to receive checks 
which it is anticipated will be received from time to time from the receiver of 
the Rhode Island Insurance Co., the first check representing a payment of 10 
percent on the claim of $722.65 allowed by the court having been received. Mr, 
Hobbs also pointed out that the authorized signatures at the present time for 
this account are E. A. Henne, chairman, R. D. Hobbs, secretary. 

It was moved by Mr. Smith and seconded by Mr. Pickens and unanimously 
carried that this account be continued for the balance of this year but that the 
authorized signatures be changed to P. S. Beebe, chairman and K. H. Parker, 
secretary. 

(c) Inquiry was made as to whether the minutes of the meeting would be dis- 
tributed to members of the executive committee or to the membership of the 
Western Actuarial Bureau. There was considerable discussion on this point, 
some members seemed to feel that it would save time at subsequent meetings if 
the members had copies of the minutes of the former meeting, and others seemed 
to feel that this was an unnecessary procedure, and while a motion was made it 
was never passed on. It seemed to be the consensus, however, that in the case 
of this meeting only, that the secretary should send a copy to each member of the 
committee, with the understanding, however, that the contents of the minutes 
would be kept strictly confidential. 

(ad) Inquiry was made as to whether or not there would be a regular time 
for meetings but it was pointed out that the constitution provided that meetings 
should be held upon call of the chairman and that this procedure was purposely 
worded in this manner in order that the time of the meetings might be adjusted 
and preferably held in Chicago when the eastern members might be in town for 
other meetings. It was suggested by some of the eastern members that it would 
be very helpful if they were given ample notice so as to be able to make the 
necessary traveling arrangements. 

(e) The question of annual meeting was brought up and there was con- 
siderable discussion as to whether or not the annual meeting should be held, for 
instance, at White Sulphur Springs at the time of the meeting of the Western 
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Underwriters Association when so many of the members would be in attendance. 
It was pointed out that there are a number of non-WUA companies presently 
members of the WAB and the question was asked whether or not this would 
raise any complications. It seemed to be the consensus that it would not. It 
seemed also to be the consensus that this question can be decided at a subsequent 
meeting but that the members should be advised that there will be an annual 
ting. 

mf) The question was raised with reference to the application of membership 
of companies which had been received subsequent to the date when the member- 
ship rolls were closed for the purpose of voting. These companies presently 
consist of the Dubuque Fire & Marine Insurance Co., American Employers In- 
surance Co., Employers Fire Insurance Co., Employers Liability Assurance 
Corp., Ltd., New Zealand Insurance Co. 

It was moved, seconded, and unanimously carried that these companies be ac- 
cepted as members in good standing at this time. 

Upon inquiry with reference to applications which may subsequently be re- 
ceived, it seemed to be the consensus that these applications could be taken up at 
the following meeting of the excutive committee. 

(g) Inquiry was made by Mr. Smith as to whether or not proxies or alter- 
nates were permitted and it was pointed out by Mr. Barnes that there is no 
provision in the constitution for proxies or alternates. Mr. Hobbs pointed out 
that at the time the special committee was working on the constitution, it seemed 
to be the consensus that in view of the nature of the problems which necessarily 
come before the executive committee, an alternate or proxy would be of little 
value without the benefit of hearing previous discussions on the various sub- 
jects. Therefore, provision for alternates was eliminated. 

(h) Mr. Henne stated that it seemed appropriate at this time for him to go 
on record as indicating what fine services Mr. Hobbs had rendered the com- 
mittee in the past and their regret that it was his desire to retire from active 
business. 

Mr. Ohlsen stated that Mr. Hobbs had been a tireless worker, always working 
for the industry as a whole and has always done all he could for the good of 
the industry. He had done an excellent job and he hoped that there would be 
opportunity to express themselves at a later date. 

(i) The suggestion was made that some form of announcement would be sent 
to the members of the Western Actuarial Bureau indicating that this meeting 
had been held; who had been elected chairman and vice chairman; who had 
been appointed manager and secretary; and that an annual meeting would be 
held in the coming year. 

18, ADJOURNMENT 


It was moved, seconded, and unanimously carried, that there being no fur- 
ther business to come before the committee, the meeting be declared adjourned. 


Kent H. Parker, Secretary. 


MINUTES OF MEETING OF THE EXECUTIVE COMMITTEE OF THE WESTERN ACTUARIAL 
BuREAU HELD TuEspaAy, JULY 20, 1954, UNIoN LEAGUE CLUB, CHICAGO 


Present: Messrs. Beebe (chairman), Henne, Ohlsen, Clarke Smith, Leonard 
Peterson, Sanborn, Forkel, Clark, McIntyre (representing M. E. Peterson), 
Parker, and Hommes. 


1. MINUTES OF LAST MEETING 


Chairman Beebe inquired as to the wishes of the committee with reference to 
the reading of the minutes of the last meeting held on June 1, 1954. 

It was moved, seconded, and unanimously carried that their reading be dis- 
pensed with. 


2. APPLICATION FOR MEMBERSHIP 


The secretary reported receipt of an application for membership from the 
National Surety Corp., New York, N.Y. Upon motion duly seconded and carried 
this application for membership was approved. 


. 


3. AUDIT OF WESTERN ACTUARIAL BUREAU, APRIL 30, 1954 


The secretary reported that as previously directed an interim audit had been 
made of the Western Actuarial Bureau as of April 30, 1954. It was suggested 
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that this interim audit be submitted by the secretary to the members of the 
finance committee for their review. 


4. TIME AND PLACE OF ANNUAL MEETING 


The secretary referred to a letter from Mr. Born, manager of the Western 
Underwriters Association which had been addressed to this as well as other 
organizations, inquiring as to the possibilities of holding the annual meeting 
simultaneously with the annual spring meeting of the Western Underwriters 
Association at White Sulphur Springs, W. Va. It was pointed out that the by. 
laws provide for an annual meeting but no date or place had been determined, 
It was the consensus that the annual meeting of this association should be held 
in Chicago and on motion by Mr. Leonard Peterson, duly seconded, it was voted 
to hold the annual meeting of this association in Chicago during the month of 
April. Decision as to whether such meeting could be held during the same 
week as a meeting of the Western Underwriters Association to assist members 
coming from out of the city, was deferred awaiting further information 4s to 
the time and place of the latter meeting. 


5. BILLS FOR ATTORNEYS’ FEES 


(a) The secretary advised that after approval by the finance committee, a 
statement in the amount of * * * for attorneys’ services in connection with the 
Illinois net receipts tax had been paid. 

On motion duly seconded and carried, this action was approved. 

(b) The secretary advised that a final statement from Mayer, Meyer, Austrian 
& Platt for services from June 26, 1953, to May 1954 in the amount of * * * 
for services rendered and $99.49 for out-of-pocket expense in connection with 
their work involving reorganization of the Western Actuarial Bureau had beep 
received and paid, after approval of the finance committee. The discussion in- 
dicated the general feeling that the services performed by these attorneys had 
been very satisfactory and the fees reasonable. 

On motion duly seconded and carried, payment of this bill was approved. 


6. DWELLING BUILDING (8S) —ALL PHYSICAL LOSS FORM 


The recommendation of the Inter-Regional Insurance Conference for the 
adoption of a new all physical loss policy covering dwelling buildings was sub- 
mitted by the secretary. The secretary’s office had prepared proofs of a form 
suitable for use in this territory to be designated as 49S, and copies of this proof 
were placed before the members for review. It was pointed out that provision 
was made to cover seasonal dwellings providing such dwellings were specifically 
described as seasonal. Mr. Smith questioned whether it was proper for the 
form to cover a seasonal dwelling, feeling that such property was not entitled to 
broad form coverage of this kind. The consensus of the committee, however, was 
in favor of recommending its application to the seasonal class. A question was 
raised on the language “all provisions of this form and of the policy to which 
it is attached shall apply separately to each item covered,” as the wording 
commonly used in uniform forms in this field might be preferable. However, 
it was pointed out that the same language is already included in the dwelling 
building and contents broad form 49D and in the interest of uniformity with 
that form and with the language used in other jurisdictions, it was the con- 
sensus that no change should be made. 

Mr. Ohlsen questioned whether the name was proper since the form did not 
really cover all physical loss but had many exclusions. He expressed :oncern 
that it may be misunderstood and result in poor public relations by giving the 
impression that this form covered all physical loss. Discussion on th-s point 
revealed the difficulty in finding a name that was truly descriptive ana it was 
felt that the title as proposed should be retained. 

Mr. Beebe raised a question regarding the reference -to private structures 
and wondered whether this could cover such structures at any location. It was 
felt that the definition which limited such structures to those located on the 
premises would serve to limit coverage in that manner. The same would be true 
in the case of trees, shrubs, etc. It was felt that this language at the outset 
should remain as proposed, subject to later correction if needed. 

There was discussion regarding the fact that this fourm applies to dwelling 
buildings only, with no provision to endorse contents coverage or to permit 
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contents coverage in the same policy but under a separate item. It was pointed 
out that it was important to hold to this restriction of building coverage only, 
in order to maintain the principle of indivisibility of the fire and extended 
coverage endorsement contract. If permission were given to write contents 
ynder fire and extended coverage in the same policy with the all physical loss 
coverage on the building, this would tend to break down the principle of in- 
divisibility in that the same perils would not be applicable to all items of 
the coverage. It was pointed out that most companies which are now using 
the SHO form which is quite similar to the all physical loss form, have not 
provided for contents to be written in the same policy. After considerable dis- 
eyssion, it was felt that the limitation to buildings only should be retained. 

There was some feeling that the replacement cost provision on small losses 
should be omitted but when it was pointed out that this was the countrywide 
recommendation and further that it was already in the dwelling broad form 49D, 
the consensus was that the present language should be retained. 

The secretary agreed to summarize the views that were voiced in connection 
with the replacement coverage provisions for small losses, and present them 
pack to the Inter-Regional Conference with the hope that ultimately the replace- 
ment cost coverage of both form 49D and form 49S could be made uniform. 

Mr. Peterson moved that the form as submitted be approved and be recom- 
meuded for adoption. The motion was seconded by Mr. Clark, and carried. Mr. 
Henne requested that he be recorded as not voting. 

Further discussion followed regarding the rules that are to be recommended 
for this form, or variations to fit conditions in each State. It was the con- 
sensus that the TV antenna exclusion should be added in those States were 
such exclusion had been filed and adopted for windstorm coverage and further 
that such exclusion should be extended to other States if and when the exclusion 
became effective. ‘here was some discussion as to the minimum premium 
provision of $50, the secretary reporting that objections to such special minimums 
had been expressed on previous occasions and pointing out that the require- 
ments for minimum premium may delay approval by some States and may cause 
disapproval in certain States. It was also pointed out that there is no minimum 
premium on dwelling broad form 49D as adopted in States in this territory. 
The consensus nevertheless prevailed that this minimum premium provision 
should be retained and recommended. 

The recommended rate and provisions for elimination of the deductible met 
with acceptance. The point was also brought out that there would be certain 
changes in the form necessitated by provisions of individual State laws and 
that these would be followed in accordance with the usual practices in con- 
nection with uniform forms. 

The rating recommendation of the Inter-Regional Insurance Conference was 
discussed, and the variation in “loads” now employed in connection with the 
SHO form were reviewed. The charge of .09 in addition to the regular fire and 
extended coverage rates, as recommended by the Inter-Regional Conference for 
uniform use countrywide was approved. After a review of the various proposed 
tules in connection with the writing of this form, motion was made by Mr. 
Peterson that the rules as recommended be approved. 

Motion seconded and carried. 

Mr. Henne requested that he be recorded as not voting either on the form 
or on the recommended rules in connection therewith. 

Mr. Ohlsen raised the question as to whether a conference with representatives 
of the local agents would be held to review this form in advance of its recom- 
mendation for adoption. The secretary agreed to discuss this with Mr. Ashton 
but it was believed from previous discussions that such a conference was not 
expected in connection with this form. 

The secretary reported that the new form 49D, dwelling building(s) and 
contents broad form, was now approved or in effect in all States in the Middle 
West with the exception of Missouri and the Mountain States. 


7. GRAIN PREMIUM ADJUSTMENT—RULES AND FORMS 


This subject involved a letter from Mr. Haerle, of Chas. W. Sexton & Co., 
of Minneapolis, requesting consideration be given to the rules covering grain in 
country elevators in view of competition from nonmember interests offering 
coverage with a deductible clause. Specifically this involved making grain in 
country elevators eligible to form 1 rules and privileges, which in effect would 
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allow certain discounts not presently available te the class. The discussion 
which followed pointed to the experience on the class which indicated that the 
rate level as developed under present schedules is proper. The committee dia 
not feel that any reduction in cost on grain in country elevators could be sub- 
stantiated at this time and this apparently was the primary objective of the 
letter inasmuch as the form used for writing grain, which provides premiym 
adjustment coverage on line elevators anywhere appears to be entirely gat. 
isfactory. 
8. HOUSING PROJECTS 


The secretary advised that this subject continues to be a problem in yiew 
of the insistence on the part of the Public Housing Authority in Washington that 
insurance bids on local housing projects be based upon use of an agreed-amount 
clause rather than a coinsurance clause. The secretary stated he was in receipt 
of a letter from Mr. VanVechten, a member of the Ohio Agents Association 
requesting that consideration be given to providing rules for use of this clause, 
claiming that agents then would be able to compete for this business. The 
secretary raised a question as to whether this of itself would secure the business, 
in view of the practice of awarding on competitive bid basis. The committee 
instructed the secretary to explore the subject further on the basis of a specia| 
schedule that would also permit use of an agreed-amount clause. It was under. 
stood that such schedule would have to extend to privately financed housing 
projects as well as to Federal projects. The secretary was instructed to bring 
back the results of such study at a later meeting. 


9. REPLACEMENT COST ENDORSEMENT——-SUPERIOR FORM 


It was reported that the Factory Insurance Association, in view of modifiea- 
tion in the practice of competing interests, was having some difficulty with the 
100-percent coinsurance requirement for replacement cost coverage and is re. 
questing consideration of a rule permitting 90-percent coinsurance requirement 
for such coverage. There was some expression that possibly provision will 
eventually have to be made to write this coverage under an agreed-amount 
clause but meanwhile it was the consensus that the secretary’s office should 
prepare revised rules for recommendation. 


10. REVIEW OF UNDERWRITING EXPERIENCE 


This subject was placed on the agenda as a result of a letter from Manager 
Beckwith of the Inter-Regional Insurance Conference. This letter was received 
as information only. 


11. ERRORS AND OMISSIONS FORM-—TRUSTEE INTEREST 


This subject concerned a request for consideration of a form of errors and 
omissions coverage somewhat broader than now provided in order to extend 
protection to fiduciary agents handling estates which involve personal property 
in addition to real property. At the present time errors and omissions coverage 
is limited only to real property. The secretary reported that this matter was 
coming up for consideration in the early future at a meeting of the advisory 
committee of the Inter-Regional Insurance Conference but in the discussion 
the committee expressed opposition to extension of this coverage to personal 
property, feeling that it would be virtually impossible to underwrite such 
coverage on a uniform basis. 


12. INTEREST OF BENEFICIARY COMPANIES 


Mr. Leonard Peterson raised the question as to whether or not it would be 
feasible to obtain a release or work out a hold-harmless agreement with the 
various companies having a beneficial interest in the analytic system, with the 
idea that the trustees could then be relieved of their responsibility and the 
property rights turned over to the Western Actuarial Bureau. It was recom- 
mended that counsel give study to the preparation of such an agreement and 
the matter be brought before the committee at a later date. 

There being no further business to come before the meeting, the meeting was 
declared adjourned. 


K. H. Parker, Secretary. 
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Minutes OF MEETING OF THE EXECUTIVE COMMITTEE OF THE WESTERN ACTUARIAL 
BUREAU HELD WEDNESDAY, FEBRUARY 2, 1955, UNION LEAGUE CLUB, CHICAGO 


present : Messrs. Beebe, Barr, Clark, Forkel, Henne, Nordeng, Ohlsen, Leonard 
peterson, Pickens, Sanborn, and Clarke Smith; Parker and Snediker. 


1. MINUTES OF LAST MEETING 


The chairman inquired as to the wishes of the committee with respect to the 
reading of the minutes of the last meeting held November 23 and after a brief 
discussion, it was moved, seconded, and carried that the reading of the minutes 
be dispensed with. 

2. GRAIN RISKS 


The chairman referred to the meeting held in New York in the early part of 
January and attended by some 18 or 14 of the principal grain-writing companies 
for the purpose of discussing what measures might be suitable at this time in 
order to meet existing competition in the grain class in view of considerable 
pressure from certain brokers handling some of the larger lines. The chair- 
yan stated that the meeting was entirely informal and was simply for the 
purpose of attempting to arrive at some consensus which would be of guidance in 
further consideration by this committee and possibly other interested organiza- 
tions. The Secretary then outlined the consensus of the companies attending 
that meeting which was essentially that the time was not appropriate nor would 
experience warrant the extension of the form 1 treatment to grain elevators but 
that the sentiment was apparently unanimous for the extension of term treat- 
ment to the entire grain class including both specific and reporting insurance 
which would contemplate the regular term multiple for specific insurance but 
the 2.7 multiple for grain written under the premium adjustment contract. The 
further opinion was expressed at the New York meeting that the milling classes, 
including flour and cereal mills, etc., could well be granted form 1 treatment at 
this time as well as being made eligible to form A. It was also believed that the 
special 5-percent credit for the 100-percent coinsurance clause for full insur- 
ance to value should be allowed at this time on the entire grain class. The 
chairman commented that since the New York meeting that the brokers have 
made the statement that the changes proposed at the New York meeting would 
do very little good in meeting present competition and the further opinion was 
expressed by the brokers that a good many accounts may not avail themselves 
of the term privilege because of the large cash outlay required. It was also 
stated that since the New York meeting in the early part of January, another 
meeting had been held in New York for the discussion of this problem, attended 
chiefly by the research committees of the several organizations interested in this 
roblem. 

. After discussion, Mr. Peterson moved that the committee approve extension of 
term treatment as indicated above, together with the 5-percent credit for the 
grain class. Upon further discussion, it was brought out that even though the 
experience on country elevators is not favorable, it would be out of the question 
to recommend an increase in annual rates at this time merely for the purpose 
of allowing term treatment, and that one of the chief reasons for favoring term 
treatment at this time would be to meet he charge of agents that presently the 
business is inconsistent in withholding the term privilege on the grain class while 
extending it to every other class. The motion, having been previously seconded, 
was then carried. 

The proposed extension of form 1 and form A treatment to the milling end 
of the business was then discussed, and while it appeared that the majority would 
favor such a change if and when recommended for countrywide or general adop- 
tion by the service offices for reporting form business, it was considered advisable 


to defer action on this subject until such time as such a recommendation might 
be forthcoming. 


3. BROAD DWELLING FORMS—RECOMMENDATION OF INTER-REGIONAL 
INSURANCE CONFERENCE 


The chairman stated that the recommended revisions of the specified peril and 
all-physical-loss dwelling forms sent out earlier this year by the Inter-Regional 
Insurance Conference, together with additional changes as developed by a com- 
mittee of the Eastern Underwriters Association, had been studied and reviewed 
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by the small committee of the managing committees which had been previong 
handling the development and details of the broad dwelling forms. The Secretary 
then stated that it had been the feeling of the small committee that the easterp 
committee had done an excellent job and that the small committee here was of 
the opinion that the EUA proposals could be followed quite closely as to wording 
and general arrangement and as to principles, but it was recognized that some 
variations would be necessary because of local rules and practices. 

Particular attention was given to the proposed exclusion of wind and hail cover. 
age on trees, plants, shrubs, and lawns under the recommended forms and the 
contemplation that provision would be made to purchase this coverage by sepa- 
rate item and at an appropriate rate. A motion was thereupon made that the 
EUA form proposals be approved in principle and subject to such changes ag may 
be necessary to conform with local rules and filings. Motion was seconded and 
carried. 

The secretary stated that the Inter-Regional Insurance Conference had pro. 
posed the elimination of the present $50 minimum premium for waiving the $50 
deductible clause under the all-physical-loss form and that sentiment in the 
Middle West appeared to strongly support such a move. He also stated that the 
EUA was currently proposing to keep this minimum, but to eliminate the present 
$50 basic minimum under the all-physical-loss form and establish instead a $15 
minimum premium which would also apply to the specified peril form. After 
considerable discussion, a motion was made that the recommendations of the 
Inter-Regional Insurance Conference as to minimum premiums be approved. The 
motion was seconded and carried. 


4. COMPREHENSIVE DWELLING POLICY, BROAD FORM 


The secretary stated that the Interbureau Insurance Advisory Group had 
developed an additional dwelling form to be generally known as the broad form 
and which would correspond very closely with the present specified peril dwell- 
ing form currently used in the Widdle West. He further indicated that the inter. 
bureau office had requested the assistance of the Western Actuarial Bureau in 
working out the details of this form and that the interbureau was now begin- 
ning to recommend to the bureaus the adoption of this form in the Middle West. 
The secretary indicated that he felt this change should have the approval of the 
committee whereupon a motion was made approving such action, seconded, and 
carried. 

5. INDIANA AUDIT BUREAU 


The secretary reported that in accordance with the understanding at the last 
meeting of the committee he had recently visited the Indiana Audit Bureau in 
company with Mr. R. K. Phelps and had discussed the proposed consolidation of 
the audit and rating bureau with Manager Ward who was quite agreeable to 
continuing on in order to facilitate such a merger and that the secretary had 
ascertained that a date of March 1 would seem to be desirable. The secretary 
advised that this proposal had been approved by the chairman and vice chair- 
man but requested approval by a formal motion for the record. Such a motion 
was made, seconded, and carried. 


6. ATTORNEY’S BILL 


The secretary stated that this involved a bill from the firm of McKinney, 
Carlson, Barnes, and Smalley in the amount of — for services rendered largely 
in connection with the matter of the Allstate Insurance Co., consisting of re 
search and preparation work in anticipation of possible contesting of the filings 
of the Allstate Insurance Co. in the several Middle Western States which also 
involved a trip to New York and conference work there. The secretary further 
advised that the bill had already been approved for payment by the finance 
committee but requested a formal motion signifying approval of the entire 
committee. Such a motion was made, seconded, and carried. 


7. WESTERN ACTUARIAL BUREAU INCOME TAX EXEMPTION 


The secretary reported that in connection with the reorganization of the 
Western Actuarial Bureau it is necessary to comply with certain requirements 
of the Internal Revenue Code as indicated in letter from the Deputy Commis 
sioner of Internal Revenue, Washington, D.C., dated November 16, 1938, and in 
connection therewith it is deemed advisable to file a revised power of attorney 
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in order to enable our counsel, Thomas Watters, Jr., to take necessary steps to 
effect such compliance. 
After discussion the following resolution was offered and unanimously 


ed: 
hezoived, That K. H. Parker, as manager of the Western Actuarial Bureau 
pe and he is hereby authorized and directed to issue power of attorney to Thomas 
Watters, Jr., Abner H. Ferguson, and Geoffrey E. R. Davey, in the following 


Know all men by these presents, that Western Actuarial Bureau, a voluntary 
unincorporated association, of 222 West Adams Street, Chicago, Ill., does by 
these presents hereby make, constitute and appoint Thomas Watters, Jr., Abner 
H. Ferguson, and Geoffrey E. R. Davey, its true and lawful attorneys to appear 
for it and represent it before the Treasury Department in connection with all 
matters relating to its Federal income taxes and the continuance of its tax- 
exempt status, with full power of substitution and revocation, giving its said 
attorneys full power to do everything whatsoever requisite and necessary to be 
done in the premises, and to receive refund checks, execute waivers of the statute 
of limitations, and to execute closing agreements, as fully as the undersigned 
might do if done in its own capacity, at any time subsequent to the date hereof 
and prior to the revocation hereof. 

“Jt is requested that all communications regarding any matter in which the 
said attorneys are hereby authorized to act, be addressed to Watters and Dono- 
yan, 161 William Street, New York, N.Y. 

“Western Actuarial Bureau has not entered into a contingent or partially 
contingent fee agreement with the above-mentioned attorneys in connection with 
the matters for which this power of attorney is granted. 

“In witness whereof, Western Actuarial Bureau has caused this instrument 
to be signed by its manager this --__--__ GOT 08 sce dawccsus , 1955. 


WESTERN ACTUARIAL BUREAU, 


“State of Illinois 
“County of Cook, 88. 


“On this ....._ ee , 10GG,. hefoere me: CAING: <5 55 neues ede , to 
me known, who being duly sworn, did depose and say that he is the manager of 
Western Actuarial Bureau, of 222 West Adams Street, Chicago, IIl., the associ- 
ation described in and which executed the above instrument; and that he signed 
his name to said instrument pursuant to the power vested in him by resolution 
of executive committee of said association. 


ee ee ee : 


Notary Public. 

“Further resolved, That all documents and powers of attorney heretofore 
executed by the Western Actuarial Bureau to the said Thomas Watters, Jr., be 
and the same are hereby ratified and confirmed.” 

P. S. Beebe, being duly sworn, say that he is chairman of the Western Actu- 
arial Bureau, with offices at 222 West Adams Street, Chicago, Ill., and that the 
above and foregoing is a true and exact copy of the minutes of the meeting held 
by the executive Committee on February 2, 1955, at Chicago, and that the resolu- 
tion here shown is a true and exact copy of the resolution adopted and unani- 
mously passed at said meeting. 


Chairman. 
Subscribed and sworn to before me this 


ee we wo we ee : 


Notary Public. 
8. ANNUAL MEETING 


The secretary indicated that in view of the forthcoming annual meeting of the 
Western Actuarial Bureau it would be necessary for the chairman to appoint a 
nominating committee 60 days in advance of the meeting and that consequently 
the selection of a date at this time was important. While there had been some 
feeling that it might be undesirable in certain respects to attempt to have the 
meeting correspond with the meeting of the Western Underwriters Association 
at White Sulphur Springs, on further discussion it developed that there was a 
strong sentiment for the meeting to be held at that time since the large majority 
of persons who would attend the meeting of the Western Actuarial Bureau would 
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also be present at the Western Underwriters Association meeting and that this 
would thereby avoid the necessity of many people having to make a Separate 
trip to Chicago in the event the meeting were to be held there. It was finally 
moved that the first annual meeting of the Western Actuarial Bureau should be 
held on one of the days most appropriate during the Western Underwriters As. 
sociation meeting at White Sulphur Springs in April. This motion was secondeg 
and approved. 

The chairman thereupon nominated Mr. Henne as chairman together with 
Messrs. Barr and Clarke Smith as a nominating committee for the homination 
of the four members who will retire from the executive committee of the Westerp 
Actuarial Bureau in April of this year. 


9. BUREAU ASSESSMENTS, MULTIPLE PERIL POLICIES 


The secretary stated that he felt it advisable to merely pose this subject at 
the present time, not with the thought that it would be practical to reach any 
conciusion at this meeting but in order that the members would be giving thought 
to some possible solution to this troublesome problem of attempting to develop 
some reasonable method whereby the fire insurance rating organizations coulq 
assess Inland Marine writings and other types of coverage such as perhaps the 
MPIRO policy where the fire or fire and extended coverage rates of the bureangs 
are employed as a basis for development of the total rates used under gneh 
coverages. There was some discussion as to the propriety of submitting this 
question ot the Inter-Region Insurance Conference in view of the fact that it wag 
not limited to the Middle West but would exist in all sections of the country but 
it was finally believed that it might be preferable first for a subcommittee of the 
executive committee to study the problem and attempt to develop some recom. 
mendation which could then be submited to the Inter-Regional Insurance Con- 
ference or other body. A motion was made to this effect, seconded, and carried, 
following which the chairman announced that the appointment of such commit- 
tee would be made later. 


10. EXTENDED COVERAGE RATES, DIFFERENTIAL BETWEEN BUILDING AND CONTENTS 


Under the heading of “New business,” Mr. Nordeng stated that the East hag 
been giving a great deal of study to the feasibility of introducing a differential 
between building and contents rates applicable to the extended coverage endorse 
ment. It was fully realized that there has been rather strong opposition ex- 
pressed particularly in certain agency quarters to the use of an extended cover- 
age rate on contents as high as that applicable to the building and the belief 
that a much greater volume of business might be sold if contents rates were 
materially reduced. 

The secretary advised that the State of Wisconsin was now calling for a sep- 
aration of building and contents experience under the extended coverage endorse- 
ment and that we have been getting into the problem in those Middle Western 
States which have a windstorm deductible since in that case the rate for full 
coverage on buildings is greater than that applying to contents because the de- 
ductible is not applicable to contents items. The secretary also pointed out that 
in most States if not all a reduction in contents rates would almost invariably 
necessitate an increase in building rates, in some cases such increase being very 
material. He stated that in Cook County, for example, the contents rates would 
have to be reduced to the point where the business might appear extremely un- 
desirable. 

Mr. Leonard Peterson stated that any study or investigation of this problem 
would certainly require adequate statistics showing a breakdown between build- 
ing and contents and advised that this matter had come before the actuarial 
committee of the national board previously who had voted against it in view of 
the fact that it would require considerabie additional burden in the keeping of 
statistics. Upon further discussion, however, it was felt that if the idea bas 
merit, the keeping of additional statistics should be regarded as secondary, and 
that if this committee would recommend to the national board that such a 
breakdown should be introduced, it could be reconsidered and Mr. Peterson ex- 
pressed the thought that he would support such a move as a member of the 
actuarial committee. 

It was finally moved, seconded, and carried that the secretary be requested to 
draft an appropriate letter to the national board recommending that they recon- 
sider their previous action and give serious thought to this problem. 
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11. ADJOURNMENT 


There being no further business to come before the meeting, the meeting was 
declared adjourned upon motion duly made, seconded and carried. 


K. H. Parker, Secretary. 


Minutes OF MEETING OF THE EXECUTIVE COMMITTEE OF THE WESTERN ACTUARIAL 
Bureau Hetp TUESDAY, APRIL 5, 1955, GREENBRIER HoTeL, WHITE SULPHUR 
Sprines, W. Va. 


Present: Messrs. Beebe, Clark, Forkel, Henne, Ohlsen, Leonard Peterson, and 
Pickens; Messrs. Rush Carter, John McFarland, and W. L. Nolen were invited 
to attend as guests. Also present: Messrs. Parker and Snediker 


1. MINUTES OF LAST MEETING 


The chairman stated that inasmuch as this was a special meeting of emergency 
nature, there Was no necessity for a reading of the minutes of the previous 
meeting. 


9. RECOMMENDATION OF INTER-REGIONAL INSURANCE CONFERENCE ON HOMEOWNERS’ 
POLICIES A, B, AND C 


The Secretary explained that on Friday of the preceding week he had received 
from the Inter-Regional Insurance Conference a recommendation that the fire 
rating organizations throughout the country undertake to file homeowners’ poli- 
cies as Currently issued by the Multiple-Peril Insurance Rating Organization for 
those members and subscribers to the fire rating bureaus who presently do not 
have such filings made for them by other rating organizations and who are 
desirous of having these filings available in their behalf. This contemplated 
that concurrent filings would also be made by the casualty and inland marine 
rating bureaus. 

The chairman stated that this recommendation had been under intensive study 
by the executive committee of the Inter-Regional Insurance Conference and that 
while there were some complications, these had apparently been worked out. 
However, it was necessary and advisable for the executive committee of the 
Western Actuarial Bureau to consider the problem and pass on the question. It 
was explained that the necessary rate manuals and endorsements were to be 
made available to the companies at cost but, of course, it was understood that 
the preparation of the policies themselves was to be an individual company 
matter. 

The secretary explained that the executive committee of the Multiple-Peril 
Insurance Rating Organization had agreed to release the necessary material and 
information, having previously supplied this information to the Transportation 
Insurance Rating Bureau who had already made filings for their members 
comparable to the filing originally made by the Multiple-Peril Insurance Rating 
Organization. 

It was realized that the fire rating bureaus in making a filing of this material 
at the present time and because of the urgency in making the information avail- 
able at the earliest possible moment would not have an opportunity to study in 
detail the various policies, rules, and rating treatment and that perhaps this was 
unnecessary in their submission of such a filing in view of the fact that it was 
understood the bureaus would proceed only in those States where the filing of 
the homeowners’ policies had already been accomplished. As a practical matter, 
this would probably mean immediately in those States where policies A, B, and 
C have already been approved. This was partly due to the fact that the C poliey 
seemed to be the one in greatest demand and the one which in effect places those 
companies which are not in a position to write this policy at the greatest 
competitive disadvantage. 

It was realized that the problem of distribution and statistical handling would 
no doubt present quite a problem but that these were matters which would have 
tobe worked out in the best manner possible. 

The secretary pointed out that the problem of auditing would also no doubt be 
quite important and that he had understood at the outset no auditing of the 
homeowners’ policies was contemplated in the recommendation of the Inter- 
Regional Insurance Conference. While some of the insurance departments 
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might require auditing by the bureaus, it would present a rather unusual sityg. 
tion as long as the homeowners’ policies currently written under filings of Other 
organizations have not been audited. 

After considerable discussion, it was moved and seconded that the recommen. 
dation of the Inter-Regional Insurance Conference should be approved and that 
the necessary recommendations be sent bureaus to make the filings for thoge 
companies not presently having such filings in those States where the filings had 
already been made by the Multiple-Peril Insurance Rating Organization or Other 
rating organization. It was understood that the filing would be principally for 
companies who were members of the Interbureau Insurance Advisory Group but 
also any other companies who would specifically request such filings in their 
behalf. The motion was adopted by unanimous vote. 


3. ADJOURNMENT 


There being no further business to discuss, the meeting was declared adjourned 
upon motion duly made, seconded, and carried. 
K. H. Parker, Seeretary, 





MINUTES OF MEETING OF THE EXECUTIVE COMMITTEE OF THE WESTERN ACTUARIAL 
Bureau Hep FRIDAY, JUNE 3, 1955, UNION LEAGUE CLUB, CHICAGO 


Present: Messrs. Beebe, Barr, Carter, McFarland, Nolen, Nordeng, Leonard 
Peterson, M. E. Peterson, and Sanborn; Parker and Snediker. 


1. MINUTES OF LAST MEETING 


The chairman inquired as to the pleasure of the committee in regard to the 
minutes of the previous meeting and upon motion duly seconded and carried, 
the reading was dispensed with. 


2. REPORT OF ELECTION OF MEMBERS OF EXECUTIVE COM MITTEE 


The secretary reported that of the 62 company groups comprising the member- 
ship of the Western Actuarial Bureau, 34 had representation at the annual 
meeting at White Sulphur Springs in April of this year and that no other nom- 
inations having been received, Messrs. Rush W. Carter, Charles E. Dox, John 
G. McFarland and W. L. Nolen were duly elected by unanimous vote of those 
present. 

3. ELECTION OF CHAIRMAN AND VICE CHAIRMAN 


The chairman stated that motions would be in order for election of chairman 
and vice chairman whereupon Mr. Leonard Peterson moved the nomination of 
Mr. Beebe as chairman, which motion was seconded and carried. Mr. Charles 
W. Ohlsen was nominated vice chairman by motion duly seconded and carried. 


4. ASSESSMENT RATE FOR WESTERN ACTUARIAL BUREAU SERVICES—1955 


The secretary reported that the chairman and vice chairman had approved 
a reduction in the rate of assessment from 0.0006 to 0.00058 applying to those 
bureaus having both inspection and audit service; and a reduction from 0.0005 
to 0.00048 applying to the Cook County, Missouri and Mountain States Inspec- 
tion Bureaus with no change applying in the rate of 0.0001 to the Missouri Audit 
Bureau. He also stated that as a result of negotiations with the Arkansas In- 
spection and Rating Bureau, their payment for services of the Western Acturial 
Bureau, which has always been on a flat basis of $3,000, was increased to $5,000 
following action taken by the board of governors of the Arkansas Bureau. 

The chairman then asked for a motion to approve this action which motion 
was made, seconded and carried. 

The secretary also reported that the audit of the Western Actuarial Bureau 
for the year 1954 had been reviewed by the finance committee. 


5. NET RECEIPTS TAXES—COOK COUNTY 


The secretary reported for the information of the committee that counsel 
handling the Cook County net receipts taxes had made an investigation of the 
assessment procedures in connection with the 1955 taxes payable 1956. Theit 
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investigation was directed chiefly at the method of procedure for returning cash 
which included information from Mr. Battle, chief of the personal property 
division, that the same percentage of net receipts will be applied as used in prior 
years and that apparently no changes in assessment procedures will occur. 


6. EXTENDED COVERAGE 


(a) Differential in Building versus Contents Rates—Dwellings: The secre- 
tary referred to the discussion of this subject at the last regular meeting of the 
committee, following which it was understood that he would write the national 
poard regarding the setting up of some segregation of experience on extended 
coverage as between buildings and contents of the dwelling class. The secretary 
stated that the Western Actuarial Bureau had then received from the Inter- 
Regional Insurance Conference a recommendation outlining a suggested coding 
procedure for this purpose and which was now being put into effect. There 
was a general discussion of the problem, bringing out that if such a differential 
is introduced for the dwelling class, it is only reasonable to assume that the 
same procedure would likely have to be followed for mercantile and other classes 
and the secretary emphasized that as a practical matter it seemed certain that 
in most States if this were done, meaning lower contents rates, that building rates 
would have to be increased. The situation was also discussed as between those 
States currently having a windstorm deductible and those without. In effect, 
where a windstorm deductible is now in effect and applies only to building in- 
surance, there is actually a differential in rate since the full cover rate on build- 
ings is the rate without deductible whereas the full cover rate on contents is the 
same as the building rate with deductible. It was also brought out that in the 
mountain field a reduction in the contents rates has been advocated, arguing that 
there are many separate contents policies written for fire only. 

The consensus definitely favored withholding any recommendation along this 
line until such time as there is at least some reasonable statistical information, 
except possibly in those cases where the introduction of a windstorm deductible 
clause may be under consideration. 

(b) Windstorm and hail deductible—all States (mandatory or optional) : 
The secretary referred to the recommendation of the Inter-Regional Insurance 
Conference advocating the introduction of a mandatory windstorm deductible 
clause, and where not possible, the introduction of the deductible clause on an 
optional basis. The secretary had previously advised the Inter-Regional In- 
surance Conference as to the status of the deductible clauses in the Middle West 
on an optional basis and read an excerpt from the annual report of the bureau 
regarding the situation in the States in the Middle West east of the Mississippi 
River in contrast with those west of the river. He pointed out that this clearly 
indicated that no State east of the Mississippi River presently warrants an 
increase in extended coverage rates, at least if a 10-year period is taken as a 
base. He further stated that in the several States where a deductible clause is 
now in effect it is seldom used, the full coverage being sold almost entirely. 
The secretary further advised that as a result of discussions and negotiations 
the bureaus have had in the Middle West with the various insurance depart- 
ments, it was very plain that a mandatory clause was not feasible at the pres- 
ent time but that it would no doubt be practical to extend the present optional 
deductible clause, at least in those States west of the river. He did not feel that 
this program would be successful or practical east of the river until such time 
as the experience might indicate the necessity for increased rates. 

There was a great deal of discussion on the general problem with the con- 
sensus definitely favoring every attempt to introduce the optional deductible 
clause in as many States as possible and it was understood that this program 
would be followed by the secretary’s office. 

(ec) Coverage on cloth awnings and metal smokestacks (when insurance is 
equal to 80 percent of value): The secretary reminded the committee of the 
discussion at the last meeting of the midwest conference committee at which 
time several agents advocated that where forms now provide windstorm cover- 
age on awnings and metal smokestacks provided the 80 percent or higher co- 
insurance clause applies, they be revised to grant such coverage whether or 
not the coinsurance clause is actually attached to the policy as long as the 
amount of insurance carried at the time of the loss was equal to or greater than 
the 80 percent coinsurance clause requirement. It was further pointed out 
that one of the reasons for this request was that according to the agents many 
Policyholders have an aversion to the coinsurance clause, and even though carry- 
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ing a relatively high amount of insurance, will pay the gross rate rather than 
subject themselves to the possible penalties under the coinsurance clause, Dis. 
cussion indicated no sentiment in favor of this change, but rather it was the 
feeling that it might create a dangerous precedent and would add to the logs 
cost by requiring a determination of the insurable value whereas presently this 
would only be necessary where the coinsurance clause was actually carried. It 
was moved, seconded, and carried that no change be recommended in this 
respect. 

(d@) Recommended changes in countrywide form: The secretary stated that 
the Inter-Regional Insurance Conference had recommended a number of changes 
in the extended coverage endorsement following study and review by the aq. 
visory committee of that organization during the past year. He stated that 
there were four principal Changes which could be summarized as follows: 

1. The word “water” where now appearing in the windstorm exclusions jp 
the phrase reading “by water, rain, snow, sand or dust” had been deleted prin. 
cipally because of experience gained during the hurricanes in the east and jp 
order to clearly exclude wave-wash losses. 

2. Under the explosion section, coverage would now be picked up for loss due 
to the explosion of steam boilers located within the described building, provyiq. 
ing they are not owned or operated by the insured. 

3. Under the explosion section, the explosion of machinery rotating at slow 
speeds such as paper rolls would now be covered since rotating parts of machin. 
ery are excluded only when caused by centrifugal force. 

4. Under the explosion section, the form has been clarified to exclude loss of 
the type caused by the operation of jet planes going through the sound barrier 
by stating that “concussion unless caused by explosion” is not an explosion 
within the intent or meaning of these provisions. 

Following discussion of each of these changes, it was moved, seconded, and 
carried that they be recommended for adoption. 


7. SUBCOMMITTEE ON BUREAU SERVICE CHARGES 


The chairman stated that as a result of the discussion of this subject at the 
last meeting when it was decided to set up a subcommittee to handle this prob- 
lem, he had appointed Mr. Rush Carter to act as chairman with Messrs. Barr, 
Leonard Peterson, and Sanborn to serve on such a committee. The chairman 
advised that an attempt would be made to hold a meeting of this committee in 
the near future, probably the last week in June preceding the meeting of the 
midwest conference committee. 


8. BUREAU INSURANCE PROGRAM 


The secretary stated that Mr. Ohlsen had selected Marsh and McLennan as 
counselor or broker to secure proposals from various companies following out 
the recommendation of the American Insurance Association as a guide in de 
velping a satisfactory program for bureau insurance including life, basic hos 
pital, and major medical coverages. The secretary stated that one of the 
principal problems was that the present group life plans of the bureaus are 
with several different companies with the result that many or most of them now 
have substantial benefits accumulated and which they would stand to lose if it 
became necessary that they change carriers at this time. He stated that this 
had been given careful consideration and as a result proposals had been re 
quested contemplating that at least the basic layer of noncontributing insur 
ance would be left with present carriers and also stated that consideration had 
been given to the possibility that the bureaus could maintain their entire pres- 
ent group life program intact and then employ the same carrier for all bureaus 
for that additional amount of insurance to which they would now become 
eligible under the broader plan. He also stated that proposals were requested 
contemplating that the bureaus would keep their present basic hospital plan, a 
number of which are in the Blue Cross but others using private carriers. He 
stated that recently he had an opportunity to discuss the entire program in gen- 
eral with Messrs. Herd and Erskine who were of the opinion that the develop 
ment of the program was proceeding within the framework of the recommenda- 
tion of the American Insurance Association. 

He stated that four proposals had been received from five companies ap. 
proached, the Aetna Casualty not submitting any figures since they took the 
position that it would not be desirable to divide the basic and the major medical 
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coverage. He further stated that he had outlined at the recent meeting of the 
pureau managers’ conference the general proposal and that the managers were 
deeply appreciative of the intended enlargement of the present program. 

The secretary requested approval of the committee to delegate to the finance 
committee the power to approve the plan for recommendation when finally 
crystallized. Mr. Nordeng commented that the Travelers and the Aetna Life 
were the only two large life insurance companies with fire affiliates who sub- 
scribe to and support the fire rating bureaus and that these two companies are 
now used by eastern rating organizations to provide their insurance needs. The 
secretary stated that it would be advisable to avoid delaying any final action 
until the next meeting of this committee which might not be until fall and that it 
would be advisable to be in a position to move as quickly as possible once final 
details are submitted. There was further discussion as to the carriers which 
might be justified in participating in this program and a motion was made to 
empower the finance committee to approve final recommendation of the bureau 
insurance program, giving all possible preference to companies who subscribe to 
the service of the bureaus. This was seconded and carried. 


9. DWELLING FORMS 


(a) Extension of contents item of broad form No. 49D to household contents 
in apartment buildings: The secretary advised that a recommendation had been 
received from the Inter-Regional Insurance Conference to extend the use of the 
proad dwelling building and contents form to household contents in private 
dwellings or private living quarters in buildings occupied exclusively as apart- 
ments or for residential purposes. It was stated that the secretary’s office in 
studying this problem was somewhat fearful of a proposal that a form which 
contained a building item of a broad nature apply to contents only because of the 
probability that sooner or later agents would use the form for the building 
also and further stated that the only method of overcoming this would appar- 
ently be to develop a new form comparable to 49D in the Middle West but 
applicable only to contents in apartment buildings or to contents in risks pres- 
ently eligible to form 49D. ‘The secretary also stated that there was some doubt 
as to the load contemplated for such coverage but Mr. Leonard Peterson, speak- 
ing for the Inter-Regional Insurance Conference, stated definitely that the same 
load was intended as that now presently applying in a typical one- or two-family 
dwelling. 

After discussion it was moved, seconded, and carried that this extension of 
form No. 49D should be so recommended with a preference that no new form 
be developed although leaving the matter in the final analysis to the staff of the 
secretary's office. 

(b) Revision of 10 percent extension to provide additional amounts of insur- 
ance (form Nos. 49, 49D, and 49S): This recommendation emanating from the 
Inter-Regional Insurance Conference provided that all of the various extension 
clauses in these forms be revised to provide additional amounts of insurance 
over and above that now applying to each amount under the respective items. 
This would apply to forms Nos. 49, 98, 49D, and 49S in the Middle West. 

Discussion brought out that while this was a novel concept in the fire field, 
it was being effectuated by certain competing interests and also was a feature 
of the homeowners’ policies, but it was not felt that it necessarily be made 
immediately or urgently but could be held awaiting a revision of the forms 
affected. The consensus favored the change and it was moved, seconded, and 
carried that it be approved for recommendation. 

(c) Revision of item 2 of dwelling form No. 49: The recommendation also 
contemplated that the phrase currently reading “and insured thereby” be deleted 
from the 10 percent extension on off-premises coverage under item 2, thus in 
effect covering property of the insured at other locations and whether or not 
it had even been originally on the described premises. There had been some 
feeling that forms were being interpreted in this fashion currently and it was 
moved, seconded, and carried that the change be recommended on reprint. This 
would also apply to forms Nos. 49D and 98. 


10, ADDITIONAL EXTENDED COVERAGE ENDORSEMENT—EXTENSION TO HOUSEHOLD 
CONTENTS IN APARTMENT BUILDINGS 


The secretary stated that the recommendation for extending form No. 49D to 
household contents in apartment buildings would apply equally to the additional 
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extended coverage indorsement as per the change suggested by the Inter. 
Regional Insurance Conference. It was moved, seconded, and carried that this 
proposal be approved for recommendation. 


11, DOCUMENTS PREPARED BY COUNSEL FOR TRANSFERAL OF ANALYTIC SYSTEM 19 
WESTERN ACTUARIAL BUREAU 


The secretary stated that he had just recently received from Counsel Barnes 
the draft of the documents prepared for the purpose of transferring the beneficial 
interest of owner companies in the analytic system from the trustees to the 
Western Actuarial Isureau and which was more or less in the nature of a hold. 
harmless agreement. Various phases of this problem were discussed, including 
the possibility that one or more compuanies might not be willing to sign the 
agreement and after conclusion of the discussion it was moved and seconded 
to approve the recommended action of submitting this document to the beneficia] 
owners for signature. Motion carried. 


12. REPLACEMENT COST ENDORSEMENT—PETROLEUM PROPERTIES AND NATURAL GAS 
PUMPING STATIONS (PUBLIC UTILITY) 


The committee was advised that the Oil Insurance Association has been giving 
consideration to the writing of replacement cost insurance on a more liberal 
basis, principally for oil refineries and natural gas pumping stations. Their 
executive committee favors a filing which would permit writing coverage op 
the basis of replacement cost subject to 90 percent or higher coinsurance and to 
apply to all property except stock. Since the forms used by the Oil Insurance 
Association are generally written blanket on all real and personal property 
except stock which would be a separate item in the same form, the attachment 
of the replacement cost endorsement would be limited to item 1 but this would 
actually embrace certain property which is not real property or does not repre- 
sent building values. In other words, there would be some contents values 
other than stock and consequently this would be a broader application of the 
replacement cost coverage than for general business. 

The secretary advised further that his office was still studying the problem 
in conjunction with the Oil Insurance Association but anticipating an early 
agreement as to the details of the problem, he felt it advisable to have a motion 
approving this action in principle. It was moved, seconded and carried that 
this special filing for the writing of replacement cost insurance on petroleum 
properties and public utility natural gas pumping stations be approved for 
recommendation. 

13. BUSINESS INTERRUPTION INSURANCE 


(a) Minimum rates: The secretary reported that in filing certain business 
interruption changes in the Middle West, the Wisconsin insurance department 
had criticized the fact that the present minimum rates for business interruption 
insurance are in excess of the .03 minimum for fire property damage insurance 
and that one or two companies had previously expressed a similar sentiment. 
The matter was referred to a representative group of business interruption 
underwriters in the Middle West who shared the opinion of the secretary’s office 
that the minimum rate could well be reduced to 0.03 for all business interruption 
forms except item II of the two-item contribution form which, following out the 
usual relationship of item II to item I, would be 150 percent or 0.045 with the 
understanding that this would also apply to rent insurance and other time 
element coverages except the new no coinsurance earnings form which carries 
its own minimum rate of 0.10. There was no disagreement with the views 
expressed and consequently it was moved, seconded and carried that such 
changes in the minimum rates be approved for recommendation. 

(b) Charge for metal smokestacks: The secretary reported that the charge 
of 0.035 which is added to the business interruption rate when the form is en- 
dorsed to include loss resulting from damage to metal smokestacks had been 
criticized by one of the leading brokerage firms as being excessive in the light 
of present-day conditions. He stated that this also was referred to a group of 
business interruption underwriters who were unanimously of the opinion that 
this charge could be reduced possibly to 0.02. Upon discussion, it appeared 
that the committee felt that this would be too drastic a reduction and that 
actually there is a rather severe potential hazard when a metal smokestack is 
demolished in many plants and because of adverse selection these plants would 
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be highly susceptible to such interruption. It was finally moved, seconded, and 
carried that the present recommended charge of 0.035 be reduced to 0.03. 

(c) Business interruption forms: The secretary advised that the manufac- 

gross earnings form had been susceptible to the interpretation in some 

yarters that it would pay for loss of production rather than actual loss sustained, 
which question has arisen down through the years in connection with the two 
item contribution form as well, but more particularly, the gross earnings form. 
A study has been underway for the past year or two in an effort to clarify the 
form to make it perfectly clear that the insured will be expected to utilize any 
raw stock or finished stock whether on the described premises or elsewhere and 
also any other property if it is possible for him to keep up his sales and con- 
sequently reduce or eliminate any loss. The Interregional Time Element Com- 
mittee has finally developed such a wording, which has now been recommended 
by the Inter-Regional Insurance Conference for countrywide adoption, which is 
essentially a rearrangement of phraseology in the second paragraph of the 
manufacturing gross earnings form and a transposition of the resumption of 
operations clause to appear as the third paragraph of that form with a restate- 
ment of this paragraph in order to make it perfectly clear as to what will be 
expected of the insured in utilizing any property available for reduction or 
elimination of loss. Corresponding changes would be carried through to the 
three other business interruption forms as pertinent. 

It was moved, seconded and carried that these changes be approved for recom- 
mendation. 

14. ADJOURNMENT 


There being no further business to come before the committee, the chairman 
declared the meeting adjourned upon motion, duly seconded and carried. 


K. H. ParKker, Secretary. 


MINUTES OF THE EXECUTIVE COMMITTEE OF THE WESTERN ACTUARIAL BUREAU 
Hetp DECEMBER 6, 1955, AT THE UNDERWRITERS SALVAGE Co. 


Present: Messrs. Barr, Beebe (chairman), Carter, Dox, McFarland, Nolen, 
Nordeng, Ohlsen, L. Peterson, M. E. Peterson, Sanborn, Parker, and Hommes. 


1. MINUTES OF PREVIOUS MEETING 


On motion duly seconded and carried the reading of the minutes of the pre- 
ceding meeting was dispensed with. 


2. APPLICATION FOR MEMBERSHIP—STANDARD ACCIDENT INSURANCE CO. 


The secretary stated that a letter of application for membership in the West- 
ern Actuarial Bureau had been received from the Standard Accident Insurance 
Co. of Detroit. It was pointed out that the Standard Accident was now enter- 
ing the fire business and that its affiliate, the Planet Insurance Co. of Detroit, 
was already a member. On motion duly seconded and carried this application 
for membership was approved. 


8. FARM PROPERTY—EXTENSION OF SPECIAL RATING PLAN 


The secretary again brought up this subject, which had received brief consid- 
eration in the previous meeting at Milwaukee, when the executive committee 
voted to delay temporarily recommending similar filings in other States await- 
ing the outcome of results in Minnesota. The secretary stated that owing to 
mounting interest on the part of agents and farm underwriters in this specific 
credit rating plan, the Farm Association was requesting reconsideration of the 
action in this respect and expressed the hope that the plan could be submitted 
for adoption in each State as it comes up for review. 

The secretary spoke particularly regarding his concern over two points: (1) 
Whether the initial thinking of a test period on which the filing could be evalu- 
ated was no longer contemplated; (2) whether the availability of this specific 
credit rating plan was sufficient reason to enable the bureaus to seek a major 
rate increase on the risks to which the plan would not necessarily be applicable, 
even in those States where the experience would not support such an increase, 
but rather called for a reduction. In other words, the secretary felt that the 
bureaus would face a real problem in securing approval if they were to attempt 
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such an approach, as it could not be supported by the experience. He further 
stated that he had discussed this point in detail with members of the Farm Ag. 
sociation and had indicated a readiness to proceed with recommendations in the 
individual States, provided the rate levels could be established on a basis sup 
portable by the experience. 

There was discussion on the part of the members as to the urgency that had 
developed in connection with this subject and the problems being faced, par- 
ticularly in Kansas and Iowa. The members supported the secretary’s position 
of being willing to proceed with the program provided the gross rates followed 
in general the indication of actual experience, and a motion approving this Dosi- 
tion was seconded and carried. 


4. REVISIONS IN SCHEDULE FOR RATING ELECTRIC GENERATING STATIONS 


The secretary made reference to the recommendations of the Inter-Regiona} 
Insurance Conference for the adoption of supplement No. 3 which in essence pro- 
vides a credit for dispersal of risk based upon the percentage of applicable values 
under the form in the highest valued fire division and the number of major 
electric generating units. The credit is subject to modification depending upon 
features of management which tend to minimize losses. The secretary describeg 
the situation which brought about the study leading to this recommendation, par. 
ticularly involving renewed activity on the part of the factory mutuals who are 
also stressing use of a deductible. 

The secretary explained that in this territory most of the major accounts would 
probably average a credit of about 15 percent inasmuch as most are large and 
would be eligible because of their dispersal. He indicated a note of caution 
however in that this plan could readily spread to other classes, as for instance 
the natural gas pumping station class. 

Mr. L. Peterson indicated that the South-Eastern Underwriters Association had 
just approved this new schedule supplement and he also indicated that the plan 
had received study from the principal underwriters handling these accounts, who 
felt that this revision would answer the needs of the class. 

Other members expressed some concern, feeling that this may lead to a reduc. 
tion in income even when experience on the class was not especially favorable, 
and that the plan may also lead to abuse with respect to multiple location credits, 
Other feeling was expressed that this was about the only alternative to placing 
such business through the Factory Insurance Association, the feeling being 
expressed that most companies would oppose the latter course. 

Motion to approve acceptance of this supplement and to recommend its adop- 
tion, seconded, and carried. 


5. MISSOURI DWELLING EXPERIENCE 


The secretary reported that Mr. Beebe, in his capacity as chairman of the 
conference committee of the Western Underwriters Association, had received a 
letter from Mr. Joe Jackson, agent at Maryville, Mo., pressing for a further 
reduction in dwelling rates. The secretary pointed out that the last reduction 
was still quite recent and that on an adjusted earned incurred basis, the present 
5-year experience ending 1954 would permit only a very slight reduction. On the 
other hand, he reviewed the overall experience, which showed that a substantial 
increase would be called for on the basis of the adjusted earned incurred extended 
coverage endorsement experience, and that even on a combined fire and E.C.E. 
basis the 5-year adjusted earned incurred experience was 53.5 percent, indicating 
that an overall increase of 13 percent would be indicated, so that if any slight 
fire reduction were to be made a much large extended coverage increase would be 
required. 

The secretary expressed the feeling that General Manager Terry of the Mis- 
souri Inspection Bureau might feel it proper to attempt to introduce a nominal 
fire reduction plus an increase in the full coverage E.C.E., and then simulta- 
neously introduce the optional deductible on the E.C.E. 

After discussion it was the consensus that the secretary should confer with 
the bureau in a study of the latest experience with the thought that ultimately 
a program might be developed which would include a further slight decrease in 
the dwelling fire rate levels. 


6. REVISIONS IN MERCANTILE BROAD FORM PLAN 


The secretary described the past practices of the Factory Insurance Associa- 
tion in writing certain fireproof sprinklered department stores under the mer- 
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eantile broad form plan as filed in various States, which followed somewhat the 

rivileges of the superior plan but gave the agreed amount only on the building 
and also required the full extended coverage endorsement rate for both building 
and contents. 

He pointed out that the whole question was now again up for consideration 
in connection with certain major lines and it was felt that the plan required 
liberalization in order to satisfy existing conditions. In essence it is now pro- 

sed that the privilege of the agreed amount be extended to the contents, that 
planket coverage be permitted on building and contents with the interim endorse- 
ment, and that a combined load be established for the additional perils, in an 
amount slightly higher than the windstorm rate. The data regarding the pro- 
posed revisions in the mercantile broad form plan were received as information 
only. 

7. ADJOURNMENT 


There being no further business the meeting was adjourned. 
K. H. Parker, Secretary. 


MINUTES OF THE EXECUTIVE COMMITTEE OF THE WESTERN ACTUARIAL BUREAU 
Hetp TurspAY, JANUARY 17, 1956, aT THE UNION LEAGUE CLUB, CHICAGO 


Present : Messrs. Beebe, Barr, Dox, McFarland, Nolen, M. E. Peterson, Ohlsen, 
Parker, and Snediker. 
1. MINUTES OF LAST MEETING 


The chairman inquired as to the pleasure of the committee in regard to the 
minutes of the previous meeting and upon motion duly seconded and carried, the 
reading was dispensed with. 

2. ATTORNEY’S BILL 


The secretary referred to bills amounting to and received from 
the firm of Watters & Donovan for services rendered in connection with securing 
reafirmance of the exemption of the reorganized Western Actuarial Bureau 
from Federal income tax and for general work on copyright matters. This had 
involved considerable work in the preparation of briefs and certain travel 
expense. The secretary stated that he had conferred with the chairman, vice 
chairman and Mr. M. E. Peterson, all of whom had concurred in the payment of 
these bills and that this was done in order that the bills could be paid before 
the end of the last year. The secretary requested a formal motion approving 
this action and it was thereupon moved, seconded, and carried that payment 
of the bills be approved. 








3. COMPANY MERGERS 


The secretary reported as a matter of information for the committee the 
folowing mergers and changes: 

Phoenix Assurance Co., Ltd., London, England, into Phoenix Indemnity Co. 
of New York, January 1, 1956. 

American Eagle Fire Insurance Co. merged with Niagara Fire Insurance Co., 
January 1, 1956. 

Franklin National Insurance Co. merged with Transcontinental Insurance 
Co., December 31, 1955. 

United National Indemnity Co. merged with Transcontinental Insurance Co., 
December 31, 1955. 

Mechanics & Traders Insurance Co. merged with National Fire Insurance Co., 
December 31, 1955. 

Girard Insurance Co. discontinued writing, December 20, 1955. 

Automobile Insurance Co. merged with Aetna Casualty & Surety Co., January 
1, 1956. 


Change in name 

Phoenix Indemnity Co. changed to Phoenix Assurance Co. of New York— 
1-1-1956. 

Fulton Fire Insurance Co. now known as Fulton Insurance Co.—1-1-1956. 

The secretary advised that he would take occasion to contact the Aetna Casualty 
& Surety Co. and invite them to membership in the Western Actuarial Bureau in 
View of the fact that the Automobile Insurance Co. had previously been a member. 
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4. MERCHANDISE BLOCK POLICY 


The secretary read the letter received from the Inter-Regional Insurance 
Conference recommending rules, rating treatment and forms applying to mer 
cantile block coverage, which recommendation was currently being made country. 
wide. The secretary then outlined the essential provisions of the program in. 
cluding special features of the rating plan, and the unusual and special features 
of the forms and rules. It was stated that the present fire and extended coverage 
rating methods are preserved and are used as a basis in the computation of the 
account rate with an additional loading being added for burglary and theft ang 
a final flat loading for all other perils which would include among other things 
vandalism, water damage, sprinkler leakage, transportation, and all other Oy: 
erages not reflected in the fire, extended coverage and burglary rates or loadin 
It was further stated that the burglary charges were to be obtained from 
separate pamphlet incorporating the special rules and rating tables accordip 
to territorial zones throughout the country and that this entire materia] Was 
based upon the Burglary Manual of the National Bureau of Casualty and Surety 
Underwriters, but simplified and contained modified loadings. It was contem- 
plated that the burglary pamphlet would be included as a part of the rules ang 
thereby be available to companies and agents to whom the manuals may be dis. 
tributed. The secretary expressed some concern as to failure of the proposed 
rating method to recognize sprinkler leakage exposure in view of the fact that 
the “all other perils’ loading would be the same whether or not the risk was 
sprinklered. 

It was further explained that the plan contemplated that the business could 
be written either on a reporting basis or on a specific nonreporting basis and 
that this would be accomplished by attachment to the fire policy of a so-called 
“basic” form in all cases and in addition a premium adjustment endorsement to 
provide coverage on a reporting basis, or a so-called “nonreporting endorsement” 
when insurance is desired on a specific basis. It was pointed out that risks now 
written under either multiple location reporting form I or A could obtain a com- 
parable coverage under the mercantile block program and that probably present 
form I accounts represent the largest potential market for the new cover, In 
the case of risks currently eligible to and rated under the multiple location rating 
plan the mercantile block procedure contemplates that the fire and extended 
coverage rate will still be obtained through or under R.F.S.O. procedures whereas 
no specific provision is made for computation of the burglary loadings for those 
risks. The secretary stated that in his opinion it would be almost essential that 
the R.F.S.O. also equip themselves to handle advisory computation of the burglary 
loadings and that the Middle West had registered this point in the Inter-Regional 
discussions but apparently this feature has not yet been definitely resolved 
He pointed to the considerable amount of work involved in the figuration of 
account rates for the larger risks involving numerous locations under this 
program and this was an additional reason why the R.F.S.O., which is already 
processing interstate average rates of larger accounts, could undoubtedly expe- 
dite the development of the final account rate for submission to the bureaus. 

There was considerable discussion as to the various elements of the rating 
plan and also discussion as to some of the differences as between the recon- 
mended plan and the filing recently adopted by the Pacific Fire Rating Bureau 
for the State of California. It was also pointed out that the policy ean be 
written for a term of 1 or 3 years but when written for a term of years a 3-year 
rate is computed but only applied for the first year and must be readjusted each 
vear based upon a new application. 

The secretary also stated that the program contemplated that a concurrent 
filing of the entire material would be made by the Fire Rating Bureau, the 
National Bureau of Casualty Underwriters, and the Inland Marine Insurance 
Bureau and that this might create certain problems in some States but that in 
most cases it appeared that the Fire Rating Bureau would be in a position to 
do this since the rating bureau licenses where apparently sufficiently broad and 
a similar procedure had been recommended recently whereby the bureaus would 
file the homeowners policy program on behalf of those companies who did not 
helong to the National Bureau of Casualty Underwriters or Inland Marine 
Insurance Bureau. 

The entire mercantile block problem and program was discussed at consid- 
erable length and while some questions existed and possibly some objections, 
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the need for immediate action was fully appreciated in order to eliminate the 
confused situation existing in many States and assist the various insurance de- 
rtments by having available a standard bureau filing. It was therefore moved, 
seconded, and carried that the recommended program be adopted and processed 
asrapidly as possible. : 
Following that motion Mr. McFarland suggested that in acknowledging the 
recommendation of the Inter-Regional Insurance Conference it be emphasized 
that the Middle West feels the need for further study of the burglary section, 
rticularly in an effort to simplify the rating method and procedure which 
appears to be quite complex as presently established. 
5. EXECUTIVE SESSION 
See Confidential Minutes. 
6. ADJOURNMENT 


There being no further business to come before the meeting the chairman 
declared the meeting adjourned. 


K. H. Parker, Secretary. 


MINUTES OF THE EXECUTIVE COMMITTEE OF THE WESTERN ACTUARIAL BUREAU HELD 
THURSDAY, JANUARY 10, 1957, AT THE UNION LEAGUE CLUB, CHICAGO 


Present: Messrs. Carter, Dox, McFarland, Nolen, Nordeng, M. E. Peterson, 
Sanborn, Shepard, Voorhis and Winter; Parker and Snediker. 


1. MINUTES OF LAST MEETING 


The chairman inquired as to the pleasure of the committee in regard to 
the minutes of the previous meeting and upon motion duly seconded and carried 
the reading was dispensed with. 


2. APPLICATION FOR MEMBERSHIP—TRAVELERS INDEMNITY COMPANY 


The secretary referred to the merger of the Travelers Fire Insurance Co, into 
the Travelers Indemnity Co., effective December 31, and the request from the 
company that their membership in the Western Acturial Bureau be revised 
accordingly. Upon motion duly seconded this change was approved. 


3. ATTORNEY’S FEES 


(a) Retainer: The secretary reported as a matter of information to the com- 
mittee that Mr. John P. Barnes was not returning to join the firm he had left 
before going to Washington in view of the fact that he and Mr. Leaton had 
apparently not reached a meeting of the minds as to the organization should 
Mr. Barnes rejoin. The secretary stated that this was quite disturbing to him 
in view of the fact that Mr. Barnes’ service had been extremely valuable to the 
Western Actuarial Bureau and that the expectation had been that Mr. Barnes 
would return to the firm thereby being in a position to continue the same legal 
service as had been available in the past. He further stated that this had been 
discussed with Mr. Born and several other organizations in the city using the 
services of Mr. Leaton’s firm and that all were of the same opinion in the evalua- 
tion of Mr. Barnes’ value to the business. The secretary stated that Mr. Barnes’ 
present plan was to join another firm in the city where his services could no 
doubt be arranged for if desired. It was planned to have further discussions 
with Mr. Leaton and Mr. Barnes in the near future and in the meantime the 
retainer for the Western Actuarial Bureau had been paid for this quarter with 
the understanding that some change might be made at the end of the period. 
This was discussed in general and it was apparent that the committee favored the 
secretary’s handling of the problem in this manner. 

(b) Bill from Watters and Donovan: The secretary referred to the bill received 
from the firm of Watters and Donovan amounting to for the year 1956 
principally for service in connection with copyrights of schedules, and also bill 
for out-of-pocket expenses in the amount of $106.81. The secretary pointed out 
that this firm was rendering this type of service for us continuously and the 
bill was approximately in this range each year. The secretary requested a 


motion approving this bill and a motion was made to this effect, seconded, and 
carried. 
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4. BRAND AND LABEL CLAUSE 


The secretary read a letter from the Inter-Regional Insurance Conference 
recommending a slight change in the wording of the standard brand ang label 
clause which in effect provides that the insured must bear the expense of re. 
labeling products or stock which may be taken as salvage when existing laws with 
respect to such products make specific provision for such relabeling or rehandling 

It was explained that the need for this change had been brought to the atten. 
tion of loss men and that the matter had also been discussed at the previous 
meeting of the advisory committee of the Inter-Regional Insurance Conference 
so that it would appear that the change was a proper one. 

It was moved, seconded, and carried that the revision of the standard brand 
and label clause be approved. 


5. SPECIFIC AND BLANKET FORMS—MERCANTILE BUILDINGS IN SAME OR ADJACENT 
CITIES 


The secretary outlined the limitations with respect to the publication of blanket 
average rates which have been in effect in the Middle West for a great many 
years with virtually no change and cited the fact that the blanket rules were 
considerably more liberal in other parts of the country. He stated that recently 
more and more requests were being received for blanket coverage in conjunction 
with mercantile or nonmanufacturing buildings in the same city or town, 
and after carefully reviewing the matter recently in the light of currently exist- 
ing conditions it was the opinion of his office that some liberalization would be 
highly desirable. However, rather than throwing the blanket rules wide open 
which might have too great an impact on present underwriting, it was thought 
that a reasonable step at this time would be to recommend that blanket coverage 
be permitted subject to the publication of a blanket average rate in the case of 
mercantile and nonmanufacturing risks not at the same location but situated 
in the same or adjacent town or city and having interrelating operations. 

There was considerable discussion as to the effect of this change and while 
some felt that the present blanket rules should be liberalized further in line 
with other sections of the country, there was also a feeling on the part of some 
members that even the proposed change would not be desirable in some respects. 
However, it was finally concluded that the change proposed by the Secretary 
would be desirable and upon motion duly seconded, this change was approved. 


6. REPLACEMENT COST ENDORSEMENT 


The secretary reviewed a letter received from one of the members who was 
unable to attend the meeting and expressing his belief that because of the present 
competitive situation the rules applying to this subject should be further liberal- 
ized to waive the requirement for rebuilding on the same site as to all risks, as 
has recently been done in connection with public buildings, churches and schools. 
There was considerable discussion on this feature and while it was realized that 
this is undoubtedly an underwriting matter, it was nevertheless felt that to 
remove this restriction from the present endorsement would sooner or later 
produce a result whereby most companies would accept the coverage without 
giving any particular though to this feature and this was not felt to be desirable. 
It was evident that the consensus favored no change in the clause and no formal 
motion was necessary since the secretary was primarily interested in determining 
whether the sentiment at this time might favor resubmission of this question to 
the Inter-Regional Insurance Conference. 


7. ALL RISK ENDORSEMENT AND BROAD COVERAGE FOR OTHER THAN DWELLING RISKS 


The secretary reported as a matter of information that the executive committee 
of the Inter-Regional Insurance Conference had decided against the development 
of an all risk endorsement for recommendation as a standard bureau filing chiefly 
in view of the feeling on the part of chief executives that it would in effect mean 
giving a great deal of coverage at a relatively low rate if it were to be fully 
competitive and also because of the steam boiler coverage which would un- 
doubtedly have to be included. The secretary pointed out that in view of this 
position he was interested in determining whether the committee might favor 
giving consideration to the development of some coverage for the mercantile and 
nonmanufacturing building class along named peril lines such as in the broad 
dwelling form. There was much discussion on various angles of this problem, 
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it being pointed out that five or six companies were already filing the so-called 
“special endorsement” inaugurated by one of the large company groups and 
that other companies were filing other types of broad coverage. The consensus 
clearly indicated no opposition to any constructive work which might be done 
along the lines of a named peril form providing that an adequate rate was con- 


templated. 
8. COINSURANCE—DWELLING RISKS 


The secretary outlined the background leading up to the proposal for the 
introduction of coinsurance clause on dwelling risks which culminated in a recom- 
mendation of the Inter-Regional Insurance Conference some months ago and 
the secretary recalled that the committee had previously recommended that the 
secretary’s Office work up an actual proposal. Reference was also made to a 
recent discusssion of the subject by the governing committee of the Western 
Underwriters Association who favored the principle and proposed that it be 
introduced in one State asa trial. Mr. Nolen referred to the advertising program 
peing planned by the national board in the very near future which would 
emphasize the matter of securing insurance to value and felt that if coinsurance 
were made available in all Middle West States it would complement the 
advertising program and provide an additional incentive or better means for 
accomplishing full insurance to value. 

The secretary thereupon outlined the proposal which had beén developed by 
his office and the feature of a signed coinsurance clause was thoroughly debated. 
Several of the members felt that this would be extremely desirable in offsetting 
lack of knowledge on the part of the insured that his policy contained a coin- 
surance clause and also to minimize unfavorable loss adjustments and adverse 
public relations, while other members felt that it would seriously impede the 
widespread use of coinsurance and also would entail considerable delay and 
expense on the part of the agent and company in enforcing this requirement. 

The secretary reviewed the 1955 written and paid fire experience figures on 
the dwelling building class which indicated that on this basis the experience was 
rather favorable but that such figures did not reflect rate adjustments made in 
a number of the States and pointed out that as to extended coverage on which 
experience was only available for both building and contents the results were 
not favorable. 

It was pointed out that underwriters had suggested the introduction of this 
plan in Indiana as a trial or experiment chiefly by reason of the well-knit agency 
force and that it contemplated a broad educational program with the agents 
since without their support it would doubtlessly not be successful. 

Other phases of the general problem were discussed and disposition finally 
reached in the following manner. 

Upon call of the chairman for a vote on the principle itself the consensus was 
in favor. A vote was then taken upon whether the plan should be introduced 
in one State as a trial and this resulted in a definite majority favoring such 
action. It was understood that the State selected would be Indiana. On dis- 
cussion as to the amount of the credit it was understood that this would be left 
to the secretary’s office. As to whether a signed coinsurance clause should be 
used, a vote favored use of the regular coinsurance clause without signature. 

The secretary mentioned that at the last meeting of the Midwest Conference 
Committee, the agents had requested that before introduction in any State the 
entire matter be discussed with a small group or committee of that conference 
and company representatives. It was understood that the secretary would pro- 
ceed along this line making arrangements for such a conference in the near 
future. 

9. INDUSTRIAL PROPERTY POLICY 


The secretary read a letter from the Inter-Regional Insurance Conference dated 
November 30 advising that their excutive committee had requested that organ- 
ization to recommend the filing of this program by the fire-rating bodies in 
view of the request of the Interbureau Insurance Advisory Group that the Inter- 
Regional Insurance Conference assist in the filing and pointing out that the 
program had also been recommended to Inland Marine Insurance Bureau and 
the National Bureau of Casualty Underwriters. 

The secretary outlined the principal features involved in this progran:, one 
of the most important innovations being the extension of the multiple location 
rating plan credits to buildings and machinery and also an entirely new defini- 
tio of location with many other important items too numerous for detailed dis- 
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cussion. The secretary then read a letter from Mr. Leonard Peterson, executive 
vice president of the Home Insurance Co., in which he expressed vigorous 9 
sition to approval of the plan. The secretary also referred to a letter from an- 
other member who was unable to attend opposing the adoption of the plan. The 
secretary then stated that there are a number of important questions and features 
involved in the program which he had not been able to properly evaluate at this 
time but which would require further careful study and explanation in order 
to determine wether the filing would be entirely suitable and workable in the 
Middle West. The relationship of this filing to the manufacturers output Policy 
was also discussed. 

There was considerable diversity of opinion as between various members, some 
holding that since the industry was widely divided as to the soundness of in- 
troducing such a plan that action should be deferred and cited the action of 
the E.U.A. in failing to approve the plan. On the other hand there was a definite 
feeling expressed by Mr. Nolen and certain others that unless this filing were 
approved for the industry as a whole it might well be taken up by one or more 
groups of companies such as would be possible if the Interbureau Insurance Aq. 
visory Group should act in this manner for their members in which event this 
would be unwholesome and continue the schism which has existed for some time 
in the past between the two principal groups of companies represented by Inter- 
bureau and Multiple-Peril Insurance Rating Organization. Therefore, in the 
interest of harmony and in order to meet certain serious competitive problems 
existing in the East and other parts of the country, it was the opinion of Mr. 
Nolen and certain others that the filing should be made in all territories because 
a filing in only one territory would render the plan virtually ineffective from 
a practical standpoint. 

One of the members referred to the fact that the S.E.U.A. would be consider- 
ing this problem at a meeting to be held on January 15 and another member 
suggested that in view of the forthcoming meeting of the advisory committee 
of the Inter-Regional Insurance Conference if action were deferred for a short 
period it would then be possible for the committee to learn of the action of the 
B.U.A. and also for the secretary who will attend the advisory committee meet- 
ing to learn further about contemplated possible action in other territories. 
There was a rather strong feeling of opposition to any deferment of action on 
the matter at this time but it was finally moved and seconded that action be 
deferred until the secretary could discuss the problem with members from 
other territories at the advisory committee meeting of the Inter-Regional In- 
surance Conference and that as shortly thereafter as possible another meeting of 
this committee would be called to reconsider. The motion carried by a vote of 
5 to 4. 

10. ADJOURNMENT 


There being no further business to come before the meeting the chairman 
declared the meeting adjourned. 


K. H. PARKER, Secretary. 


MINUTES OF THE EXECUTIVE COMMITTEE OF THE WESTERN ACTUARIAL BUREAU 
Hetp Turespay, Marcy 5, 1957, at THE UNION LEAGUE CLUB, CHICAGO 


Present: Messrs. Carter, McFarland, Nolen, Nordeng, M. E. Peterson, Pickens, 
Sanborn, Shepard, Voorhis, Winter, and Mullican representing Lawson; 
Parker and Snediker. 


1. MINUTES OF LAST MEETING 


The chairman inquired as to the pleasure of the committee in regard to the 
minutes of the previous meeting and upon motion duly seconded and carried, the 
reading was dispensed with. 


2. ERRORS AND OMISSIONS INSURANCE 


The secretary referred to the recommendation he had received from the 
interregional insurance conference for adoption of the new errors and omis- 
sions treatment developed by the Eastern Underwriters Association as the result 
of extended negotiations with lending institutions in the East and which was 
patterned to a degree after a deviation filing of two or three large companies. 
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The secretary stated that this change would contemplate the complete elim- 
ination of existing errors and omissions forms, rules and rating treatment and 
would represent a completely new approach to the subject. The new program 
contemplates only a single form which embraces two sections, the first taking 
care of physical damage losses to mortgaged property which result in impair- 
ment of the mortgagee interest of the insured where he has failed through 
oversight or omission to effect the proper coverage and the second section of the 
form embracing his liability where he might be sued because of his failure to 
provide the customary protection. 

The physical damage section of the form would apply to any perils which 
the insured was requiring protection against in connection with his mortgage 
joans and the new form would adequately provide and recognize package poli- 
cies and all-risk policies now commonly written in connection with dwelling 
risks. The rate is determined by the limit of liability inserted in the form 
(applying to both sections of the form) and also according to the total num- 
per of mortgages which the insured estimates he would be handling during the 
term of the policy. The rules contemplate a minimum premium of $100 per 
policy and the opinion was expressed based on information received from the 
Fastern Underwriters Association that the premium for the new form would in 
most cases exceed that applying to present forms but that an actual comparison 
would be difficult because of the existence of two forms presently. 

It was also stated that the new form has been adopted in a number of East- 
ern States and that lending institutions have already indicated their satisfac- 
tion with the new program. 

Following some discussion it was moved, seconded, and carried that the rec- 
ommendation of the interregional insurance conference be approved. Motion 
carried. 

3. INDUSTRIAL PROPERTY POLICY 


The secretary recalled that at the last meeting it was decided to defer action 
en this subject in order to afford the secretary an opportunity of learning 
more about contemplated action in other territories and also to confer further 
with Mr. Perlet of the Interbureau Insurance Advisory Group. The secretary 
stated that subsequent to that meeting the South-Eastern Underwriters Associ- 
ation had approved the proposal with the understanding that action would be 
deferred for 60 days in the hope that within that period the contemplated merger 
of the Interbureau Group and the Multiple Peril Insurance Rating Organization 
might be consummated. The secretary stated that no action had been taken 
in any other territory to approve the recommendation as far as he could deter- 
mine thus far. Mr. Pickens stated that he had been informed that strong attempts 
were being made to have the 8.E.U.A. reconsider their action particularly since 
the contemplated merger will apparently not be accomplished within the 60-day 
period. It was realized that varying interpretations have been placed upon the 
§.E.U.A. action. 

The secretary also stated that Mr. Perlet had visited his office and spent entire 
day reviewing various questions and features of the proposed filing and that such 
a meeting had been very helpful. 

The entire subject was fully discussed from every angle and everyone present 
apparently felt that it was of paramount importance to harmonize the industry 
through a merger of the two service organizations with some indication that 
certain members would be inclined to vote for the principle if by that means 
it were possible to encourage or facilitate the merger even though being opposed 
to many features of the industrial property plan. One individual view was ex- 
pressed to the effect that the program itself and the contemplated merger were 
separate matters and the merger was actually secondary to the question imme- 
diately before the committee of what action to take on the industrial property 
program. 

Discussion also centered on certain important features of the proposed plan 
which were most controversial and which would possibly have the most serious 
impact on other general business such as the definition of location in the forms 
which was entirely new except possibly that it was patterned after the defini- 
tion of location in the manufacturers output policy; the question of its appli- 
cation to superior business and other classes such as petrochemical risks, coal 
mines, grain elevators and whisky; its conflict with present rating methods for 
multiple location reporting form business and commercial property risks and 
probably the most important of all, the inclusion of buildings within the pro- 
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gram and the extention of the multiple location credits thereto. The serioys 
effect of reducing rate levels on various classes which had long been unfavorable 
but which would be eligible to the new coverage was also stressed by severa] 
members. 

Relation to and conflict with the manufacturers output policy as well as the 
problems surrounding the handling of that program were also considered and 
discussed. 

It was finally moved by Mr. Nolen that the committee approve the recommen. 
dation of the Inter-Regional Insurance Conference on the industrial property 
program with the understanding that in so doing the committee would strongly 
recommend to both Interbureau and MPIRO organizations that they give prompt 
and favorable consideration to a consolidation and that if and when accomplisheg 
a joint committee from both presently existing organizations be appointed to 
study the industrial property policy and the manufacturers’ output policy in an 
effort to provide one form of coverage suitable to all. 

This motion was properly seconded and upon call for a vote, five were affirma- 
tive, and five were negative, with the chairman not voting. A point of order was 
then raised by one of the members as to whether only members of the committee 
were entitled to vote since this committee does not provide for alternates, The 
secretary stated that the constitution does not provide for alternates, and since 
several of the members stated that their understanding had been that they must 
be present in order to vote, the Chair ruled that a vote by a representative of 
member would not be recognized. Another vote was taken which indicated four 
affirmative and five opposed, and the chairman declared the motion lost. 

Mr. Pickens then moved that the executive committee of the Western Actuarial 
Bureau approve the industrial property program in principle and that the com- 
mittee strongly urge that immediately upon the merger of the two organizations 
that a meeting be called for the purpose of taking the necessary action in har- 
monizing the two forms and working out any changes or improvements neces- 
sary. After some discussion, it was felt that a motion of this kind would be of 
no purpose, and there being no second, the motion was dropped. 


4. MIDWEST CONFERENCE COM MITTEE 


The secretary stated that it would be advisable at this time to attempt to select 
or agree upon a suitable date for the annual meeting with the agents and that it 
was customary to hold this meeting the last Tuesday of June, which this year 
would be the 25th. After discussion it was brought out that this would conflict 
with an important event in Chicago at that time, and, therefore, the date of 
June 18 was proposed, which appeared to be satisfactory to all. It was under- 
stood that the secretary would contact Mr. Emil Lederer advising him of the date 
and one of the members requested that Mr. Lederer be asked to furnish copies of 
their agenda well in advance of the meeting date in order that the company memn- 
bers would have ample time to review and study the various subjects. It was 
understood that the secretary would make this request of Mr. Lederer, and also 
it was planned that a meeting would be held on Monday afternoon, June 17, 
for the benefit of the company representatives attending at which time the agenda 
could then be discussed. 

5. NET RECEIPT TAXES 


(a) Cook County: The secretary advised that tax matters in Cook County are 
presently being handled satisfactorily but that he desired to ask counsel to con- 
tinue to investigate assessment methods in Cook County as they have done in the 
past in order to make certain that the assessor was living up to the understand- 
ing reached sometime ago, and that this is done at a nominal cost of possibly 
$400 to $500 per year representing attorneys’ fees. It was understood that the 
secretary would proceed in this manner. 

(b) St. Clair County: The secretary reported as a matter of information that 
attorneys were finally successful in reaching a settlement with the assessor's 
office for net receipts taxes in St. Clair County and that counsel has advised that 
the companies should be instructed to file the returns for 1957 payable 1958 using 
a debasement factor of 25 percent. It was also stated that companies have been 
informed of this by a bulletin issued by the secretary’s office. 


6. BUREAU ASSESSMENTS 


The secretary reported as a matter of information that the bureaus were now 
getting out their assessment blanks and that before the assessments were actu- 
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ally made it was hoped that he could again have the benefit of any recommen- 
dations from the Inter-Regional Insurance Conference particularly with respect 
to the treatment of homeowners policies in view of the fact that this had been 
most helpful last year since this was a particularly controversial issue. The 
secretary advised that Mr. Beckwith indicated he was in hopes that something 
definite would be forthcoming before the end of this month. 


7. APPOINTMENT OF FINANCE COMMITTEE 


The chairman announced that because of retirement of certain former mem- 
pers of the committee, a new finance committee would be necessary, the finance 
committee consisting of three members appointed by the chairman. The chair- 
man thereupon appointed Mr. M. I. Peterson as chairman to be assisted by Mr. 
Dox and Mr. Winter. 

8. ADJOURNMENT 


There being no further business to come before the meeting, the chairman 
declared the meeting adjourned. 
K. H. Parker, Secretary. 


MINUTES OF THE EXECUTIVE COMMITTEE OF THE WESTERN ACTUARIAL BUREAU 
HELD TUESDAY, JULY 16, 1957, AT THE UNION LEAGUE CLUB, CHICAGO 


Present: Messrs. Carter, Dox, Lawson, McFarland, Nolen, Sanborn, Shepard, 
Spalding, Voorhis and Winter, Parker and Snediker. 


1. MINUTES OF LAST MEETING 


The chairman inquired as to the pleasure of the committee in regard to the 
minutes of the previous meeting and upon motion duly seconded and carried, 
the reading was dispensed with. 


2. APPLICATION FOR MEMBERS HIP—-AMERICAN AUTOMOBILE INSURANCE CO. 


The secretary advised that he had received from Mr. Bert A. Jochen, execu- 
tive vice president of the American Insurance Co., a request that the American 
Automobile Insurance Co. be admitted to membership in the Western Actuarial 
Bureau. 

It was moved, seconded, and carried that this application be approved and 
accepted. 


8. BECOMMENDATIONS OF MULTI-PERIL INSUBANCE CONFERENCE—INDUSTRIAL 
PROPERTY POLICY AND MANUFACTURER'S OUTPUT POLICY 


The secretary Outlined the recommendation received from the Multi-Peril In- 
surance Conference for early adoption of the industrial property program and 
pointed out that the material comprising the plan was essentially identical 
to that previously considered by the committee on several occasions earlier this 
year with the possible exception that petrochemical risks were now specifically 
listed as being ineligible to the plan. He further stated that the recommended 
plan had been acted on favorably by the executive committee of the Eastern 
Underwriters Association as well as by the appropriate committees of the 
South-Eastern Underwriters Association and Pacific board and that the filing 
had already been approved in West Virginia and possibly in North Carolina. 
He stressed the fact that his staff after giving thorough study to the proposed 
filing was of the opinion that the timing was unfortunate in view of the fact 
that there is now need to secure general rate increases and further that there 
was considerable concern over various aspects of this filing as to the impact it 
would have on business in general, particularly the introduction of a credit in 
building rates for two or more locations, the extension of reporting form to 
buildings, the lack of a requirement for a manufacturing location even though 
the plan is intended only for manufacturing insureds and the fact that the rules 
as proposed do not exclude superior business. 

He also mentioned that no supporting information had been furnished ex- 
cept the statement as to the desirability of introducing this type of program 
and that some of the insurance departments in the Middle West may well re- 








3226 THE INSURANCE INDUSTRY 


quire some or considerable additional information before approving a reyojy- 
tionary filing of this type. 

At this point he also made reference to a similar recommendation receiveg 
from the Multi-Peril Insurance Conference for the early adoption of the 
manufacturer’s output policy contemplating that it would be filed and handieq 
by the fire rating bureaus, making both of these programs available simy- 
taneously. This recommendation would apply only in States where the output 
policy is now approved. 

There was some discussion, whereupon Mr. Nolen then moved that both pro- 
grams be approved as recommended and the motion was seconded by Mr. 
Voorhis. The secretary pointed out the seriousness of this filing in relation 
to presently existing superior business, pointing out that if there was no intent 
for the Factory Insurance Association to write this type of contract that he 
could see no objection to a specific clarification of this point in the proposed 
rules and that without it he felt that there would be much confusion and that 
it could reasonably be inferred by any agent or broker or company that any 
account now written as superior business or any portions of the risk would 
be eligible to the industrial property coverage and that there would undoubtedly 
be attempts to apply the credits and discounts of the industrial property plan 
to the existing superior rates. 

Mr. Sanborn moved after further discussion that Mr. Nolen’s motion be 
amended to exclude superior business because of the points raised by the sec. 
retary and this amendment was seconded. After further discussion it appeared 
that this would interfere with countrywide uniformity in the proposed filing. 

On still further discussion, the second to the amendment of the original 
motion was withdrawn, whereupon Mr. Sanborn then withdrew his amending 
motion. 

The Chair called for a vote on the original motion which carried unanimously, 


4. TERM INSURANCE 


(a) Revision of multiple: The secretary read several letters from Mr. Beck- 
with of the Inter-Regional Insurance Conference outlining the recommendation of 
his executive committee that the term multiple of 75 percent be increased to 
85 percent, thus providing a 10-percent discount on 38-year policies and a 12- 
percent discount on 5-year policies with the understanding that this would apply 
to all classes of business eligible to term insurance and stressing the urgency 
of this change which it was stated had been agreed to by all sections of the 
industry and was apparently sanctioned by the National Association of Insur- 
ance Commissioners who had had the subject before them for intensive study. 

It was understood that this would apply to farm business, superior business, 
petroleum properties, and to multiple location reporting form business as well 
as commercial property business and also to the separate manuals such as 
water damage, sprinkler leakage, explosion, and earthquake. 

A separate letter received from the Inter-Regional Insurance Conference rec- 
ommended that the additional charge for installment plans be maintained with- 
out change, pending the outcome of actuarial studies presently in process which 
would lead to the determination of a uniform method and charge for installment 
payments. This would contemplate that the present increment of 3 percent 
in States where the installment factor is 78 percent would make the new install- 
ment factor 88 percent and similarly where a 5 percent increment is used the 
new installment factor would be 90 percent. 

It was moved and seconded that the foregoing changes as recommended be 
approved. Motion carried. 

(b) Rate levels: The secretary then discussed the method of procedure in 
recommending the new term multiples in the various States based upon an 
exhibit furnished which demonstrated those States where it was expected that 
the increased term multiples could be accomplished without a reduction in 
annual rate levels showing that in some cases this might be true with respect 
to both fire and extended coverage, whereas in other States the situation would 
differ as to fire and extended coverage, although in some cases on a combined 
basis the change might be feasible without reducing existing annual rate levels. 
It was realized that in certain States some adjustment of the annual rate levels 
might be necessary and the secretary expressed his opinion that it would be 
wise to proceed first in those States where such adjustment was not considered 
necessary. The general problem was discussed and it was moved, seconded, 
and carried that the program of procedure as recommended by the secretary 
be approved. 
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5. NET RECEIPTS TAXES—COOK COUNTY 


The secretary reported merely as information that the attorneys handling the 
matter of net receipts tax for Cook County have advised that they have made 
the usual thorough check of tax matters in the county by various means of in- 
vestigation and have ascertained that there are no changes contemplated in 
the usual procedures followed on the part of the various assessors, 


6. ADJOURNMENT 


There being no further business to come before the meeting, the chairman 
declared the meeting adjourned. 


K. H. PARKER, Secretary. 


MINUTES OF THE EXECUTIVE COMMITTEE OF THE WESTERN ACTUARIAL BUREAU 
Hetp WEDNESDAY, APRIL 30, 1958, AT THE UNION LEAGUE CLUB, CHICAGO 


Present: Messrs, Carter, Barr, Beebe, Dox, Hargrett, Lawson, McFarland, 
Ohlsen, Shepard, Voorhis, Winter, Parker, and Snediker 


1. MINUTES OF LAST MEETING 


The chairman inquired as to the pleasure of the committee in regard to the 
minutes of the previous meeting and, upon motion duly seconded and carried, 
the reading was dispensed with. 


2. RESIGNATION OF MICHIGAN FIRE AND MARINE INSURANCE COMPANY 


The secretary reported as a matter of information that the Michigan Fire & 
Marine Insurance Co. was being dissolved as of April 30, 1958, and in effect 
being absorbed by the Springfield Fire & Marine Insurance Co. so that the 
former company had tendered its resignation as a member of the Western 
Actuarial Bureau. 

3. ASSESSMENT RATE—1958 


(a) Western Actuarial Bureau: The secretary reported that subject to the 
approval of the finance committee he had suggested a reduction in the assess- 
ment rate to 0.00046, this being a reduction from the former rate of 0.0005 and 
that the new rate for a bureau without auditing would be 0.00036. This change 
in assessment rate was approved by the finance committee and it was thereupon 
moved, seconded, and carried that the change in rate be approved. 

(b) Missouri Inspection Bureau: The secretary advised that the general 
manager, after making a review of his present situation and estimate of the 
future, favored a continuation of the present rate of 0.018. Since the Missouri 
Inspection Bureau looks to the executive committee for advice and guidance 
on matters of this kind, the general manager requested that the committee be 
informed. It was moved, seconded, and carried that the committee was in 
agreement with this position. 

(c) Missouri Audit Bureau: The secretary reported that the superintendent 
of the Missouri Audit Bureau, following a review of present conditions, had 
suggested a reduction in assessment rate to 0.0053 and that he was in accord 
with this recommendation. The previous rate of assessment had been 0.006 
with some modification in the third quarter which in effect reduced this figure. 
It was moved, seconded, and carried that the new rate of assessment be ap- 
proved, subject to review in September. 


4. ANALYTIC SYSTEM—TRUSTEES 


The secretary reported as a matter of information to the committee several 
developments regarding the trusteeship of the analytic system, the first being 
that in view of Mr. Henne’s retirement from active business, Mr. Rush Carter 
had been selected to replace him as the third trustee. The second point involved 
the intended transfer of the present trust arrangement to the Western Actuarial 
Bureau which matter had been accomplished to the extent that the necessary 
documents had been secured from all of the companies involved except the North 
America and Philadelphia Fire & Marine who refused to sign. The secretary 
stated that Mr. Beebe had recently had an extended discussion with Mr. Brad- 
ford Smith of the North America and that Mr. Smith had stated very finally 
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that the company had no intention of signing the documents. The secretary 
further reported at a recent meeting of the trustees it had been decided that 
the companies involved should be informed of these developments and that 
the documents submitted by the various companies would be returned to them 
at that time. He further stated that in a very recent discussion with Mr 
Leonard Peterson, who had been actively interested in this entire matter, that 
Mr. Peterson had not felt that the documents should be returned since it would 
serve no purpose. This was further discussed and it was understood that the 
question of retaining or returning the documents would be given further con- 
sideration by the trustees. 


5. MIDWEST CONFERENCE COM MITTEE—DATE 


It was pointed out that the date of July 1 which had previouly been selecteq 
for the meeting of the Midwest Territorial Conference Committee had cop- 
flicted with the date for the public relations meeting of the Western Under. 
writers Association and after discussion it was agreed that the date would be 
changed to Tuesday, June 24, if acceptable to the agents, and that the secretary 
would ascertain from Mr. Byrne whether this latter date would be acceptable 
to the agents. 

The question of the nature of the agenda and its scope was then discussed 
rather fully in view of the understanding last year and subsequent discussions 
with the agents that the companies might possibly desire to submit their own 
agenda. Asa further ramification of this it was understood that the Western 
Underwriters Association might also desire to place certain items on the agenda 
in addition to those which would come from the companies as Western Actuarial 
Bureau matters. It was understood that any such items should therefore be 
submitted to the secretary’s office in sufficient time for the preparation of an 
agenda to be submitted to the agents in advance of the meeting. 


6. MISSOURI—BARKER AND JACOBS SUIT 


The secretary posted the committee on the latest developments in regard to 
this suit in view of a recent ruling by the circuit court of Jackson County up- 
holding the Attorney General in part but not on the change of venue. The sec- 
retary advised that the Attorney General will probably appeal to the Supreme 
Court on the latter point in view of recent Supreme Court decision that the 
secretary of state in his capacity as an official of the State could not be sued 
except in Cole County. Judge Douglas, representing the interest of the com- 
panies and the bureau, is working actively on the case and the secretary has 
kept Mr. J. Raymond Berry of the national board fully informed. 

7. TERM MULTIPLE—STATUS OF REVISION 

The secretary reported as a matter of information an inquiry he had re- 
cently received from the Inter-Regional Insurance Conference as to the status 
of the new term mutiple in view of the fact that it is not yet in effect in the 
Middle West in the States of Tennessee, Kentucky, and Wisconsin. The sec- 
retary reviewed for the benefit of the committee his reply to Inter-Regional 
as to the reasons underlying nonadoption in each of the three States. 


8. WATER EXCLUSION CLAUSE—INTER-REGIONAL RECOM MENDATION 


The committee was furnished a copy of the new water-exclusion clause which 
had been developed by an all-industry committee and was now being recom- 
mended by Inter-Regional Insurance Conference for general adoption in all con- 
tracts where this exposure might exist. After discussion, it was moved, sec- 
onded, and carried that the clause be approved in principle with the under- 
standing that the mechanics would be worked out by the secretary’s office prior 
to recommendation to the bureaus, that certain variations might be necessary as 
the clause is incorporated in the various forms and also that a separate en- 
dorsement would undoubtedly be necessary to avoid reprinting many of the 
standard forms. It was brought out in the discussion that very likely the 
Multi-Peril Insurance Conference would issue a recommendation on this subject 
to take care of multiple line business. 

The secretary referred to the understanding had previously that this change 
was to be discussed with a representative group of agents and this proposal 

yas favored by motion duly seconded and carried. 
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9. NUCLEAR CLAUSE (FIRE) 


The secretary distributed copies of the nuclear exclusion clause which had 
recently been recommended by the Inter-Regional Insurance Conference for 
uttachment to fire policies pointing out that the wording of the clause had been 
developed by the laws committee of the National Board of Fire Underwriters 
and had the sanction of the National Association of Insurance Commissioners. 
There was considerable discussion as to its possible relationship to a second 
nuclear clause which it was understood is now under consideration by Inter- 
Regional for application to the peril of explosion and possibly other perils of 
the extended coverage endorsement. After careful consideration, it was moved, 
seconded, and carried that the nuclear clause for fire policies be approved in 
principle with the understanding that the mechanics of handling the clause 
would be left to the secretary’s office and the realization that the filing of this 
elanse by the bureaus should be accomplished as promptly as possible. 


10. BROAD AND SPECIAL DWELLING FORMS—INTER-REGIONAL RECOM MENDATION 


The secretary referred to a recommendation received from the Inter-Regional 
insurance Conference embracing a revision of the broad and special dwelling 
forms which included a number of editorial changes but the principal changes 
being the inclusion of the new water exclusion clause, previously discussed, 
and exclusion of the peril of landslide. A proof copy of each of the two forms 
was distributed showing the Inter-Regional recommendations incorporated into 
Middle Western forms subject to such tailoring as would be necessary in keeping 
with the practices in the Middle West and it was understood that the detailed 
changes would receive further study and consideration by the secretary’s office. 
The secretary expressed the opinion that it would only be necessary for the 
committee to act upon the two principal changes referred to and it was thereupon 
moved, seconded, and carried that these be approved for recommendation to 
the various Middle Western bureaus. 


11. STANDARDS FOR RATE LEVEL ADJUSTMENTS—INTER-REGIONAL RECOMMENDATION 


The secretary referred to the standards of procedure which had been recom- 
mended by Inter-Regional Insurance Conference for the determination of adjust- 
ments in rate levels with particular reference to the so-called weighted loss 
ratio method, regarding which he felt some concern as to whether it would be 
entirely feasible for rate adjustments in the Middle West. An exhibit was 
furnished to the committee showing the actual effect of this method in each of 
the Middle Western States which demonstrated a maximum effect of 214 percent 
and a difference in both directions when compared with the usual straight 
arithmetical average on a 5-year basis. In the case of several States the differ- 
ence was almost negligible. As a factor in indicating trends the exhibit further 
showed that the 6-year weighted ratio was at considerable variance with the 
calculated loss ratio for 1957 in the case of a number of States. 

The secretary outlined the principal reasons for his feeling that possibly the 
adoption of this method would not be worthwhile and might be objectionable par- 
ticularly as conditions improve losswise in the future. Mr. Hargrett argued 
that the proposed method had received thorough study by various segments 
of the business and even though it would produce a smaller indicated increase 
or a larger reduction as conditions improve, it would nevertheless be favored 
if for no other reason than to avoid rates which would be excessive in relation 
to rates charged by competing companies. It appeared that the advantages 
and disadvantages were clearly understood and following a general discussion, 
it was moved, seconded, and carried that the weighted average method be ap- 
proved for recommendation to the rating bureaus. 


12. BINDER RULES—-MIDWESTERN STATES 


The secretary referred to a previous discussion on the principle of the general 
adoption of binder rules in the Middle West along the lines of those which have 
been filed in Kentucky and Wisconsin for a number of years and the further fact 
that the question of the recommendation of uniform binder rules on a country- 
wide basis was considered by the advisory committee of the Inter-Regional at 
its last meeting. Except for the Middle West, other sections of the country 
were not enthusiastic about such a proposal and notwithstanding the fact that 
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it was considered to be a part of the overall program of reducing or curbing 
the evils of free insurance. As a result the executive committee of the Inter. 
Regional when last considering this matter made no recommendation and ¢op. 
sequently took no action. However, the secretary stated that in view of earlier 
expressions of this committee he felt obliged to refer the matter again for a 
decision. Emphasis was placed on the point that binder rules in other Middle 
Western States might not be as effective as in Kentucky and Wisconsin where 
by ruling of the insurance department all binders must be sent through for 
auditing. It was nevertheless felt that even though the binder rules in other 
States would be only partially effective they would be worthwhile and it was 
finally moved, seconded, and carried that standard binder rules following the 
pattern of Kentucky be approved for recommendation in other States. 


13. REPLACEMENT COST ENDORSEMENT 


(a) Eighty percent or higher coinsurance: The secretary reported that his 
office continues to receive inquiries as to the reasons for the 100 percent coip- 
surance requirement in writing replacement cost insurance, particularly in yjew 
of certain deviations which permit the use of 80 percent or possibly 90 percent 
in the case of blanket coverage and also that the Midwest conference committee 
will undoubtedly again have this on their agenda for discussion at the summer 
meeting. It was also pointed out that the separate depreciation form filed by 
the North America, Chubb & Son, and several others which permits the writing 
of a separate amount of depreciation insurance to cover on buildings, or on 
furniture and fixtures, or on machinery, also permits a minimum of 80 percent 
coinsurance. 

The secretary stated that it has always been the understanding that the re- 
quirement for 100 percent coinsurance stems entirely from underwriting con- 
siderations but that aside from this it would no doubt be sound to write 
replacement cost insurance on the basis of 80 percent coinsurance as well as 
100 percent and this was further supported by the replacement cost endorsement 
for dwelling risks which requires a minimum of only 80 percent coinsurance, 

While sentiment was not entirely unanimous after discussion the consensus 
favored this liberalization and it was thereupon moved, seconded, and carried 
that the secretary’s office be instructed to write Inter-Regional Insurance Con- 
ference firmly recommending that consideration be given to this liberalization 
from a countrywide standpoint. 

(b) Same site: This feature of the standard replacement cost endorsement 
was also referred to the committee for the same reason as the coinsurance re- 
quirement although admittedly there are fewer company deviations which permit 
waiving the requirement for rebuilding on the same site. The Middle Western 
agents will undoubtedly have this on their agenda again for consideration at 
the summer meeting and the secretary therefore requested a current opinion 
as to whether any change in attitude might prevail at this time. The problem 
was discussed and while there was some sentiment for this liberalization the 
majority very definitely favored no change in line with previous positions and 
it was therefore moved, seconded, and carried that no change be made in this 
feature. 

14. PREMIUM REPORT BLANKS—FILING OF GROUP STATISTICS 


The secretary referred to a suggestion favored by some of the companies that 
they be permitted to report their premiums to the bureaus for assessment pur- 
poses on a group basis reflecting the premium of all companies in the group but 
that this had been opposed in the Middle West in view of the fact that it would 
not only be difficult or impossible for the bureaus to verify the premium reports 
with the annual statements, but there was also the matter of minimum assess- 
ment in the case of smaller companies or groups where under the proposal one 
minimum could apply to the entire group in some cases. While some companies 
felt that this method would simplify their own problem in preparing the premium 
reports for the bureaus, other companies felt that there would be no saving 
and in view of the arguments opposing such a plan, it was moved, seconded, and 
carried that this method not be adopted in the Middle West. 


15. EMPLOYEE BENEFIT PLAN—AIA REVISED PLAN 


The secretary referred to a revised plan for employee benefits for employees 
of company-supported organizations, as received from the American Insurance 
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Association. The secretary pointed out that the principal changes were in the 
nature of liberalizations being first, under the retirement plan provision is now 
included for joint survivorship benefits and under the major medical expense 
an employee would become eligible upon having 5 years of service irrespec- 
tive of salary. Additional changes in the retirement plan were to permit the 
retirement of both male and female employees at the age of 60 at a reduced scale 
and also that the retirement allowance would be reduced by 50 percent of the 
amount of basic old-age benefits to which the employee is entitled, applying only 
to future retirements. mae 
The secretary stated that these changes would probably be beneficial in view 
of the fact that they were principally all liberalizations with the possible excep- 
tion that employees retiring on the basis of lower salaries, particularly women 
employees, would receive a reduction in the amount of retirement allowance 
which would be relatively severe. The secretary expressed the hope that some 
degree of flexibility would be retained in handling eases of this kind and re- 
quested the reaction of the committee on this point as well as on the entire plan. 
The committee was of the opinion that the plan represened a distinct improve- 
ment and should be put into effect and the opinion was expressed that hardship 
eases or special cases are always subject to individual treatment in the judg- 
ment of the particular committee. It was moved, seconded, and carried that the 
plan be adopted at the earliest practicable date. 


16. ADJOURN MENT 


There being no further business, the chairman declared the meeting adjourned. 
K. H. PArKer, Secretary. 


MINUTES OF THE EXECUTIVE COMMITTEE OF THE WESTERN ACTUARIAL BUREAU, HELD 
TUESDAY, SEPTEMBER 16, 1958, at THE UNION LEAGUE CLUB, CHICAGO 


Present: Messrs. Carter, Barr, Beebe, Dox, Hargrett, Lawson, Nolen, McFarland, 
Voorhis, Winter, Parker, and Snediker 


1. MINUTES OF LAST MEETING 


The chairman inquired as to the pleasure of the committee in regard to the 
minutes of the previous meeting, and upon motion, duly seconded and carried, 
the reading was dispensed with. 


2. RESIGNATION OF CHARLES W. OHLSEN 


(a) Appointment of successor: The chairman stated that in view of the letter 
from Mr. Charles W. Ohlsen tendering his resignation as a member of the com- 
mittee, that he had appointed Mr. Frank L. Ludington to succeed Mr. Ohlsen, 
which appointment would take effect September 30 and run until the next annual 
meeting. 

(bo) Trustees of analytic system: The secretary stated that at a recent meet- 
ing of the trustees of the analytic system Mr. Herman P. Winter was elected to 
succeed Mr. Ohlsen, in view of the latter’s retirement from business. 


38. ANNUAL MEETING 


(a) Place and time: The secretary advised that, following the usual custom, 
the annual meeting would undoubtedly be held at the same time as the Western 
Underwriters’ Association meeting at White Sulphur Springs, and that this would 
very likely be on Tuesday morning, October 21, but that the usual call would be 
issued in the near future giving a specific place and time. It was stated that 
the chairman had appointed a nominating committee consisting of Messrs. Dox, 
Beebe, and Hargrett to submit nominations for members whose terms would 
expire this year. 

4, EXAMINATION REPORT 


The secretary reported as a matter of information that his office had undergone 
a convention examination during the past several weeks, and that the work has 
now been completed. Copy of the final report with any recommendations is 


expected from Springfield in the near future. No action was necessary at this 
time. 
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5. REVISED HOMEOWNERS’ PROGRAM 


The secretary referred to the material received from the Multi-Peril Insurance 
Conference outlining the new homeowners’ program and the discussion of the 
basie principles brought out several items particularly in conjunction with the 
rating method which might possibly cause some concern or impact on other 
classes of business. It was finally moved, seconded, and carried that the play 
be approved in principle, with Mr. Nolen not voting. The secretary stated that 
as final recommendations may be received from Multi-Peril Insurance Conference 
for any given State, they would necessarily be referred to the individual manag. 
ing committee. 

6. NUCLEAR ASSUMPTION CLAUSES 


The secretary outlined the program as recommended by Inter-Regional Ingy,. 
ance Conference providing a means whereby individual risks not having catag. 
trophie exposures will be in a position to obtain protection against radioactive 
contamination through the use of either one of two endorsements designed for 
attachment to the fire policy. The secretary explained that, following a review 
of the material by his staff, there appeared to be no objections or particular 
problems to be expected, and it was thereupon moved, seconded, and carried that 
the program be approved for recommendation to the various rating bureaus. 


7. MOLTEN-MATERIAL CLAUSES 


The secretary referred to a change in the molten-material clauses which had 
been developed with the assistance of the advisory committee of Inter-Regiona] 
Insurance Conference and subsequently recommended for countrywide adoption, 
such changes consisting of certain language changes and a reduction of the 
charge from 10 percent to 5 percent. After discussion, it was moved, seconded, 
and carried that these changes be approved for recommendation to the Middle 
Western rating bureaus. 

8. MISSOURI 


(a) Status of Barker-Jacobs fee claims: The secretary reported as a matter 
of information that the brief for the superintendent of insurance had been pre- 
sented to the court asking for a permanent writ against trying this suit in Jack. 
son County, and a favorable decision on this issue is expected. 

(b) Forty-five-day rule—Missouri Audit Bureau report: The secretary advised 
that Mr. Brown, superintendent of the Missouri Audit Bureau, indicates consid- 
erable abuse of the 45-day rule which was expressly intended for renewal busi- 
ness only. Since the audit bureau in Missouri enters daily reports and endorse- 
ments, it is possible to check when a policy is an actual and true renewal. It 
was reported that a number of renewal policies indicate expiring numbers that 
prove to be fictitious when checked against the audit records and in other cases 
the policy numbers shown are those of policies which expire beyond September 
15 or after the expiration of the 45-day period. It appears that companies gen- 
erally are not objecting to these circumventions of the rule, but the audit bureau 
is continuing to criticize. 


9. PARTIAL SUBSCRIBERSHIP TO RATING BUREAUS—COM MERCIAL PROPERTY AND OTHER 
MULTIPLE LINE COVERAGES 


The secretary referred to the problem of partial subscribership existing to a 
greater or less degree in most of the States and now aggravated by the recent 
adverse ruling of the New York Insurance Department overturning a previous 
ruling of the department against the North America and American Casualty in 
regard to their commercial property filings. Those companies and others had 
insisted on their right to make an independent filing of their commercial property 
or other multiple line coverage but still remain as a bureau subscriber on the 
mercantile class. The secretary advised that he had addressed the Inter- 
Regional Insurance Conference in an effort to learn whether any steps were 
being taken by the New York Fire Insurance Rating Organization to appeal this 
decision but that thus far he had received no definite information. Mr. 
Hargrett reported that this question will definitely be before the all industry 
committee recently appointed as the result of the Vorys committee report at the 
last meeting of the National Association of Insurance Commissioners. The 
national board is heading up the committee for the fire segment of the business 
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and according to Mr. Hargrett are actively considering the problem of partial 
subscribership in fire rating bureaus. 


10. ADJOURNMENT 


There being no further business, the chairman declared the meeting adjourned. 
K. H. Parker, Secretary. 


MINUTES OF THE EXECUTIVE COMMITTEE OF THE WESTERN ACTUARIAL BUREAU 
Heitp TuEspAY, DECEMBER 2, 1958, Union League CLus, Cuicaco, ILL. 


Present: Messrs. Carter, Beebe, Dox, Hargrett, Kelley, Lawson, Ludington, 
McFarland, O’Beirne, Sanborn, Shepard, Spalding, Voorhis, and Winter; Parker 
and Snediker. 

1. MINUTES OF LAST MEETING 


The chairman inquired as to the pleasure of the committee in regard to the 
minutes of the previous meeting and upon motion duly seconded and carried, 
the reading was dispensed with. 


2. ELECTION OF CHAIRMAN AND VICE CHAIRMAN 


The secretary referred to the election of four new members to the executive 
committee, Messrs. Kelley, O’Beirne, Sanborn, and Spalding to replace the four 
members whose terms expired at the annual meeting held in October and the 
chairman stated that the first order of business would be the election of a 
chairman and vice chairman and called for nominations. Mr. Herman P. Win- 
ter was nominated as chairman and following the second to this nomination, it 
was moved, seconded, and carried that the nominations be closed and that the 
secretary be instructed to cast a unanimous ballot for Mr. Winter. 

Mr. Barr was nominated for vice chairman and following the second to this 
nomination, it was moved, seconded, and carried that the nominations be closed 
and that the secretary be instructed to cast a unanimous ballot for Mr. Barr. 


8. APPOINTMENT OF SECRETARY 


It was moved, seconded, and unanimously carried that Mr. K. H. Parker 
be reappointed as secretary of the committee and of the association. 


4. LEGAL 


(@) Bureau counsel: The secretary referred to this subject which had also 
recently been under consideration by the Western Underwriters Association and 
requested a motion for the appointment of several members of the committee to 
work out satisfactory arrangements for the employment of bureau counsel for 
the future. It was moved, seconded, and carried that a committee consisting of 
Messrs. Carter, Beebe, and Winter be appointed to take such action. 

(b) Missouri: The secretary reported that Superintendent Leggett had re- 
cently won a favorable decision from the Missouri Supreme Court holding that 
the Circuit Court of Jackson County had no jurisdiction relative to the claim 
of Barker and Jacobs. It was pointed out, however, that Barker and Jacobs 
still have claims filed in the Circuit Court of Cole County. 


5. BUREAU SERVICE CHARGE RULES 


The secretary referred to the bureau service charge rules which were revised 
principally from an editorial standpoint except the provision for assessment on 
partial subscribers which was revised in line with the recommendation from the 
Inter-Regional Insurance Conference and also in accordance with the previous 
discussion of the committee. The secretary explained that the new rules had been 
developed by a committee of the bureau managers and had been reviewed and 
approved by counsel. Following discussion, it was moved, seconded, and carried 
that the revised rules be approved and recommended to the rating bureaus 
with the understanding that the new rules would be placed on file with the in- 
surance department in each State and copy distributed to all bureau members 
and subscribers. 
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6. LIGHTNING CLAIMS—ELECTRICAL APPARATUS CLAUSE 


The increasing number of claims involving alleged lightning damage to 
electrical appliances was thoroughly discussed, particularly in the light of cor- 
respondence with the Inter-Regional Insurance Conference in an attempt to de. 
velop a suitable approach for entirely eliminating such losses or possibly intro. 
ducing a $50 deductible clause. The secretary reported that as a result of a 
rather extensive study by his office and in response to a request from Inter. 
Regional, it had been strongly recommended that the $50 deductible approach 
be used rather than attempting to reintroduce the old style lightning and elec. 
trical exemption clause in view of the firm belief that this change would not be 
acceptable in many of the Middle West States, particularly where the fire 
policy was statutory. In this manner, it was believed that possibly the same 
solution could be effected in all Middle Western States. It was understood that 
in several of the Southeastern States the electrical exemption clause has been 
filed in an attempt to meet this problem. The secretary pointed out that care. 
ful consideration should be given to the effect of any proposed change in ¢op- 
nection with the broad dwelling form 49D. 

Reference was made to the agitation on this subject in Tennessee where the 
fieldmen have become extremely interested and have obtained actual loss figures 
from the General Adjustment Bureau. It was understood that the secretary 
would distribute copies of these losses to the committee and would continue to 
keep the matter under active study. 


7. PREMIUM ADJUSTMENT RENT FORM 


The secretary pointed out that the Middle West was probably the only terri- 
tory which has never had a premium adjustment type of rent form and that on 
the whole there had not been too much demand for such a form down through 
the years, except that in Ohio the agents had been advocating such a form for 
the past 2 or 3 years and recently the agents in the Mountain States had strongly 
urged that such a form be adopted. As a result, his office had been studying 
with time element underwriters the development of such a form and had com- 
pleted a form of this type which was based upon the present contribution rent 
form with the premium adjustment features incorporated. He stated that this 
was very similar to the present eastern form but did not feel that this pro- 
posal should be finally acted upon the committee, because of the realization 
that satisfactory safeguards seem to be lacking. This was due to the fact that 
there is no annual premium adjustment under the policy and no requirement for 
reports of rental values until after expiration of the policy. For this reason 
it would be simple for an insured to carry an excessive amount of insurance and 
having suffered no loss during the term of the policy could then submit a report 
showing a materially lower rental value and collect a return premium upon this 
basis. It was also pointed out that the Pacific coast form had been studied and 
while this resembled a typical stock reporting form with all of its complica- 
tions, it did require an annual report and an annual adjustment of premium. 
The secretary explained that it was felt that an annual premium adjustment 
would be too much complication in a form which normally should be relatively 
simple and where values would not fluctuate to the extent of stock or business 
interruption values. 

It was finally recommended that efforts be made to incorporate a require 
ment for annual reports whether or not an annual premium adjustment was made 
and upon this basis to acquaint the Mountain States Inspection Bureau with the 
new form and rules so that they would be in a position to proceed with its 
adoption in the event they saw fit. It was suggested that it would be prefer- 
able to gain experience in the Mountain States territory before introducing the 
form elsewhere. 

8. DEBRIS REMOVAL CLAUSE 


The secretary referred to the recommendation of the Inter-Regional Insur- 
ance Conference relative to a revised wording for this clause, principally for the 
purpose of clarification and pointed out that it would then conform with the 
wording now incorporated in the broad and special dwelling forms. It was 
moved, seconded, and carried that this revised wording be approved for recom- 
mendation to the rating bureaus. 
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9, AUTOMATIC PINSETTING EQUIPMENT—RECOMMENDATION OF INTER-REGIONAL IN- 
7 SURANCE CONFERENCE 


The secretary referred to a recommendation just recently received from the 
Inter-Regional Insurance Conference to the effect that automatic pinsetting 
equipment should in all cases be treated as contents together with the use of the 
appropriate contents rate and pointed out that this had previously received 
attention by the advisory committee of the Inter-Regional. The secretary ex- 
plained that in a number of the Middle Western States the inelusion of these 
yalues under the building item had been permitted or rather not criticized by 
the bureau when such equipment was described in the form as “belonging to and 
constituting a permanent part of the building.” The secretary stated that in 
his judgment this recommendation should be issued to the bureaus for future 
guidance although it was appreciated that some difficulty may result in changing 
over to this more restricted practice. Following discussion, it was moved, sec- 
onded, and carried that the recommendation be approved and handled as indi- 
eated by the secretary. 


10. DWELLINGS—-WOOD SHINGLE ROOFS 


The secretary referred to a recent letter received from Inter-Regional Insur- 
ance Conference expressing deep concern regarding the recent tendency on the 
part of various rating organizations to eliminate any rate differential for wood 
shingle or unapproved roofs. The committee further expressed themselves as 
hoping that all rating organizations which have not already eliminated this 
differential would put forth every effort to retain this differential and the secre- 
tary commented as to the great pressure which certain Middle Western States 
had been under in recent years and had finally culminated in their agreement to 
eliminate the roof differential but only after the secretary’s office had fully 
acquainted the various committees and also Inter-Regional as to this situation. 
The secretary advised that his office would do everything possible to avoid fur- 
ther action except in those States where some agreement might have already 
been reached. 

11. ADJOURNMENT 


There being no further business, the chairman declared the meeting adjourned. 
K. H. PARKER, Secretary. 


MINUTES OF THE MEETING OF THE EXECUTIVE COMMITTEE OF THE WESTERN 
ACTUARIAL BUREAU HELD TUESDAY, FEBRUARY 3, 1959, UNION LEAGUE CLUB, 
Cuicaco, ILL. 


Present: Messrs. Winter, Barr, Hargrett, Lawson, O’Beirne, Sanborn, Spalding, 
Voorhis and Zook ; Parker and Snediker 


1. MINUTES OF LAST MEETING 


The chairman inquired as to the pleasure of the committee in regard to the 


minutes of the previous meeting and upon motion duly seconded and carried, the 
reading was dispensed with. 


2. RESIGNATION OF MR. LUDINGTON——-APPOINTMENT OF MR. ZOOK 


The chairman announced that Mr. Ludington had tendered his resignation in 
view of having become associated with Underwriters Grain Association and 
that in accepting this resignation, he had appointed Mr. C. L. Zook, vice presi- 
dent, National Fire Insurance Co., to serve until the next annual meeting. 


3. CONFERENCES WITH PRODUCER ORGANIZATIONS 


(@) Recommendation of Inter-Regional Insurance Conference: The chair- 
man commented on a letter received from Inter-Regional Insurance Conference 
pointing out the views of their executive committee during that in conferences 
with producer organizations there should be no discussion of rating matters. 

(b) Midwest Conference Committee—Tentative Date 1960: The chairman re- 
ferred to a request from Mr. R. M. Byrne, chairman of the Midwest Conference 
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Committee, that consideration be given to establishing a meeting date for future 
years that would be several weeks prior to the Midwest territorial conferenge 
spring meeting. This suggestion received favorable consideration and it wag 
understood that the chairman and secretary would attempt to work out a Satis- 
factory date with Mr. Byrne in February for 1960. 


4. MISSOURI INSPECTION BUREAU—REPORT 


The secretary referred to a report which had been prepared for the first time 
by the general manager of the Missouri Inspection Bureau, more or less alo 
the lines of an annual production report, and mentioned that copy would be sent 
to each member of the executive committee by the secretary, as a matter of 
interest. 

5. INTERLINE INSURANCE FILING PROCEDURE 


The secretary referred to the recommendation recently received from the 
Inter-Regional Insurance Conference outlining for the guidance of the fire rating 
organizations a procedure as developed by the industry for multiple line filings, 
It was intended that this procedure would be adopted by the bureaus but not ge. 
tually submitted as a regular filing. Following some discussion, it was the con- 
sensus that it would be proper for the secretary’s office to recommend this pro- 
cedure to the bureaus and this action was approved by motion duly seconded ang 
carried. 

6. HOMEOWNERS—AUDITING FOR T.1.R.B. COMPANIES 


The secretary referred to a discussion he had recently had with representa- 
tives of the Transportation Insurance Rating Bureau as to the feasibility of the 
fire bureaus auditing homeowners busines written by companies belonging to that 
organization. It was stated that a similar conference was held with the South- 
Eastern Underwriters Association and also with Mr. Beckwith of the Inter. 
Regional Insurance Conference. The secretary reported that he had advised Mr. 
Rodda that this would apparently seem to be a perfectly logical procedure since 
the intent was to audit homeowners business and companies belonging to the 
the T.I.R.B. would in most every case be subscribers to the fire bureau. It was 
the consensus that the bureaus should be willing to extend their services for 
auditing this class when written by companies belonging to the T.1.R.B. provided 
they were also subscribers of the Fire Rating Bureau. It was moved, seconded 
and carried that this principle be approved for recommendation. 


7. BUILDERS’ RISKS—PERMISSION TO USE COMPLETED RATE ON APARTMENTS 


The secretary stated that this problem arose chiefly due to the increasing reali- 
zation on the part of the companies that the present practice of allowing the use 
of the completed building rate on apartments under construction produced a 
ridiculously low rate, particularly under the completed value form using 55 
percent of this rate, in contrast with the use of the regular mercantile builders’ 
risk rate or 55 percent thereof. While this practice has been followed in the 
Middle West for many years uniformly, there is a difference in practice in a num- 
ber of the Eastern States and following correspondence with the Eastern Un- 
derwriters Association, the secretary was advised that this subject will receive 
further consideration in that territory by the appropriate committee. It was 
realized that merely changing present rules to require the regular builders’ risk 
rate would result in a very Severe increase in contrast to existing practices. It 
was therefore suggested by the secretary that if the rules should be changed to 
require the builders’ risk rate, that builders’ risk rates should be carefully re 
viewed in the individual States in the light of the experience in such States and 
also to produce a more realistic rate and premium for builders’ risk coverage on 
the apartment class. 

Following further discussion of the general problem, it was moved, seconded 
and carried that the secretary’s office should work toward the elimination of the 
present rule permitting the completed building rate and at the same time to 
recommend a review of existing builders’ risk rate levels, if and as a rate level 
review is being undertaken by any State. 


8. ELECTRICAL APPLIANCES (DWELLINGS)—$50 MANDATORY LIGHTNING DEDUCTIBLE 


The secretary outlined the situation confronting companies during the past 
several years in encountering an increasingly large number of claims for alleged 
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lightning damage to electrical appliances and equipment in dwelling risks. This 
matter had been studied by several groups in the Middle W est. and by the Inter- 
Regional Insurance Conference and had recently culminated in a recommenda- 
tion of that organization to adopt a mandatory $50 deductible clause. 

The secretary outlined the clause and pointed out that it had been carefully 
studied in its application to the Middle West and that several questions and 
changes had suggested themselves even though perhaps not too serious. It was 

inted out that a better designation of the clause would be to refer to electrical 
equipment rather than electrical appliances and that the use of the word “oc- 
currence” would create perhaps some inequity or at least inconsistency since this 
would mean that $50 would be deducted from the total loss under the policy, 
regardless of how many dwellings might be covered under that policy or whether 
it covered building only, contents only or building and contents. The committee 
felt rather strongly that both of these points were valid suggestions and it was 
understood that the secretary would outline the views of the committee to the 
Inter-Regional Insurance Conference, since this will be a very important change 
in the Middle West and any technical defects should be worked out first in order 
not to jeopardize approval of such a filing. 

In addition, the committee also urged that a similar change be considered in 
the interest of clarification and consistency for the broad and special dwelling 
forms. Following further discussion, it was understood that the secretary’s 
office would work along these lines prior to actual recommendation of the new 
clause, With the understanding that the principle itself was approved by the 
committee. Motion was made to this effect, seconded and carried. 


9. NEW BUSINESS INTERRUPTION PROGRAM 


The secretary outlined this program in detail pointing out that it was the cul- 
mination of work by the Inter-Regional Time Element Committee extending over 
the past 2 years and had now been recommended by Inter-Regional for country- 
wide adoption. 

Various elements of the program were reviewed and discussed, following which 
it was moved, seconded, and carried that the program be approved for recom- 
mendation to the bureaus. 


10, DEFERRED PREMIUM PAYMENT PLAN—RECOM MENDATION OF INTER-REGIONAL INSUR- 
ANCE CONFERENCE 


The chairman introduced the subject pointing out that this was the plan form- 
ulated by the Pacific Coast and was in effect there and also in the State of 
Virginia. He stated that Inter-Regional Insurance Conference had recently 
recommended the adoption of the same plan countrywide but that in his judg- 
ment the subject deserved further careful study and consideration and should 
be brought up at a later meeting. The secretary distributed a statement of 
advantages and disadvantages of the recommended plan as affecting the Middle 
West. Certain features of the plan were discussed but since the committee had 
previously had no opportunity to study the brief prepared by the secretary's 
office, it was understood that the subject would be deferred to permit a more 
careful review of these points and it was understood that in the meantime the 
secretary would procure additional copies of the treaties of the recommended 
plan as prepared by Inter-Regional Insurance Conference and transmit this to 
the members. 


11. CONTRIBUTION TO ILLINOIS INSTITUTE OF TECHNOLOGY 


The secretary mentioned that he had received a letter from Mr. Beebe who had 
succeeded Mr. Henne as a trustee of the institute and that Mr. Beebe had pointed 
to the desirability of making a contribution to the institute in keeping with simi- 
lar action in the past and in order to demonstrate a continued interest in the 
work of the school because of the very close association between the Western 
Actuarial Bureau and the school. Mr. Beebe had suggested an amount of 
$2,500 and the secretary pointed out that the last contribution had been made 
in 1952 on the basis of $1,500 per year for 5 years. The subject was discussed 
and while the committee did not authorize any commitment for the future, it 
was moved, seconded, and carried that an amount of $2,500 be contributed for 
the year 1959. 
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12. APPOINTMENT OF FINANCE COMMITTEE 


The chairman announced that he had appointed Messrs. Barr, Beebe and 
Sanborn as a finance committee to confer with the chairman and secretary ag 
occasion might warrant. 


13. BILL FROM WATTERS FIRM 


The secretary referred to a bill received from Mr. Tom Watters representing 
principally work on income tax matters and copyright problems which approxj- 
mates the amount of similar past bills. It was moved, seconded, and carrieg 
that payment by the secretary be approved. 


14, ADJOURNMENT 


There being no further business, the chairman declared the meeting adjourned, 
K. H. Parker, Secretary, 


WESTERN ACTUARIAL BurREav, 
September 26, 1957, 
RATE LEVEL ADJUSTMENTS 


Mr. R. M. BeckwIiTH, 
Manager, Interregional Insurance Conference, 
New York, N.Y. 

Dear Mr. BeckwitH: With reference to your inquiry of September 20, we 
gave principal attention earlier this year to needed adjustments in extended 
coverage rates as well as introduction of the optional windstorm and hail deduct- 
ible in our most important States east of the Mississippi. 

Since March 1 of this year, filings of such increased extended coverage rates 
have been made effective in Illinois, Indiana, Michigan, and Ohio. These filings 
were based on the 5- and 10-year classified experience but recognized the known 
adverse experience of 1956 as indicated in State Page totals. There was no 
direct use of a “trend” factor as such. 

Extended coverage rate adjustments are now under consideration in both 
Iowa and Missouri. They will be based upon available classified data but in 
Missouri will also take into account ‘‘trend” to the extent that adjustment data 
can be available on 1957 storm experience. 

No general fire rate adjustments have been made to date nor have “trend” 
factors been used in any fire filings. The known trend of experience country- 
wide has been used to resist rate reductions in certain States and has support 
where needed to the ultimate increased premiums brought about by the change 
in term multiple. 

Some general fire rate adjustments are under consideration at this time in 
Illinois, Indiana, and Oklahoma, where fire increases appear to be in order. 
These filings will be prepared on the basis of adjusted earned-incurred under- 
writing experience ending 1956 with adjustment allowance for continuing “trend.” 

We have had no specific disapproval of any general rate adjustment filing. 
The extended coverage filing for Illinois was delayed by the Illinois department 
for several months this spring because of request for further supporting informa- 
tion, but approval was ultimately secured except for a revised minimum pre- 
mium. The revised term multiple filing was disapproved in Tennessee. 

Yours very truly, 
K. H. Parker, Manager. 


INTER-REGIONAL INSURANCE CONFERENCE, 
New York, N.Y., September 20, 1957. 
Mr. K. H. Parker, 
Manager, Western Actuarial Bureau, 
Chicago, Ill. 


Dear Sir: In the light of an impending meeting of the executive committee 
of the National Association of Insurance Commissioners in October it is deemed 
essential that we have available, by October 5, a statement with respect to the 
status of general rate level filings made, attempted or immediately contem- 
plated subsequent to March 1, 1957. 
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It is necessary that this statement be somewhat explicit as to each rating 
jurisdiction and in the event filings have actually been made in your field will 
ou please furnish us with general information as to their scope and as to 
whether or not a “trend” recognition has been incorporated therein. 

In the event filings have been attempted, and approval by your insurance 
department has been declined, will you please so inform us giving us a brief 
statement as to the circumstances. 

In the event filings are immediately impending will you please inform us as 
to that fact and advise us as to whether or not such filings contemplate any 
recognition whatever for the current trend. 

If revised rate level filings have neither been made, attempted nor prepared 
will you so advise us and inform us as to the reason why action of that nature is 
felt inadvisable in your field at this time. 

All of the above refers specifically to fire and extended coverage endorsement 
rate level adjustments. 

As stated above, it is necessary that we have this information, applicable to 
each rating jurisdiction, by October 5. 

Yours very truly, 
Roya M. Beckwitu, Manager. 


INTER-REGIONAL INSURANCE CONFERENCE, 
New York, N.Y., November 18, 1957. 
BASIC PRINCIPLES—RATE LEVEL ADJUSTMENTS 


Mr, K. H. PARKER, 
Manager, Western Actuarial Bureau, 
Chicago, Ill. 

Dear Sim: Previously, in 1955, we recommended to you certain basic prin- 
ciples designed for the guidance of fire rating organizations in the review and 
adjustment of over-all rate levels within a State. 

Our committee have been engaged in a most careful and painstaking review 
of these basic principles and this work has culminated in a recommendation by 
our executive committee that the attached “Basic Principles—Rate Level Ad- 
justments” bearing a date of November 13, 1957, be adopted in all fields for the 
guidance of the rating organizations. 

We would particularly direct your attention to two major changes contained 
in these revised basic principles: 

In paragraph No. 4 it should be noted that the premium and loss statis- 
tics of other than member and subscribing stock companies may be in- 
cluded in the determination of loss ratios to the extent that their use 
appears necessary and pertinent; the previously recommended principles 
required the inclusion of these figures. 

The other principal point involved in this revision is incorporated in 
paragraph No. 6 and specifically calls for the use of expenses of the most 
recent available year rather than of the most recent period of years as 
previously recommended. 

We wish to emphasize that the enclosure constitutes basic material; it is 
anticipated that from time to time recommendations relating to details involved 
in the review of experience statistics and in the utilization of those statistics 
within the framework of these basic principles will be sent you. 

Our executive committee is most desirous of being apprised of your acceptance 
of these basic principles for use in your field and will you therefore please 
inform us on that point. 

Yours very truly, 

Roya M. BeckwitH, Manager. 


INTER-REGIONAL INSURANCE CONFERENCE 
BASIC PRINCIPLES—RATE LEVEL ADJUSTMENTS 


1. The principle of a 6-percent underwriting profit factor as set forth in the 
1921 profit formula of the National Board of Fire Underwriters as modified 
in the 1949 subcommittee report of the NAIC shall be maintained. No overall 
tate level adjustment shall be made if the indicated profit is within a tolerance 
une of 2 percentage points above or below such 6 percent factor. 


47932—60—pt. 6-7 
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2. Review of overall rate level shall be annual; however, it is not the jp. 
tent to require annual adjustment of rate levels. 

3. Underwriting profit as referred to above shall be determined with use of 
direct earned premiums and incurred loss and incurred expense figures without 
regard to reinsurance. 

4. All available and relevant premium and loss statistics, including log 
adjustment expenses, of member and subscribing stock companies, adjusted to 
reflect current tariff rate levels, shall be used. Loss adjustment expenses shay 
be included with loss statistics. The premium and loss statistics of other 
companies may be included in the determination of actual and adjusted logg 
ratios to the extent that the use of such loss experience is necessary ang 
pertinent. 

5. In the case of fire rate levels the loss experienec of not less than the most 
recent 5-year period shall be used, while in the case of windstorm or extendeg 
coverages which involve the windstorm peril the loss experience of not less than 
the most recent 10-year period shall be used. 

6. As to expenses other than loss adjustment expenses, only the experience of 
member and subscribing stock companies reflecting comparable methods of 
operation and acquisition costs during the most recent available year shall 
be used. Such expense figures shall be treated as a unit and shall not be sepa- 
rated into their several components. 

7. Due consideration shall be given to loss experience, expenses and all other 
relevant factors within and outside the State, including the important element 
of informed judgment and the reflection of all developments and trends which 
may affect prospective loss experience and expenses. 


INTER-REGIONAL INSURANCE CONFERENCE, 
New York, N.Y., December 17, 1957, 


RATE LEVEL ADJUSTMENTS 
Mr. K. H. PARKER, 

Manager, Western Actuarial Bureau, 

Chicago, Iil. 


Dear Siz: At the meeting of rating managers held on March 1, 1957, in New 
York City and on subsequent occasions we have informed you that our con- 
mittee on rate level adjustments was studying ways and means of achieving, 
in fire rate level adjustments, a practical recognition of prospective loss expe 
rience in the fire insurance business. 

These studies by our committee have been supplemented and materially 
assisted by conferences with rating managers as well as by a special committee 
of company actuaries formed for the purpose of studying this problem. 

This work, covering several months, has culminated in the development of a 
so-called weighted loss ratio method designed to enhance the effect of the fire 
insurance experience of the more recent years of the period under review as 
related to that of the more remote years of that period. In effect this method 
is designed to provide a more accurate reflection of fire insurance experience 
as of the date of the rate level review. 

The results of tests in several States in various parts of the country show 
conclusively that the method and percentage weightings recommended will 
result in a more appropriate rate level than that produced either by methods 
used in the past by rating organizations or by any other suggested method. 
Even so, the important element of informed judgment must be employed to 
fully appraise current and prospective developments in the fire insurance 
business. 

The procedure contemplates the weighting of overall statewide direct earned 
fire premiums, after adjustment to current rate levels, for a period of 6 years 
(including the immediate past year, the overall experience of which will be made 
available by the national board each spring), as well as the weighting of in- 
curred losses for the same period. The following relative weightings are recon- 
mended as appropriate and reasonable in the judgment of our committees and 
of those with whom we have conferred : 


Percent Percent 
Most recent year._............._ 80| Next preceding year____--------- 10 
Preceding year.._................ 25| Next preceding year____--------- 10 


Next preceding year__........... 15 | Next preceding year__...-------- 10 
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While the immediate past year’s experience will not be available on a classified 
earlier than in the past, it is hoped that the 5-year classified experience 
coupled with the overall 6-year experience will enable rating organizations to 
review and make rate adjustments, where warranted, much earlier than has been 
the case in the past. 

Our executive committee also recommends that, once established, the weighted 
Joss ratio method described be applied in all rate level reviews in future years 
either to assist in meeting conditions where loss ratios are increasing or in cor- 
recting possible redundant tendencies in rate levels which might otherwise 
develop during profitable periods. 

You, of course, are aware that a method of rating based on a weighted average 
of premiums and losses is not new to the insurance business. It has been 
employed for many years by the National Bureau of Casualty Underwriters and 
the National Automobile Underwriters Association. 

The procedure recommended herein is designed to apply only to fire insurance 
rate level adjustments. The rating of extended coverage is still under review. 

Conscious of the pressing importance of this subject, our executive committee 
recommends that you give early consideration to this formula and particularly 
requests that you inform us as to the outcome of your consideration thereof. 

Yours very truly, 


Roya M. BeckwirtH, Manager. 


WESTERN ACTUARIAL BUREAU INTEROFFICE CORRESPONDENCE 


Date: December 27, 1957. 
To: Mr. K. H. Parker. 
From: P. R. Bechtolt. 


WEIGHTED LOSS RATIO METHOD OF RATE LEVEL ADJUSTMENT 


Prior to the receipt of the Inter-Regional Insurance Conference recommenda- 
tion of December 17 concerning the captioned, we had asked eight bureaus to 
test the weighted loss ratio method against their fire underwriting experience for 
the past 6 years. The results are as follows: 





| 5-year ad- 6-year 








State name |} justed loss weighted 
ratio — loss ratio 
(percent) (percent) 
| 
ne! SPU) cs) oe i th pe ae oe wh Sap oes 54.3 55.7 
RE ESS, ER S74 34 pd 5 hil ebnid dm Shedd Deknib keen tS cmth Salen wieamaney eiale 48.2 48.6 
RRR Lark Heelies, onto ee ee ay 50.7 51.9 
rien ores ain « jonecansausasn seenaeee 42.0 42.4 
GEER, os hetchins cirdiaisic ab dew k evga dtcuadda dadhalstcakibalt nin chen aieaae 46.0 51.4 
CNN 608. 6 Se. oot lise bunnies bls aqehe atenta ste tagih bd tomate dedinc ate | 50.9 51.2 
A Fe ce on ga gee eae ee 44.5 44.4 
I 2 Sn ne a ia nk Ea le kn wala nee iasmaionese meal 40.5 41.7 


The results for Minnesota are not caused by recent unfavorable loss ratios 
but are primarily caused by a 90 percent loss ratio for 1951. If the loss ratio 
for 1951 had been 50 percent on the adjusted earned-incurred basis, the 6-year 
weighted loss ratio would then drop to 48.6 percent clearly indicating the effect 
of the extreme past on this weighted loss ratio. 

In my opinion, therefore, the use of the weighted loss ratio in these eight 
States makes no significant difference in the loss ratio for rate level adjustment 
purposes contrary to the statement in the Inter-Regional letter that the results 
of their tests “show conclusively that the method will result in a more appro- 
priate rate level than that produced by methods used in the past.” In other 
words, the advantage to be gained by this method is of such significance that 
itis not worth the fight to sell it to insurance departments. 

Any such use of the weighted method would require acceptance of the weight- 
ings by the regulatory bodies and there are no supporting data presented to 
justify the weightings other than the statement “the relative weightings are 
recommended as appropriate and reasonable in the judgment of our committees 
and those with whom we have conferred.” The difficulties in the use of judg- 
ment in the present era are well known. 
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In addition to the difficulty of selling the weightings, there appear 
the problem of destroying the intent of the all-industry bill which dequeenee 
least a 5-year basis for the review of rate levels. While this weighting method 
would use a 6-year experience base it certainly seems to be departing rather 
radically from the reason for the specification of the 5-year period; namely, the 
avoidance of rate level adjustments based on a limited period of experience. 

Near the end of Inter-Regional’s letter the statement is made that the method 
of rating based on a weighted average is not new since it has been employed for 
many years by the National Bureau of Casualty Underwritings and the Nationa) 
Automobile Underwriters’ Association. Undoubtedly, insurance departments 
would be quick to point out that these organizations deal primarily with annual 
business while the fire business traditionally has dealt with term policies, There. 
fore, rate adjustments for the casualty and automobile business are quickly re. 
flected in premium levels while in the fire business the increases are not effec. 
tive until the expiration of business presently on the books and, in addition the 
use of the premium payment plans continues to bring collected premiums in at 
the old levels for as much as 5 years after increased rates may be effective. Op 
the other hand, reductions would be quickly adopted and would be effective on 
the majority of business within a year after the effective date. 

The use of the weighted loss ratio method seems to basically imply that fire 
underwriting experience in a given State moves in smooth cycles in such manner 
that trends can be predicted. In my opinion, this statement is clearly refuteq 
by figures for our largest single State under one bureau, Ohio. If the weighteq 
loss ratio method had been applied to the 6-year experience ending with 1955 
loss ratio for the future of 41.3 percent would have been developed. The 5 year 
average experience ending with 1955 would have shown a loss ratio for the future 
of 43.3 percent. The actual earned results for 1956 were 48.0 percent so that 
the weighted loss ratio method would have had us going downhill when actually 
we should have been going up at least based on the 1956 experience. The year. 
by-year loss ratios for Ohio on the earned basis were as follows: 

Percent 


Year: loss ratio! 
eR 6S ee ie dt ilitheisll edule basbeleieee 57.1 
I ca win icicnnin rinse eons irtn ca dah dale testes hte th alkidl elle Ghai maeticgaeaias aa 41.3 
I icc ue sll i tonsa aaa daladwts eile aacceaie 47.5 
NU ahaha asic a Ni ce cag thats tasarcnininania nia iin ian 36.9 
A a ee daa ce tari he ia pi alban ala incre 37.4 
daa ca cache inven il aetna epee ina ap cals ating ea 48.0 


2 Adjusted to 1956 actual. 


It would thus appear rather obvious that whatever trend there was prior to 
1956 was downward and the use of the weighted loss ratio method would accen- 
tuate the downward trend. However, 1956 turned sharply upward and if such 
results obtain in a State with $60 million earned premiums in fire per year, it 
is difficult to see how the smaller States can be expected to show more stable 
tendencies. 

A somewhat similar situation would have probably existed in Indiana where 
the 6-year percent loss ratios were as follows: 61.7, 50.9, 46.4, 47.9, 47.7, 52.6. 
In other words, the trend in Indiana prior to 1956 was downward. 

Getting now into the mechanics of the method, there are several possible 
sources of difficulty. 

1. It is not clear as to the basis for the figures to be reported by the national 
board for the latest year. At one time, it was understood that these figures 
would be on the direct written basis and that the classified ratio of earned to 
written for the previous year as obtained from the earned-incurred statistical 
plan would be applied to these written premiums. Since the State page will 
now contain direct earned premiums it would seem possible to obtain these on a 
direct basis. However, in the event that written premiums are to be used against 
the earned ratio for the previous year, it should be pointed out that there are 
rather marked variations in this ratio from year to year for some States. For 
instance, the ratio for Illinois for 1955 was 101 percent and for 1956 the figure 
was 95.2 percent. In Kentucky, the 1954 ratio was 106.3 percent and in 1955 the 
ratio was 91.2 percent. In Minnesota the 1955 ratio was 99.5 percent, for 1956 
was 103.9. In Ohio the 1955 ratio was 97.2 percent, the 1956 ratio was 92.6 
percent. 
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9, Of course, the State page figures include both property damage and time 
element while the classified figures are for property damage only (major peril 
10). Also, the State page figures include premiums and losses which are not 
under the bureau filings. 

3. To be compatible, the State page figures should be for substantially the 
game number of companies as the classified figures. Since the reporting of the 
State page results will not be a part of the official statistical plan, it is doubted 
that the companies will be the same. 

4. A very important consideration is the expense factor which will be used 
against the weighted loss ratio. 

5. The instructions from Inter-Regional are not clear as to the method to be 

. Based on discussions in our office and problems with one or two of the 
pureaus the term “weighting” could be interpreted to mean adding to. Thus, 
a weight of 30 percent would mean taking 130 percent of the premiums and 
josses for a year. If this were done the actual weight then for the most recent 
year would be 18.6 percent instead of the intended 30 percent. This, of course, 
js a detail but illustrates somewhat the lack of clarity in Inter-Regional’s 
recommendation. 

§. The weighted loss ratio method contemplates adjustment based on the 
overall 6-year experience with the adjustments based on the 5-year classified 
available which, of course, omits the last year. We have had ample experience 
in the Midwest with a single bad loss producing an unprofitable year in a given 
State without indicating at all that rate levels should be adjusted one way or 
the other. Outstanding examples would be the Livonia loss in 1953 in Michigan, 
the Allison Engine loss in Indianapolis in 1951 or 1952, the Minnesota mining 
losses in Minnesota, ete. 

7. The Inter-Regional letter states that the premiums should be adjusted to 
current rate levels. This statement clearly requires adjustment to the full 
ultimate effect of the term multiple since the reference is to current rate rather 
than to current premium. 

8. It appears obvious that the insurance departments in the Midwest will 
require review of the 5-year classified figures when available and the bureau will 
be second guessed, so to speak, and if the adjustments, if any, based on the 6-year 
weighted experience prove to be far off, it is easy to see what will happen to the 
weighted loss ratio method. 

In conclusion, I feel that this method should not be adopted for use in the 
Midwest since there is no evidence that it does the job intended and, in fact, may 
produce exactly the opposite results. 


RECOMMENDED PROCEDURE AND EXAMPLE—BASIC PRINCIPLES RATE LEVEL ADJUSTMENTS 


INTER-REGIONAL INSURANCE CONFERENCE, 


New York, N.Y., February 14, 1958. 
Mr. K. H. PARKER, 


Manager, Western Actuarial Bureau, 
Chicago, Ill. 


Deak Mr. PARKER: Reflecting the conclusions reached at the meeting of 
February 4 and 5 with rating managers representative of the several regional 
fields, we can now forward for your early review draft of a proposed procedure 
and step-by-step example in connection therewith. 

We call your particular attention to section III.8 in the procedure, and corre- 
sponding step 8 in the example, both added after careful consideration here. 

We expect to submit this proposal to our rate level adjustment committee at a 
meeting scheduled for Thursday, February 20, for approval preliminary to dupli- 
cation in quantity for presentation at the meeting of regional and rating managers 
and committee chairmen arranged for Wednesday, March 5, at the Plaza Hotel, 
New York City. 


Yours very truly, 
Jari T. SORENSEN, Assistant Manager. 
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RECOMMENDED PROCEDURE FOR RATING BUREAU REVIEW OF THE OVERALL 
FIRE Rate LEVEL By STATE 


I. OBJECTIVES 


It is the purpose of this procedure to determine in a reasonable and uniform 
manner, in reflection of the nationwide recommended “basic principles—rate 
level adjustments” and consistent with applicable statutory requirements, the 
overall fire underwriting experience within the State and the indicated overall 
fire rate level adjustment. This procedure also contemplates the “weighting” 
of the overall earned fire premiums adjusted to reflect current rate levels over 
a period of 6 years, and the “weighting” of incurred losses for the same period, 
This “weighted loss ratio” method, previously recommended as appropriate and 
reasonable on the basis of considered judgment, is designed to enhance the effect 
of the experience of the more recent years in order to provide a more accurate 
reflection of the experience as of the date of the rate level review. The indicated 
overall fire rate level adjustment, if any, will serve as a guide to such revisions 
in class or schedule rate levels within the State as are felt to be appropriate and 
desirable in reflection of the classified experience. 

It is the further purpose of this procedure to utilize to the maximum extent 
the pertinent and available loss and expense statistics developed by the Actuaria] 
Bureau of the National Board of Fire Underwriters, including the early overalj 
data, newly available for the immediate past year, which will minimize the 
“time lag’ otherwise unavoidable due to the development of classified experience, 


Il, STATISTICS 


The following fire statistical data, available by State from the actuarial 
bureau of the national board and from other sources, is required or may be de. 
sirable as set forth in detail hereinafter in implementation of this procedure: 

(a) Direct Written Premiums and Paid Losses.—National board classified ex- 
perience by year for 5 years, plus the overall experience of the immediate past 
year for which in the spring of the next year (in the absence at that time of 
classified data) written premiums, paid losses and incurred losses will be fur. 
nished as assembled by the national board from company annual statements ag 
filed with the several State insurance departments. 

Note.—The overall written and paid loss experience of other member or sub- 
secriber stock companies not included in the national board statistical data 
should be obtained from other authorized statistical agencies or from company 
annual statements; also, other member or subscriber (nonstock) company loss 
experience may be obtained, where necessary and pertinent and as available, 
from other authorized statistical agencies or from company annual statements, 

(b) Direct Earned Premiums and Incurred Losses.—National board classified 
experience by year for 5 years (first available in 1953), exclusive of the im- 
mediate past year for which classified data will not be available until later in 
the next year. With this data is supplied the total written premiums of those 
stock companies reporting earned experience to the national board, with which 
earned to written premium ratios can be derived. In the future the national 
board will also supply the paid loss totals of those stock companies reporting 
earned experience, and for prior years these paid losses may be secured from 
the national board upon request, with which incurred to paid ratios can be 
derived. 

Note.—For the immediate past year the incurred to paid ratio can be derived 
from the overall totals of paid and incurred losses which will be furnished in 
the spring of the next year as assembled by the national board from company 
annual statements; estimated earned to written premium ratios for the im- 
mediate past year will also be furnished by State. 

(c) National Board Totals of Insurance Expense FE rhibits of Reporting Sub- 
scribers.—This nationwide exhibit by year may be secured from the national 
board upon request, and from which the countrywide fire loss adjustment 
expense ratio related to earned premiums may be obtained for the most recent 
year available. 

(d) National Board Composite Totals of Expense Data—These are expense 
totals by State together with the total direct premiums written by the reporting 
companies, from which the stock company fire expense ratio may be derived for 
the most recent year available. This data may be secured from the national 
board upon request. 
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III, RECOMMENDED PROCEDURE AND EXAMPLE 


The statistical data referred to under II above is applied as follows (the 
numbers herein correspond to the steps set forth in the attached example) : 


1. Overall stock company written and paid experience—major peril 10 (step 1) 

This is a summation of the totals of the national board classified experience 
on a direct written premium and paid loss basis for the 5 years prior to the 
jmmediate past year. The similar overall written-paid experience for the imme- 
diate past year as compiled in the spring of the next year by the national 
poard is to be included pending availability of classified experience. To these 
should be added the experience by years of other member or subscriber stock 
companies not included in the national board experience, which may be obtained 
from other authorized statistical agencies or from company annual statements. 

Nore.—To the above stock company figures may be added, if necessary and 
pertinent, the experience of other member or subscriber (nonstock) companies, 


which may be obtained from company annual statements or from other author- 
jzed statistical agencies. 


9, Adjustment of overall written premiums to current rate levels (step 2) 


The estimated overall net effect to the date of review of all class or schedule 
rate revisions, and other changes having rate level effect, made during the 
six-year experience period under review should be applied to the foregoing direct 
written premiums to arrive at adjusted direct written premiums by year re- 
flecting current rate levels. The method of calculation of the factors by year 
isset forth in the attached example. 


§. Derivation of earned to written and incurred to paid ratios (step 3) 


These State ratios should be calculated by year from the totals of the direct 
earned-incurred classified experience compiled by the national board for major 
perils 10 and 11, related to the indicated or available total written premiums 
and paid losses of the same stock companies reporting earned experience to 
the national board. 

Nore.—For the immediate past year the incurred to paid ratio can be derived 
from the overall totals of paid and incurred losses which will be furnished in 
the spring of the next year as assembled by the national board from company 
annual statements; estimated earned to written premium ratios for the imme- 
diate past year will also be furnished by State. 

If at the time of overall rate level review the earned-incurred classified ex- 
perience for the immediate past year is available, as compiled by the national 
board, the ratios calculated from the classified experience should be used. 


}. Calculation of adjusted earned-incurred experience (step 4) 


The State ratios derived under step 3 should be applied against the adjusted 
direct written premiums and direct paid losses by year to arrive at the ad- 
justed direct earned premiums and direct incurred losses. 


5. Derivation of “weighted loss ratio” (step 5) 


(a) The following factors, previously recommended as appropriate and rea- 
sonable relative “weightings” on the basis of considered judgment, should be 


applied by year to the adjusted direct earned premiums and direct incurred losses 
developed under step 4: 


Percent 
NTE eT Te enn osc caiea ean com: fl eapeecncamens arse esac Oe aioe ener oa en 30 
nn nee ccccsnebbiantcscemsctsrnegls eoaentte aan accel ae ekceg ee ane ee 25 
TEN Onn ns carcereeepeeiestoen ected nlegee tug occa alls cae 15 
ETI, Se ane cee bape ape nena aesenaicaeen enna eee aa 10 
INRIA WOU i cae cca Wi a cela gee es cae ae a 10 
NN ONY icc nis nce seme i ee ns ee 10 


As illustrated in the attached example, the 6-year totals of weighted adjusted 
direct earned premiums and weighted direct incurred losses should be used to 
calculate the weighted adjusted earned-incurred loss ratio. 

(b) To the foregoing loss ratio should be added the nationwide fire loss adjust- 
ment expense ratio for the most recent year available to arrive at the weighted 
adjusted earned-incurred loss ratio (including loss adjustment expense ratio). 
This loss adjustment expense ratio related to earned premiums should be ob- 


tained from the national board annual exhibit “totals of insurance expense ex- 
hibits of reporting subscribers.” 
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6. Calculation of stock company fire expense ratio for the most recent year 
available, less loss adjustment expense ratio (step 6) 


(a) From the national board annual exhibit of “Composite totals of expenge 
data” by State for the most recent year available, which include loss adjustment 
expenses, calculate the State ratio of fire expenses to the total written premiums 
for the stock companies reporting such expenses. 

(b) Calculate the ratio of stock company unweighted 6-year adjusted written 
premiums (step 2 above) to 6-year adjusted earned premiums (step 4 above), 

(c) The written premium expense ratio for the most recent year availabje 
calculated under (a) is adjusted to an earned premium expense ratio by appli- 
cation of the written-earned premium ratio calculated under (b). 

(d) From this earned premium expense ratio subtract the fire loss adjustment 
expense ratio for the same year (step 5 (b) above) to arrive at the earned premj- 
um expense ratio (excluding loss adjustment expense ratio) for the most recent 
year available. 


7. Calculation of the State overall fire underwriting experience and indicated 
overall fire rate level adjustment (step 7) 


(a) To the stock company earned expense ratio for the most recent year ayail- 
able (step 6 (d) above) add the 6 percent underwriting profit and contingency 
factor to arrive at the current combined expense and profit ratio for the State 

(b) Subtract the combined ratio as determined under (a) from 100 percent 
to arrive at the current “balance point” loss ratio. 

(c) The weighted adjusted earned-incurred loss ratio (including loss adjust- 
ment expense ratio), determined under step 5 (b) above, divided by the foregoing 
“balance point” loss ratio results in the indicated overall fire rate level ad. 
a on a percentage basis, illustrated as follows from the attached ex. 
ample: 


Weighted adjusted loss ratio=56.2% 
=112.4% — fo=+12.4% (i 
“Balance point” loss ratio=50% X100=112.4% —100% =+12.4% (increase) 





Nore.—In the event the weighted adjusted loss ratio is less than the “balance 
point” loss ratio, an overall fire rate level decrease would be indicated, eg.: 
Weighted adjusted loss ratio=43.5% 
soca ia tech ete eeepc geecirvanenees brane oras a ‘adi %—=—13.0% 2 
“Balance point” loss ratio=50.0% a eee ee 10 (Corea 
8. Indicated overall annual fire premium adjustment in dollars and verification 

of the recommended procedure (step 8): 


(a) In order that the percentage indicated overall fire rate level adjustment 
(under step 7 (c) above) may serve to best advantage as a guide to such revisions 
in class or schedule rate levels within the State as are felt to be appropriate and 
desirable in reflection of the classified experience, this percentage should be 
expressed in dollars of indicated overall annual fire premium adjustment. 

The weighted adjusted earned premium total, as calculated under step 5 above, 
may reasonably be deemed to represent an average of the State annual premiums 
on an earned basis, adjusted to current rate levels and “weighted” to more 
accurately reflect the experience as of the date of the rate level review. Ac- 
cordingly, it is suggested that the percentage indicated overall fire rate level 
adjustment be applied to the weighted adjusted earned premiums to arrive at an 
approximate dollar figure of indicated overall annual fire premium adjustment. 

(b) A method of verification of an indicated underwriting profit and con- 
tingency allowance of 6 percent is set forth in the attached example, based on 
application of the indicated overall fire rate level adjustment on a percentage 
basis to the calculated weighted adjusted earned premiums (step 5). 


Iv. COMMENTS 


(a) Annual overall review.—As set forth in the nationwide recommended 
“Basic principles—rate level adjustments,” a review of the overall fire experi- 
ence should be made annually and in the manner outlined above. It is not, 
however, the intent that class or schedule rate level adjustments be required 
annually. 

(b) Class or schedule rate level adjustments.—The indicated overall fire rate 
level adjustment, arrived at in the manner outlined above, is intended to serve as 
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a guide to such revisions in class or schedule rate levels within the State as are 
felt to be appropriate and desirable in reflection of the classified experience and 
all other relevant factors within and outside the State, including the important 
element of informed judgment and the reflection of all developments and trends 
which may affect prospective loss experience and expenses. 

Nore.—Even though an overall fire rate level adjustment is not indicated, the 
dassified experience should be reviewed to determine any class or schedule rate 
jevel revisions within the State which may be felt to be appropriate and desirable 
in reflection of the classified experience or to maintain rate level relativity. 


BxAMPLE OF RECOMMENDED PROCEDURE FOR RATING BUREAU REVIEW OF THE 
OVERALL, FIRE RATE LEVEL, BY STATE 


Step 1—Overall stock company written and paid experience—major peril 10 

State totals of national board classified experience, including overall totals 
from company annual statements for the immediate past year (in this example, 
1957) compiled in the spring of the next year by the national board, plus the 
overall experience of other member or subscriber stock companies not included 
in the national board experience: 





| 
| Direct writ- | Direct paid 











ten premiums losses 

sapaniean smash ae) om . a 
1962...-- ‘ | $74, 654,852 | $30, 330, 463 
1953...----------------------------------------------+----------------------- | 75,742,260 | 31, 102, 116 
1964. ...-.---------------------------------------- | 74,426, 189 31, 382, 792 
Pe dann soe monn e ene nn nee nn nn enn seewenecesensconee 75, 294, 532 | 37, 004, 640 
EE Bkinebhddoiccansncsacadapenaasosancwusetukadgnehl | 70, 933, 741 : 
Win on oo nn nnn wo + = 2 2 2 ne nnn oo oo ee nee noe ee ee 72, 107, 291 


Total 1__.......-- Lainie Siphon begs Aan edge ia aaa cst ; 443, 208,865 | 208, 201, 410 








17-percent loss ratio. 


Norre.—Other than stock company experience: In this example only the overall 
stock company experience is used; however, where necessary and pertinent the 
overall experience of other member or subscriber companies may be included, 
using appropriate earned and incurred ratios, where necessary, in the following 
steps. 

Step 2—Adjustment of overall written premiums to current rate levels: 

In this example it is assumed that the following overall fire rate level revi- 
sions have been made during the period of years under review, these revisions 
being the net effect of class or schedule rate adjustments reflecting classified 
experience : 














De ee: By Swen neon tee ER SRS ai 3.4 percent reduction 
UU Wig ROR i eerie ._ 3.1 percent reduction 
I SOSUEER Se RUE vcs caceicns scape ciao eeae 4.0 percent reduction 
Direct | Adjusted 
written Factor | direct 
premiums written 
| premiums 
lh ell ce is ge ee ae cipihcipeseancatd 
| Percent 
asi stat nin tei mrss eel ines ah wilds in aca decided $74, 654, 852 89.9 | $67,114,712 
EE an = oni isin, anns tow mise pe nme bud ee aetna piace eid 75, 792, 260 | 89.9 68, 137, 242 
cd clnvecddddawebnadwdtagud sire caunanndawaeedaiads 74, 426, 189 94.5 70, 332, 749 
1955..... hawnes ddttbndnahtnhtncehnbid ebechdtesaaee 75, 294, 532 99.0 74, 542, 587 
ea we ac dcdddtddakwanasbaeeessdeddenena awepenen 70, 933, 741 100.0 70, 933, 741 
NE cnn acivcnepis tac a ciebasta shad eins aotioasoa iene ean 72, 107, 291 100. 0 72, 107, 891 
Ee sia ace lita od tte aie eect gta a a as exiceinetaan 483, 167, 322 
i 
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Ezplanation of factors 


1955: The 4 percent reduction effective April 1, 1955, requires adjustment of 

the actual written premiums for the first 3 months of that year; i.e. 
Factor—100 percent— (3/124 percent) =99 percent. 

1954: (a) The 4 percent reduction effective April 1, 1955, requires adjustment 
of the 1954 premium; and (b) the 3.1 percent reduction effective July 1, 1954 
requires adjustment of the first 6 months of 1954; i.e. ; 

Factor—(a) 100 percent—4 percent=96 percent ; 
(b) 96 percent— (6/12 3.1 percent x96 percent) =94.5 percent. 

1953: (a) The 4 percent reduction effective April 1, 1955, requires adjustment 
of the 1953 premiums; (b) the 3.1 percent reduction effective July 1, 1954 
requires adjustment of the 1953 premium; and (c) the 3.4 percent reduction 
effective January 1, 1954, also requires adjustment of the 1953 premium; j,e, 

Factor—(a) 100 percent—4 percent=96 percent ; 
(b) 96 percent—(3.1 percent X96 percent)=93 percent; and 
(c) 93 percent—(3.4 percentx93 percent)=89.9 percent. 
1952 : Factor same as calculated for 1953. 


Step 3—Derivation of earned to written and incurred to paid ratios 


These State ratios (except for the immediate past year, 1957) are developed 
from the dollar totals by year of national board direct earned and incurred 
classified experience for major perils 10 and 11, related to the written and paid 
totals for those stock companies reporting earned incurred experience: 





Se 
| 
Earned | Incurred | Earned | Incurred 
to writ- | to paid to writ- | to paid 
tenratios| ratios | ten ratios | ratios 





| 
— | 


{| | 
| Percent | Percent || Percent | Percent 





| 
i 96.3 TG ON ssnitiricsisnsescnsnanian | 99.7] tore 
Bea kan iiiemnnhiknciab nathan ee 98. 7 FS A SOs ecticincnans ane dintinaienarmacin 103.7 | 106.7 
108.2 


3 ee ae 100. 9 | | ae | 105.2 | 
i | 





Step 4—Calculation of adjusted earned-incurred experience 





Adjusted direct Earned to Adjusted direct 
written premiums written ratios earned premiums 
(percent) 
1962_.....- $67, 114, 712 x 96.3 = $64, 631, 468 
1953_.._.-- 68, 137, 242 x 98. 7 = 67, 251, 458 
a 70, 332, 749 x 100.9 = 70, 965, 744 
Biase 74, 541, 587 x 99.7 = 74, 317, 962 
1... 70, 933, 741 x 103. 7 = 73, 558, 289 
MGT ce cinns 72, 107, 291 x 105. 2 = 75, 856, 870 
OU ianckches aawke atten susevecs cemtetnankonda a 426, 581, 791 
Direct Incurred to Direct 
paid losses paid ratios incurred losses 
(percent) 
1952_.........----.... $30, 330, 463 X 102.7 = $31,149,385 
BOO ccnascccocccnens Sig eee xX 102.7 = 32, 212, 549 
DR vvinnnacciedoowes 31, 382, 792 x 98.9 = 31, 037, 581 
1955...........--.... 37,004, 640 x 101.8 = 37, 670, 724 
inp sticasieniscvaietecatileties 37, 635, 173 x 106. 7 = 40, 156, 730 
BOG7. 2 nnnenicnccen- WW, 796, 2906 xX 108.2 = 44, 087, 417 
Total_.-..--- eben nines ee .------ 216, 314, 386 


$216, 314, 386_ 
$426, 581, 791 


50.7 percent adjusted earned-incurred loss ratio (not including loss adjustment expenses) 
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Step 5—Derivation of weighted loss ratio calculated from overall adjusted 
direct earned premiums and incurred losses 


Weighted 


Adjusted adjusted 
direct direct 
earned earned 


premiums Factor premiums 











Per- 

cent 
i iclss x6k tbdhduisinel dbtadknceedbubdlies $64, 631, 468 10= $6, 463, 147 
See CO 
Fe icinsinad:titeiaeen decked dtbcdonaeannl 70, 965, 744X10= 7,096, 574 
Mca ds Sedudceclony Sloas diana acioeen ipsa again sicthier ini 74, 317, 962 15=11, 147, 694 
Wc dsnnnndiveéudedchaude a eimtesie tied 73, 558, 289 25= 18, 389, 572 
DOT inn do ddeacsh need diaieebadbbadn 75, 856, 870 30 = 22, 757, 061 
Os vai ccecacsntdbeen ddd 72, 579, 194 
Weighted 

Direct direct 

incurred incurred 


losses Factor losses 











Per- 
cent 
WOE on. . cccncnccncccencscacccanéscssss GE, Oe eee 
cca: aeaaivnmeealecaatndin ‘eicimenteecaiael 32, 212, 549X10= 3, 221, 255 
FE iswwdisieccketninsinh odtnndentnaalauaih 31, 037, 581X10= 3,103, 758 
TS oiiicanaddcdkswdvnde deemed saan 37, 670, 724X15= 5, 650, 609 
PEN asniéb nario naibanaheaeniaiiaa 40, 156, 730 25= 10, 039, 183 
DN icicenundeauageeectneekodoncen -- 44,087, 417X30=13, 226, 225 
ORG chic sc dsisnne died sean pees 38, 355, 969 
$38,355,969 _ =» s percent+-3.4 percent =56.2 percent weighted adjusted earned-incurred less ratio (including 
$72,579,194 loss adjustment expense ratio). 


NotE.—Loss adjustment expense ratio of 3.4 percent derived from the countrywide insurance expense 
exhibit compiled by the national board for the most recent year available (in this example, 1956) related to 
earned premiums. 


Step 6—Calculation of stock company fire expense ratio for the most recent 

year available (in this erample, 1956) less loss adjustment expense ratio: 

(a) In this example the State ratio of total fire expenses (including loss ad- 

justment expenses) to direct written premiums of those stock companies re- 
porting expenses to the national board is 47.8 percent. 

(b) The stock company unweighted 6-year ratio of adjusted written premiums 
to adjusted earned premiums is calculated as follows: 

$423, 167, 322 


“$426, 581, 791 oe DeTeent 


(c) Written expense ratio adjusted to earned basis: 
47.8 percent X 99.2 percent—47.4 percent 

(d) Earned expense ratio (excluding loss adjustment expense ratio) : 
47.4 percent—3.4 percent ’*=44.0 percent 


Step 7—Calculation of the state overall fire underwriting experience and 
indicated overall fire rate level adjustment: 

Percent 

(a) Stock company earned expense ratio (excl. loss adj. exp. ratio) =44.0 

Underwriting profit and contingency factor= 6.0 


Combined total—50. 0 


(b) “Balance point” loss ratio=100.0 percent—50.0 percent=50.0 percent 
(c) Weighted adjusted earned-incurred loss ratio 


(incl. loss adj. expense ratio) =56.2 percent - 
“Balance point” loss ratio—50.0 percent *100=112.4 percent 
and, 
The indicated overall fire rate level adjustment is: 


112.4 percent—100.0 percent=-+12.4 percent (increase) 





1Loss adjustment expense ratio of 3.4 percent derived from the countrywide insurance 
expense exhibit compiled by the national board for the most recent year available (in this 
example, 1956) related to net or direct earned premiums. 
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Step 8—Indicated overall annual fire premium adjustment in dollars and verip. 
cation 


(a) Indicated overall annual fire premium adjustment in dollars: The 6-year 
weighted adjusted earned premium total of $72,579,194, as calculated under Step 
5 above, may reasonably be deemed to represent an average of the State annua} 
premiums on an earned basis, adjusted to current rate levels and weighted to 
more accurately reflect the experience as of the date of the rate level review, 
Accordingly, it is suggested that the indicated overall fire rate level adjustment 
of +12.4 percent (increase) (under step 7 above) may be approximated jp 
dollars as: 

$72,579,194 X12.4 percent=$8,999,820 


being the indicated overall annual fire premium adjustment (increase) in dollarg 
on an earned basis after adjustment to current rate levels. 
(b) Verification: 











(1) Weighted adjusted earned premiums (step 5)----------__ $72, 579, 194 
Plus indicated overall adjustment of +12.4 percent, or_-_ _8, 999, 829 
Total is indicated earned premiums___-_----_---__-___ 81, 579, 014 
(2) Deduct weighted incurred losses (step 5)----------- _- 38, 355, 969 
licensees hectciiienita tetanic ails 43, 223, 045 

(3) Deduct expense ratio (excluding loss adjusted expense) 
of 44 percent of indicated earned premiums___--.---_~~_ 35, 894, 766 
a eth te ter re os Sees ee he a, 7, 328, 279 

(4) Deduct loss adjusted expense ratio of 3.4 percent of 
weighted adjusted earned premiums (step 5) ~-------___ 2, 467, 698 





(5) Result is indicated underwriting profit ie., about 6 per- 
cent of the indicated earned premiums as calculated 
under (1) above, reflecting a 12.4 percent increase in 
PETRIE FRO THE SONG annecsinmmenciinnidpepnsacenmeun 4, 860, 586 


FEBRUARY 18, 1958. 
Recommended procedure and example—Basic principles rate level adjustment. 
Mr. R. M. BECKWITH, 
Manager, Inter-Regional Insurance Conference, New York, N.Y. 


Dear Mr. BeckwitH: This will acknowledge Mr. Sorenson’s letter of Feb- 
ruary 14, attaching draft of a procedure developing an indication of overall fire 
rate level adjustment, based on discussion at the meeting of February 4 and 5. 

We are making our comments brief in the hope that you may have opportunity 
to consider a few points before presenting the draft to your committee. We will 
refer primarily to the various steps rather than to the equivalent material in 
the outline of procedure, atlhough both parts are of course related. 

Under step 2, we believe most bureaus would have calculated the effect of rate 
revisions in reverse Sequence; in other words, the 1952 written premiums would 
first be adjusted for the January 1, 1954, revision and then adjusted further for 
the July 1, 1954, reduction and then further for the April 1, 1955, reduction. 
We make this suggestion only as to the explanation, but as to the mathematics 
the result is the same. 

Under step 5, the loss adjustment expense ratio of 3.4 percent is of net earned 
premiums after reinsurance. The ratio of loss adjustment expense incurred to 
direct earned premiums for the year 1956 is 3.2 percent and may be calculated 
from the insurance expense exhibit data as compiled by the national board 
(line 3 and line 24). Someone might raise the question as to why the ratio to 
net premium after reinsurance is employed, whereas everything else is on a direct 
basis. We call this to your attention fully realizing that the figure is offset by 
deduction from the balance of expense. The same reference appears under 
step 6. 

Under step 7, we believe the title is not technically correct in that it is not 
the calculation of the overall fire underwriting experience, but is rather the cal- 
culation of the indicated overall fire rate level adjustment. A more important 
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int under step 7 is that we believe that in following the guiding principles 
which you have previously recommended, it is necessary to introduce a suD- 
paragraph between (b) and (c) in which the balance point loss ratio is com- 

red with the weighted adjusted earned-incurred loss ratio. If the latter is 
not more than 2 points above or below the balance point loss ratio, it is within 
the zone of tolerance as Set up under the profit formula and rate levels would 
not be subject to revision even though there might be an indicated increase or 
decrease in a purely Statistical sense. Thus, the present subparagraph (c) should 
pot apply unless there is more than a 2-point spread between the balance point 
and weighted loss ratios which is actually the zone on either side of the 6 percent 
ynderwriting profit factor. ; 

In the explanation of step 7, reference is made to “the current combined ex- 
pense and profit ratio for the State.” Since this combined figure is only a step 
in the calculation of the balance point loss ratio, we do not believe that it should 
be identified as a specific ratio. Actually we feel that the explanation of steps 
7(a) and 7(b) could be combined into a single step. Otherwise, we would sug- 
gest that the explanation of step 7(a) be shortened by omitting everything after 
the words “underwriting profit factor”. 

In connection with step 8(a), we fully appreciate that the 12.4 percent is a 
calculated figure produced by the weighted adjusted earned premiums and in- 
curred losses as developed under step 5. However, in step 8(a), you should 
now deal only with premiums that may be expected to develop or be saved by 
the indicated change. We also believe some insurance department actuaries 
would take exception to your calculation of the dollar effect by using this 
weighted premium figure. The dollar effect or the indicated overall annual fire 
premium adjustment (increase) in dollars on an earned basis would not be 
developed from this figure but rather from the figure of $75,856,870, which is 
the adjusted earned premium total for the latest year. 

We realize that this is not what comes out of the formula. The formula, 
however, is merely a mechanical means of arriving at a result, which is the in- 
dicated percentage change. That percent may then be developed through various 
means in an actual rate adjustment but the actual change would be expressed 
either by so many dollars of actual written premiums or so many dollars of 
earned premiums. 

We trust that certain of these comments will be helpful to you. 

Yours very truly, 


K. H. Parker, Manager. 


INTER-REGIONAL INSURANCE CONFERENCE, 
New York, N.Y., April 11, 1958. 
Rate level adjustment procedure. 
Mr. K. H. PARKER, 
Manager, Western Actuarial Bureau, P.O. Bow 1089, Chicago, Il. 


Deak Sin: With respect to the recommended procedure for rating bureau 
review of the overall fire rate level by State, which was furnished you recently 
and was reviewed in detail at the Plaza Hotel meeting on March 5 of this year, 
we would advise that we contemplate sending to you the 1957 figures by State 
as compiled by the National Board of Fire Underwriters on or about April 25. 
These figures will comprise direct written fire and extended coverage premiums, 
estimated earned premiums, direct paid losses and direct incurred losses by 
State on an overall basis, not broken own by classes. 

It is the purpose of our executive committee to request that as soon after the 
receipt of this 1957 experience as is possible, and in any event by June 1, 1958, 
each rating organization prepare and furnish us an actual application of the 
recommended rate level adjustment procedure. 

It is the hope of our committees that in the interim, pending receipt of the 
1957 experience, the figures already available for the 5 years prior to 1957 will 
be reviewed under the procedure, so that an early report on the completed sub- 
mission will not be needlessly delayed. 

To facilitate your transmission of the final test material to us in a form 
which will be readily usable we will furnish you, together with the 1957 ex- 
perience data, copies of blank forms which we would appreciate your completing 
and sending to us prior to the June 1 date mentioned above. 
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In explanation of this request I should state that in the view of our com- 
mittees such a test application of the recommended procedure on the part of all 
rating bureaus nationwide will provide us with a fairly accurate picture of the 
position in which the fire industry finds itself at the moment and of what 
the possibilities are for the immediate future from the standpoint of rate level 
adjustments. 

The unanimous decision in our executive committee on this matter clearly in. 
dicates that it is the desire of Inter-Regional to have the results of such a teg 
furnished us promptly, irrespective of whether it presently seems possible or 
practical in a given field to adopt the recommended procedure at the present 
time. It is the feeling of our executive committee that the results of such an 
application are necessary to enable Inter-Regional Insurance Conference to agcer. 
tain the exact status in all States. 

Yours very truly, 
R. M. BEcKwITH, Manager, 


WESTERN ACTUARIAL Bureau, 
Chicago, Ill., May 1, 1958. 
Underwriting experience rate level adjustments. 

Deak Sre: Reflecting the companies’ concern with rate levels, the Inter-Re. 
gional Insurance Conference has been working on a recommended procedure for 
the review of overall fire rate levels in an attempt to recognize the trend of loss 
experience and expense. The attached brochure, “Recommended Procedure for 
Rating Bureau Review of the Overall Fire Rate Level by State—March 1958,” 
represents the results of this study. This recommended procedure has recently 
been considered by managing underwriters in the Middle West and its use has 
been recommended as appropriate in determination of indicated revisions in rate 
levels. 

To properly explain this procedure and to discuss other matters of statistical 
interest which are before us at this time, we feel that it would be desirable to 
have a conference in Chicago as soon as possible. Arrangements have been made 
for such a conference to be held at the Union League Club on Tuesday, May 13, 
beginning at 9:30 a.m. In order for the maximum benefit to be obtained from 
this discussion, it is recommended that your office be represented by the man in 
direct charge of the underwriting experience work. We also would be pleased 
to have you or your assistant attend if you so desire. In order to make the nec- 
essary arrangements, we would ask that you notify us immediately as to the per- 
sons from your office that will be attending this conference. It is felt that the 
discussions can be completed within the single day. 

We will not attempt to make any comment on the recommended procedure at 
this time. Attached are several additional exhibits which will be reviewed at 
the conference. 

1. Two copies of a blank dated April 1958 to be completed for each bureau and 
forwarded to us for transmission to the Inter-Regional Insurance Conference 
prior to June 1, if possible. 

2. 1957 fire premiums and losses by State; Inter-Regional Insurance Confer- 
ence exhibit dated April 24, 1958. 

3. 1957 ECE premiums and losses by State; Inter-Regional Insurance Confer- 
ence exhibits dated April 24, 1958. 

4. Printed list of companies submitting experience included in the previous 
exhibit. (For one or two States there is a supplemental brown list of additional 
companies included. ) 

5. Fire underwriting experience for 1957 based on the annual statement data 
for the Middle Western States only. 

6. Extended coverage underwriting experience for 1957 based on the annual 
statement data for the Middle Western States only. 

7. The 1957 fire results for each State using estimated earned premiums and 
incurred losses ; the Inter-Regional Insurance Conference exhibit dated April 22. 

Yours very truly, 


K. H. PARKER, Manager. 
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MULTI-PERIL INSURANCE CONFERENCE, 
New York, N.Y., April 22, 1958. 
Mr. K. H. PARKER, 
Manager, Western Actuarial Bureau, 
Chicago, IU. 

Dear Str: In connection with certain studies our committees are making re- 
garding the rating of the new dwelling package policy, we have been requested 
to contact the various rating bureaus to determine in each State whether any 
standards of credibility have been established in connection with rate reviews. 
In other words have some standards, such as $5 million in premium been used, 
either formally or informally, with the insurance department in making such 
reviews? 

It would be appreciated if you would advise us, with respect to the States 
under your jurisdiction as to whether any such standards have been used and 
if so what they are and whether they are formal or informal commitments. 

Your advice would be appreciated. 

Yours very truly, 
H. F. PERLET, General Manager. 


WESTERN ACTUARIAL BUREAU, 
April 25, 1958. 
Mr. H. F. PERLET, 
General Manager, Multi-Peril Insurance Conference, 
New York, N.Y. 


Dear Mr. PERLET: Replying to your letter of April 22 relative to the question 
of premium volume credibility, we would advise that the bureaus in this area 
have not adopted any such standard either formally or informally although 
undoubtedly $5 million would constitute a credible annual premium volume for 
most dwelling situations in the States in this area and might possibly also be 
credible on a 5-year basis. 

In evaluating statistical indications, the bureaus in this area are also vitally 
concerned with maintaining proper hazard relationships as between types of 
construction, classes of exterior fire protection, etc., and sometimes find that 
statistical indications must be viewed with care in order to avoid establishing 
improper hazard relationships. 

We presume that your question is directed to fire since we do not believe that 
any given premium figure can be considered credible for extended coverage. 
The midwestern tornadoes and the seaboard hurricanes have amply illustrated 
the lack of credibility for even very substantial premiums. 

Yours very truly, 
K. H. Parker, Manager. 





ARKANSAS INSPECTION & RATING BUREAU, 
Little Rock, Ark., April 25, 1958. 
Mr. K. H. PARKER, 
Manager, Western Actuarial Bureau, 
Chicago, Iil. 
Deak Kent: I enclose copy of letter received from Harry Perlet which is self- 
explanatory. 
Your office or perhaps bureaus in the Middle West have received similar letters. 
Before replying we would appreciate your comments and recommendations. 
We want to follow, of course, the procedure used by other bureaus in the Middle 
West. 
Sincerely yours, 
WALTER PLANGMAN, Manager. 


MULTI-PERIL INSURANCE CONFERENCE, 
New York, N.Y., April 22, 1958. 
Mr. WALTER PLANGMAN, 
Manager, Arkansas Inspection & Rating Bureau, 
Little Rock, Ark. 


Dear Sir: In connection with certain studies our committees are making re- 
garding the rating of the new dwelling package policy, we have been requested to 
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contact the various rating bureaus to determine in each State whether an 
standards of credibility have been established in connection with rate reviews 
In other words, have some standards, such as $5 million in premium been aeen 
either formally or informally, with the insurance department in making such 
reviews? 

It would be appreciated if you would advise us, with respect to the States 
under your jurisdiction, as to whether any such standards have been used and, if 
so, what they are and whether they are formal or informal commitments, 5 

Your advice would be appreciated. 

Yours very truly, 


H. F. PERLEtT, General M anager, 


APRIL 
Mr. WALTER PLANGMAN, 29, 1958, 


Manager, 
Arkansas Inspection & Rating Bureau, 
Little Rock, Ark. 


Dear WALTER: Replying to your letter of April 25 regarding the April 22 in- 
quiry from Multi-Peril Insurance Conference, we are attaching a photocopy of 
our reply to this inquiry which we believe is self-explanatory. 

Yours very truly, 








, Manager. 


ARKANSAS INSPECTION & RATING Bureau, 
Litile Rock, Ark., May 8, 1958, 

Mr. H. F. PERLEtT, 

General, Manager, Multi-Peril Insurance Conference, 

116 John Street, New York, N.Y. 


Dear Harry: Reference is made to your letter of April 22 regarding question 
of premium volume credibility. Our office has not adopted any standard of pre- 
mium volume credibility, either formally or informally. It is our opinion that 
$5 million would probably constitute a credible premium volume for dwelling 
classifications and it is possible it might also be credible on a 5-year basis par- 
ticularly because of the large number of units involved and relatively small 
individual values. 

Western Actuarial Bureau, as you probably know, is an advisory organization 
to our bureau and we closely follow its recommendations. It is important to 
maintain proper hazard relationships as between types of construction and 
classes of public fire protection and in considering statistical indications we find 
it is necessary to view them with considerable care in order to avoid establishing 
improper hazard relationships. 

Undoubtedly your question pertains to the peril fire. We find that in consider- 
ing the perils covered under the extended coverage endorsement that an entirely 
different situation presents itself and we do not know of a premium volume which 
can be considered credible for extended coverage. The catastrophes suffered in 
various parts of the country in recent years and particularly along costal areas 
seem to indicate that even substantial premium volume lacks credibility. 

Best regards. 

Sincerely yours, 
WALTER PLANGMAN, Manager. 


WESTERN ACTUARIAL BUREAU, 
Chicago, Ill., May 20, 1958. 


Recommended procedure for rating bureau review of the overall fire rate level 
by State. 

Sent to: All inspection bureaus except West Virginia with special covering letters 
to Mountain States, Cook County, Ill., Michigan, Missouri, Nebraska and Wis- 
consin 
At the May 13 statistical conference in Chicago, it was indicated that this 

office would supply the earned-written premium factors and the incurred-paid 

loss factors by year as developed under the National Board of Fire Under- 
writers’ Earned-Incurred Statistical Plan. It is the purpose of this bulletin to 
supply this information for your State and to comment on one or two other 
points which are pertinent to the completion of the blank for your State which 
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js requested by the Inter-Regional Insurance Conference prior to June 1. A 
proader summary of other points discussed will be prepared in the near future. 
In the first tabulation below are the figures relative to the earned-written 
premium ratios for fire and for extended coverage; the extended coverage 
figures are being listed even though the material for Inter-Regional contem- 
plates only fire. The earned premium figures for fire are those listed at the 
pottom of the third page of the earned-incurred statistical plan results and are 
the grand total of major perils 10 and 11. The written premium figures for fire 
are obtained from the note in the lower lefthand corner of the third page 
and represent the written premiums for the companies reporting earned 
premiums and incurred losses. It should be emphasized that the earned 
remiums from the earned-incurred statistical plan should not be compared 
with the written premiums from the written-paid statistical plan. For extended 
coverage, the earned premiums are the totals of major perils 20-26 inclusive so 
that to verify these figures it is necessary to add to the totals on the fourth 
sheet of the earned-incurred statistical plan results for major perils 20 and 
91 the figure for major peril 26. The written premium figure is obtained from 
the note in the middle of the bottom of the fourth page of the statistical plan 
results. Here again, it is not proper to compare the earned premiums under 
the earned-incurred statistical plan with the written premiums from the written- 
paid statistical plan. As indicated at the conference, the national board did 
not furnish the earned premiums or written premiums for 1952 but rather sent 
us only the applicable ratio. The figures listed below are taken from our 
worksheets, having been copied off sometime ago, and we would appreciate 
your verification of these figures including the calculated ratios before use of 
the same. If any errors are noted we would appreciate information concerning 
them. 
Earned premium-written premium ratios? 











Fire Extended coverage 

Year Earned Written E-W Earned Written E-W 

premiums | premiums ratio premiums | premiums ratio 
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1 See individual State data in file covering National Board’s Earned-Incurred Statistical Plan. 


The next table lists similar information for incurred losses and paid losses. 
However, in this case you will not be able to verify the paid losses since they 
have been supplied by the National Board of Fire Underwriters in tabular form 
aud do not appear on the printed sheets. The incurred losses were obtained 
in the same manner as the earned premiums in that for extended coverage it is 
necessary to add together the information for major perils 20 and 21 with that 
listed for major peril 26. We have rechecked the paid loss information as sent 
to us by the national board and the information listed herein conforms with 
that furnished us. However, we would appreciate your verification of the in- 
curred losses and the calculated ratio and notification to us of any errors which 
are detected. 

Incurred loss-paid loss ratios * 





Fire Extended coverage 








Year 
I-P ratio | Incurred | Paid losses} I-P ratio 
losses 


Incurred | Paid losses 
losses 


1 See individual State data in file covering national board’s earned-incurred statistical plan. 
47932—60—pt. 6——8 
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We believe that it is clear that for 1957 the earned-written ratio and the fp. 
curred-paid ratio is to be obtained from the Inter-Regional summary of 1957 
premiums and losses which was dated April 24, 1958, and distributed with oy 
announcement of the statistical conference. 

The 1957 compilation of direct premiums and direct paid losses made by the 
National Board of Fire Underwriters from the 1957 annual statements fyp. 
nished to them, as contained in the IRIC listing of April 24, should be used ex. 
cept in those cases where you have already obtained this information from the 
annual statements as filed for your State. In other words, the information which 
you have obtained from the annual statement for 1957 will be more complete 
than that listed by the IRIC and, where available, should be used in lieu of the 
IRIC data. It should be emphasized, however, that the ratio of earned-to. 
written premiums and the ratio of incurred-to-paid losses as obtained from the 
annual statements should not be used; the ratios in IRIC’s listing of April 24 
should be used. 

As to the years 1952, 1953, 1954, 1955, and 1956 the written premium-paid logs 
totals for major peril 10 from the national board’s classified figures should be 
used. The direct use of earned-incurred statistical plan results for 1953-57 
will be discussed in our later bulletin but this information, as such, should not 
be used in the completion of the captioned data. 

We believe that you will recall that it was the recommendation that the ip. 
formation as reported by the national board under the written-paid statistica} 
plan be used without attempting to supplement this for the few companies (stock) 
which are not subscribers to the National Board Actuarial Bureau. 

The adjustment of the written premiums should not include any recognition 
of the revised term multiple. 

The 1956 results under the national board’s expense statistical plan were sent 
you under date of March 6, 1958, and the written fire expense ratio for 1956 as 
derived from this information is to be used in the completion of the blank for 
IRIC. 

The loss adjustment factor should be 3.4 percent and was obtained from the 
1956 results under the insurance expense exhibit which, of course, is the country. 
wide expense results of the companies. 

It is the desire of Inter-Regional to have the test blanks completed and in 
their hands by June 1, if at all possible. We do not believe that you will have 
any difficulty in meeting this deadline although we do not feel that a day or so 
delay beyond this date will be too serious. We would appreciate having one com- 
pleted blank sent to us for review and we will then forward it to Inter-Re 
gional after making a copy for our purposes in the event that you have not been 
able to supply us with a copy. 

Yours very truly, 


K. H. Parker, Manager. 


INTER-REGIONAL INSURANCE CONFERENCE, 
New York, N.Y., June 19, 1958. 
Recommended procedure for rate level adjustments. 
Mr. K. H. PARKER, 
Manager, Western Actuarial Bureau, 
Chicago, Ill. 


Dear Mr. PARKER: We appreciate the several test applications of the rate level 
adjustment procedure which you have sent us for the several States in your 
field. 

Speaking to the nationwide problem generally, at a recent meeting of our rate 
level adjustment committee, the various test applications submitted by the 
rating bureaus were reviewed and certain general problems were considered 
and the following consensus was reached : 

It was noted that in certain States concern was expressed regarding the use 
of ratios based on the national board experience to develop earned premiums 
and incurred losses. On this point, the committee was unanimous in consider- 
ing this the best available and most appropriate and accurate procedure and 
was of the opinion that this method should supersede varying methods previ- 
ously used for determining earned premiums and incurred losses. 

In the case of some rating organizations concern was expressed over difficulty 
in reaching the overall dollar indicated change through the medium of class rate 
revisions. Toa large extent this difficulty is frequently due to certain arbitrary 
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permissible limits for change of class adjustments. The committee felt that 
class revisions should not be subject to such arbitrary limitations but rather 
that the actual experience should be employed for class or schedule rate ad- 
justments insofar as practical. Further, it was felt that if the experience indi- 
cates a change beyond reason or practicality, further adjustments in the class 
rate should be considered in subsequent years. In effect, the committee ex- 
pressed the feeling that the overall aim of the nationwide proposal is defeated 
if class adjustments are limited to any arbitrary percentage. 

As I indicated to you the other day on the telephone, we are informed that a 
committee of the national board is presently concerning itself with the problem 
of adequately recognizing catastrophe losses insofar as getting the moneys paid 
into the loss column is concerned. 

In conclusion, the committee stated that it would appreciate your advices as 
to the contemplated program designed to implement the indicated changes re- 
sulting from the computations based on the 1952-57 weighted experience. 

Yours very truly, 
R. M. BeckwitH, Manager. 


JUNE 26, 1958. 
Rate level adjustment procedure. 
Mr. R. M. BeckwitTH, 
Manager, Inter-Regional Insurance Conference, 
New York, N.Y. 

Deak Mr. BecKwitTH: This will refer to your general letter of June 19. 

We have already discussed with the rating bureaus in this field a changeover 
to the use of the earned-incurred statistical plan, for development of earned 
premiums and incurred losses, not only by total major peril but also by 
classifications. There may be certain States where such changeover may not 
be immediately practicable because of statutory reasons or action of the in- 
surance departments. For example, it cannot be used in Wisconsin because of 
the absence of comparable data from the Mutual Insurance Advisory Associa- 
tion. Also, in the case of extended coverage, the development of 10 years 
earned-incurred experience must be by some means other than the statistical 
lan. 

, We fail to understand the fourth paragraph of your letter, because it appears 
to discount or overlook the very necessary maintenance of hazard relationships 
based on sound rating distinctions and in fact also seems to overlook that most 
such limitations of rate adjustments are in recognition of the absence of cred- 
ibility in the basic statistics. In other words, where credibility exists there is 
no reason for limitation but it is the absence of credibility that produces statis- 
tical indications to which arbitrary limits are often required. 

In our own case, we feel that rate adjustments should be predicated on 
experience related to the schedules from which the statistical results are gen- 
erated, and if this is done the need for arbitrary limitations is very materially 
reduced. However, in many of our Western States, with small premium volume, 
often the 5-year experience for all risks rated under the analytic system is not 
in itse!f a credible figure. 

As far as we know, in the fire field in this territory, we have had one catastro- 
phe which would come within the catastrophe definition of the 1949 profit 
formula. We are certain therefore what the next to the last paragraph in 
your letter implies, for obviously the 1 percent additional allowance was in- 
tended to reflect fire catastrophe. 

It is our present feeling that the major problem in Middle Western States 
continues to be extended coverage and we are working with the bureaus on 
extension of the deductible “buy-back” in States where such filings can be 
accomplished. As to fire, the major problem States are Ohio and Illinois. In 
Nhio the weighted formula approach is not realistic as to required rate adjust- 
ments, inasmuch as a large part of the indicated increase is brought about by 
losses which have no bearing on ordinary dwelling or mercantile and manu- 
facturing classes. We intend to review the experience promptly with the bureau, 
as soon as classified results are available. 

As to Illinois, there is no present way of justifying any further revision of 
fire rates in Cook County until the classified figures are available. We feel that 
in spite of the major grain elevator loss in Cook County, it will be found that 
the trend of the loss experience is unfavorable in the northern section and very 
possibly further rate increase will be justified. Again, however, we are quite 
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sure that the bureaus will need the classified experience in order to 


Cook County from the balance of the State and also to bring out the Pose . 


business where a further increase is justified. 
We would be happy to have your inquiry on any point on which 
like amplification. ; ——ae 
Yours very truly, 


K. H. PARKER, Manager, 


[Confidential ] 


THE HoME INSURANCE Co,, 

; . New York, August 26, 1958 
Fire rate increases. 
Mr. Kent H. PARKER, 

Manager, Western Actuarial Bureau, 
Chicago, Iil. 

Dear Mr. PARKER: Publication of the first 6 months’ underwriting results of 
the companies discloses that the poor experience of 1957 continues unabated if 
not worsening. Of course, the figures are for all lines of business combined 
but our own individual experience and that of numerous other companies with 
whom we have compared notes, place it beyond doubt that the fire underwriting 
results for the first half of 1958 continue to be very unsatisfactory. 

In our opinion, this state of affairs demands redoubled efforts toward rate ip. 
creases where they are justified by past experience figures available to us. 

In the territory of the Western Actuarial Bureau, we are particularly con. 
cerned over the rate situation in Illinois, Kentucky, Missouri, Ohio, Oklahoma 
and Tennessee. In outlining our views on the critical need for rate increases, 
I will disclose this company’s fire experience thus far in 1958 in frank detail: 
it is for this reason that I put the “‘confidential’’ label on my letter. ' 

Illinois —On May 29 you sent Manager Beckwith the results of applying the 
recommended weighted procedure to the Illinois experience for the period 
1952-57 combined for Cook County and the remainder of the State. These indi- 
cated the need for a 27.5 percent increase in the overall rate level. Admittedly, 
the experience figures contained approximately $11 million for two catastrophes 
in 1954 and 1957 (a distillery and whisky warehouse $6 million, and a terminal 
grain elevator $5 million). Nevertheless, with earned fire premiums for the 
State running about $80 million per annum, elimination of these two losses in 
their entirety (which I do not advocate) would still leave the 6-year Illinois fire 
record at a very unsatisfactory level. True, the 5 percent overall rate increase 
for Cook County, effective March 17, 1958, was in the right direction, but it is 
far short of what is needed to afford the companies any hope whatever for profit 
on their fire writings. I can inform you that the Home’s written/paid fire loss 
ratio in Cook County for the first 6 months of this year is 82.7 percent, and in 
the remainder of the State, over 100 percent. Other companies with comparable 
volume tell me their experience is running at like levels. In the face of these 
facts, we simply must have increased Illinois income in short order, and believe 
the way to accomplish this is through early bureau filings for substantially in- 
creased rates which the 1952-57 experience amply justifies. 

Kentucky.—Your application of the recommended procedure indicates the need 
for a 6.9 percent overall rate increase. There is presently pending a filing before 
the insurance commissioner which provides for an increase of about 4 percent 
exclusive of any effect which would be obtained from the revised term multiple 
as yet not approved. Our own Kentucky written/paid fire loss ratio for the first 
half of 1958 is 93.4 percent, far higher than in 1957, and I have confirmed from 
a half dozen other leading writers that they are suffering in like manner. We 
think it imperative that efforts be redoubled to obtain approval to the pending 
filing and to the revised term multiple at the earliest possible date. 

Missouri—The workout you sent Inter-Regional indicates the need for a 96 
percent statewide average fire rate increase. What steps are being taken to 
obtain approval to higher rates? Here again, the Home’s written/paid fire loss 
ratio for the first half of 1958 is 55 percent, which is slightly higher than for the 
comparable period of 1957, and other companies confirm that their figures show 
a like trend. 

Ohio.—Your application of the recommended adjustment procedure to the 
1952-57 experience discloses the need for a 16.7 percent aggregate statewide rate 
increase. Of course, inclusion in the 1957 incurred losses of a chemical plant 
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joss of several million dollars makes the calculated percentage increase higher 

it would be otherwise, but with annual earned fire premiums running about 

million, entire elimination of that one loss (which, of course, would be im- 
roper) would still leave the need for a substantial increase in premium income. 
What steps are being taken toward filing increased rates? Here again, my own 
company's written/paid fire loss ratio for the first 6 months of 1958 (73.5 per- 
cent) is decidedly worse than for the same period last year, and other companies 
indicate they are going through the same trying experience. Certainly the 
wheels ought to be moving to produce increased fire rates in Ohio. 

Oklahoma.—It is noted that your application of the recommended rate adjust- 
ment procedure brings out the need for a statewide aggregate 9.7 percent increase 
in fre premium income which presumably was reached after giving due weight 
to the 8.8 percent overall increase effective February 17, 1958. In other words, 
another increase of 9.7 percent is in order, after allowance for the immediate 
effect of the new term multiple, though in view of the large preponderance of in- 
stallment writings in Oklahoma, the premium-lifting effect of the higher term 
multiple will be very slight during the first 2 or 3 years. Here again, we hope 
that efforts will be commenced promptly toward filing and gaining approval to 
the needed rate increases. 

Tennessee.—We are aware that the Tennessee Inspection Bureau presently 
has a filing before the Insurance Department for an aggregate overall rate in- 
crease of about 1.4 percent, and that the increased term multiples are still pend- 
ing. The Home’s written/paid fire experience for the first half of 1958 (81.7 
percent represents a material worsening over the results for the same period 
in 1957, and here again, other companies doing a leading business in that State 
inform us that their experience is in the same direction. It is recognized that 
an unusual set of circumstances has militated against obtaining insurance de- 
partment approval to either of these remedial measures, but we urge that the 
rating bureau continue to make every effort to secure the approval of the insur- 
ance department at an early date. 

We realize that the rating bureaus throughout the territory of the Western 
Actuarial Bureau face a multiplicity of problems and difficulties in securing 
insurance department approval to rate increases. If they were seeking increases 
based solely on broad, unsupported appeals for relief needed during a short period 
of underwriting adversity, disinclination on the part of supervisory authorities 
to grant such relief would be understandable. However, in every State referred 
to in this letter, an aggregate overall fire premium increase seems to be eminently 
justifiable by past experience, and the bureaus should have no difficulty in trans- 
lating that result into higher rates for the several classes and subclasses in such 
away as to produce final rates which meet all the tests of law. In our opinion, 
the bureaus must determine to make extraordinary efforts along this line and 
to do so with a degree of promptness which perhaps has not been quite so 
imperative in the past. 

I should appreciate your laying this subject before the governing committee 
of the Western Actuarial Bureau at its meeting next month, along with recom- 
mendations for increased rate filings in those States where no such filings are 
presently pending but where they are justified by the 1952-57 experience. 

Yours very truly, 
FELIx Harerett, Vice President. 


[Personal] 


WESTERN ACTUARIAL BUREAU, 
September 11, 1958. 
Fire rate adjustments. 
Mr, Ferrx HARGRETT, 
Vice President, Home Insurance Co., 
59 Maiden Lane, New York, N.Y. 


Deak Mr. Harcretr: I have been slightly delayed in acknowledging your 
letter of August 26, although the subject matter is of important concern and 
has been occupying a considerable part of our time in preparation for review 
by the various committees. 

As I informed you earlier this summer, a number of the States, to which 
you refer, present special problems because of the type of loss situation which 
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has influenced the 1957 State page figures and because these situations require 
full understanding in developing the proper solution for recommendation to 
managing committees. 

In both Illinois and Ohio the classified data has been most necessary in order 
to determine recommended procedure. These data have now been prepared by 
the various rating bureaus and will be available for review on September 1¢ 

As I have expressed to you on several occasions, I am concerned that the 
weighted procedure accentuates not only reductions which might not be war. 
ranted in the light of the overall situation facing the industry, but also produces 
inaccurate reflections of the real problem in States where rate increase may be 
warranted. Filings based on such tentative or incomplete data could be easily 
the means of producing more delay than if the bureaus proceed in a full ang 
constructive manner with data which are fully and conclusively substantiation 
of the required change. 

I will be happy to discuss more of these matters with you either in meeting 
or separately. In the meantime you may be sure that your views are definitely 
before us in preparation for further discussion. 

Yours very truly. 
K. H. Parker, Manager, 


LONDON GrRovP, 
New York, N.Y., November 13, 1958, 
Mr. E. M. Born, 
Manager, Western Underwriters Association, 175 West Jackson Boulevard, 
Chicago, Illinois. 

Deak Mr. Born: We are presently making a review of the fire rate level in 
each State. In addition to referring to the national board figures it is felt that 
we would be greatly aided in our project if we could have a list by States of the 
date of the last fire rate increase as well as perhaps a list showing where rate 
increases are pending or needed. 

If you are unable to supply these desired facts perhaps you may care to 
render suggestions as to how we might best make this review on our own. 

I am not sure if you can help us in this endeavor, however, if it would be 
possible to compile some of this information from your files for those States 
under your jurisdiction it certainly would be greatly appreciated. 

Yours very truly, 
DOoNALD A, Hoyt, 
Assistant Manager and Vice President. 


WESTERN UNDERWRITERS ASSOCIATION, 
November 24, 1958. 
Mr. Donatp A. Hoyt, 
Assistant Manager and Vice President, the London Group, 
55 John Street, New York, N.Y. 


DeaR Mr. Hoyt: Because of the nature of the information requested in your 
letter of November 13, we have taken the liberty of referring it to the Western 
Actuarial Bureau for reply. 

You will no doubt hear from them directly. 

Yours very truly, 
Epw. H. Born, Manager. 


WESTERN ACTUARIAL BUREAU, 
December 5, 1958. 
Mr. Donatp A. Hoyt, 
Assistant Manager and Vice President, the London Group, 
55 John Street, New York, N.Y. 


Dear Mr. Hoyt: This is in reply to your letter of November 13 addressed to 
the Western Underwriters’ Association and which was referred to us by Mr. 
Born’s letter of November 24. 

We are attaching a tabulation for the 18 Middle Western States (19 rating 
jurisdictions) which we believe covers the information requested. You are 
undoubtedly famiilar with the general adoption of the revised term multiples 
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in the Middle West and you will note that these new multiples are in effect in all 
put three States, having been adopted in most States in August of 1957. 

In the column titled “Last Fire Rate Change” is tabulated the date of the 
last change in fire rate level together with a notation as to whether this was 
an increase Or & reduction. The changes in individual grouping rate levels 
may have been contrary to the overall movement in several States but we have 
indicated the overall movement in rate level. In Iowa, for instance, certain 
mercantile rates were materially increased effective November 1, 1954, but 
dwelling reductions offset these. Similarly, in Kentucky the August 1958 
changes reduced some dwelling rates while other dwelling rates and some mer- 
cantile rates were increased. In New Mexico, the February 1958 changes mate- 
rially reduced most dwelling rates and increased some mercantile rates so that 
the overall effect was a slight increase in rate level. In Wisconsin, the August 1, 
1956, reduction was in accordance with the circuit court stipulation entered 
following the rate hearing and pending Supreme Court review. 

In the last column, we have indicated the rate level movement indications 
pased on latest statistical information. You will note that the space opposite 
Wisconsin has been left blank in this column since the Fire Insurance Rating 
Bureau is currently working with the insurance department in satisfying the 
Supreme Court decision in the fire rate case. 

We trust that this information will be of assistance to you. 

Yours very truly, 
K. H. PARKER, Manager. 


Summary of fire rate level changes 














Present fire 
State or county Revised term Last fire rate change rate level 
multiple change 
indications 
ici lcs cnn cnn Sah oat icine iaeate Aug. 21,1957 | Reduced Jan. 2, 1957__..| Reduction. 
SE to acscscecenniebscadtocanh ceases Sept. 19, 1957 | Increased Mar. 17, 1958..) Increase. 
cb viisninah otubbnondaceeusante stants | Aug. 19,1957 | Reduced Aug. 23, 1954...| No change. 
I i crhui deeinn inna timammcng a aug ineiea Aug. 5, 1957 | Reduced Aug 17, 1953 __ Do. 
Ed ccc cadkabedassandhasktwasenaals Aug. 9,1957 | Reduced Nov. 1, 1954__- Do. 
EE Sac ands sahbiw aw esendaunieee daw Aug. 5,1957 | Reduced Sept. 28, 1953._| Reduction. 
Srila insides nike oti deicknlonges |---------~----- Increased Aug. 25, 1958._| Increase. 
Michigan. ---- stalb ibttenn lei hetd cng lng Gkaigmueaee Aug. 12,1957 | Reduced Aug. 29, 1955...| No change. 
Reid ccdenactisveentdqucbdeusdsuccobs Aug. 16,1957 | Reduced Aug. 15, 1958_..| Reduction. 
es tindaibininnwcdweissewbndhune sec aeeia |} Aug. 15, 1957 | Increased Aug. 1, 1958__.| Increase. 
te iin cand andlduamosacenntncsnig ha omaith Sept. 30,1957 | Reduced Aug. 11, 1958_.._| Reduction. 
tt sete dss soa onan sibiealeg aaa Feb. 17,1958 | Increased Feb. 17, 1958_.| No change. 
EG cincsicndsvwaunwsaacteecnuecne~ees Aug. 16,1957 | Reduced Oct. 10, 1955_..| Reduction. 
TEs innadcuwewadimasae new bated meamene | Aug. 5,1957 | Reduced Nov. 30, 1953_.| No change. 
ESS wien tin in tines Srbetutrenienn ioe Aug. 19, 1957 | Increased Feb. 17, 1958__| Increase. 
OES occ caseennscnnncnsetercaseccssoant Aug. 16,1957 | Reduced May 17, 1954...| Reduction. 
ll nn incnacnadiastive : Saab sek dm hed eed ieee | Reduced Nov. 3, 1952._.| No change. 
re idan acid dlbnud thawace Dnabb wanes | sdeeadeeanemens | Reduced Aug. 1, 1956__-- 
ae sciethbenetamtdagemeneehees | Aug. 26,1957 | Reduced Nov. 5, 1956...| Reduction. 





WESTERN ACTUARIAL BUREAU, 
January 16, 1959. 
General rate level adjustment data. 
Mr. R. M. BecKwITH, 
Manager, Inter-Regional Insurance Conference, 
New York, N.Y. 


Deak Mr. BEcKwITH: In reviewing our files we note that apparently we have 
neglected keeping you informed as to the rate adjustment action which has been 
taken in the several States in the Midwest. Our files indicate that we advised 
you of the extended coverage changes in Iowa which were effective November 
18, 1957, but that information on subsequent changes in other States has not 
been forwarded. 

We wish to apologize for this considerable delay in sending some of these data 
but believe that you are aware of the press of other matters which has prevented 
us from keeping this information current. 

In the attached letters covering individual States, you will note that, in nine 
of the States, the changes include the buy-back plan for dwelling extended cover- 
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age. Under this procedure, the basic dwelling forms contain the $50 wind. 
storm and hail deductible clause applicable to dwelling building items. A rate 
is charged for this deductible building coverage and the deductible may be re 
moved by the payment of a flat waiving premium. Dwelling contents continue 
to be excluded from the application of the deductible and take the same rate 
as the dwelling building with the deductible. 

Under this program, a very sizable proportion of the dwelling building pbygj. 
ness is being shifted to the deductible basis which in some instances means that 
the premium income will actually be reduced from previous levels since, in the 
past, the overwhelming majority of the dwelling building business hag beep 
written on the full coverage basis in spite of the substantial rate differentials 
above the deductible. 

Because of this shift in the business from the full cover to the deductibje 
basis, it is quite difficult to accurately evaluate the effect of the buy-back pro. 
gram and therefore the reports of the change as pertaining to the buy-back do 
not contain any figures which will indicate the effect of the program. It js 
our judgment that it will be necessary to have this program in effect for a num- 
ber of years before its full impact can be evaluated and it does not appear to us 
that existing premium figures or loss ratios are of any particular significance 
in evaluating the possible effect of the program. Of course, the available stg. 
tistical data including storm frequency information, was carefully evaluated 
in recommending the buy-back program in each State but because of the ap- 
proach involved, there is little credible information which can be extracted 
from available statistical figures. 

Yours very truly, 
K. H. PARKER, Manager, 


WESTERN ACTUARIAL BUREAU, 


March 17, 1959, 
Mr. J. RAYMOND BERRy, 


General Counsel, 
Vational Board of Fire Underwriters, 
New York, N.Y. 

Dear Mr. Berry: Mr. Parker has asked me to send you the memorandum on 
fire and extended coverage expense which he recently prepared for Mr. Beck- 
with in connection with discussion of rate level adjustments with the Inter- 
Regional Insurance Conference. This will supplement Mr. Parker’s recent 
discussion with you on this matter. 

Yours very truly, 








, Assistant Manager. 
Fire ExPeNnse RATIOS 


In the section dealing with ratemaking factors or standards, the all-industry 
fire rate law refers to “past and prospective expenses both countrywide and 
those specially applicable to this State.” 

Prior to 1958, we used the New York Insurance Department’s adjusted country- 
wide fire expense ratio in determining indicated changes in fire rate level. 
This ratio (which was a composite with some expense elements related to 
written and the balance to earned) when considered in connection with 5-year 
earned to written relationships, was a fair reflection of past and prospective 
countrywide expense. 

In adopting the results of the expense statistical plan by State, to reflect more 
nearly conditions specially applicable to a given State, we encounter difficulty 
in avoiding what may be described as artificial influences on the expense ratio, 
due to particular changes in the earned to written ratios in a given State. In 
recent years these State ratios have often been distorted by the shift in install- 
ment business, or by changes in reserve practices. 

To overcome part of the wide variance, the recommended I.R.1.C. method of 
using the State expense contemplates that the written expense ratio will be 
related to the earned to written ratio for the 6-year period, and not to the earned 
ratio for the latest year only. However, this still produces results which are 
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not wholly defensible or even desirable in the application of the formula for 
determining indicated rate level adjustments. 

Attached is comparison of data for three typical States in the Middle West. 
The data are for periods for which we had the information in file, but 6-year 
results could also be computed if desired. 

Taking Minnesota, it will be observed the written expense ratio has increased 
from 44.5 percent in 1953 to 45.7 percent in 1957, a fairly stable ratio but having 
a slightly upward trend. At the end of 1957, however, the ratio of 1956 expense 
to earned premiums for the 5 years produces a ratio of 43.8 percent which is 
nearly 2 points under the actual written expense ratio for 1957. 

On the other hand, in Kentucky the 1956 ratio of expense to earned is nearly 
2 points higher than the actual written ratio for 1957. 

In Ohio, on account of the fluctuations in the earned to written radio, the 
expense ratio on an earned ratio basis also has fluctuated back and forth, even 
though the written ratio is relatively stable. 

It is our belief, in working with rate adjustment matters with the bureaus 
in 18 States, that the recommended I.R.1.C. formula would be more realistic and 
accurate, in its attempt to take into account trend of more recent years, if it 
employed as the expense portion of the formula the ratio of expense to written 

remiums for the State in question for the latest year. 

We distinguish clearly in our own negotiations and discussions with insurance 
departments in this field, the 1921 profit formula (as amended in 1949) from a 
weighted formula indication of rate level adjustment. 

In determining actual underwriting profit for a past period, we consider that 
such profit is only established by deducting dollars of losses and expenses in- 
curred from actual dollars of premiums earned. 

The rate level adjustment formula, however, is not concerned with actual 
underwriting profit, but seeks rather to establish a method of measuring the 
action to be taken for producing future underwriting profit. In this approach, 
it is unrealistic to assume that expense should be charged or credited (either 
one) by past earned ratios. 

We also feel that use of the written expense ratio will avoid questions arising 
from what otherwise might be a serious problem in connection with E.C.E. rate 
level adjustments. Prepaid expense is a very material factor, particularly in 
those sections of the country where volume is increasing, and the earned ratio 
could very easily focus attention of insurance departments on this unresolved 
item from the 1949 review of the profit formula. 

Also when loss adjustment expense is placed with loss, it seems desirable to 
use the same expense ratio for the balance of expense as for fire. Use of a 
written ratio in the formula will facilitate development of E.C.E. rate level 
adjustment recommendations. 


Fire expense ratios (including loss adjustment expense) 


Expense ratio latest 





5-year year Next years’ 
earned- v written 
written ratio 
ratio To written | To 5-year 
earned 
Minnescta 
1950-54- sa aid ini labia 97.0 | 1953—44. 5 45.9 1954—44. 3 
1951-55... 96.4 | 1954—44.3 46.0 1955—44. 3 
1952-56. 100.8 | 1955—44. 3 43.9 1956—45. 6 
1963-57. _...- 2 e 104.1 | 1956—45. 6 43.8 1957—45. 7 
Kentucky 
Ee nae ere are Peter aay ancora y a 97.8 | 1953—45. 5 46.5 | 1954—47.3 
1951-55... ...._- 4 100.0 | 1954—47.3 47.3 1955—46. 9 
1952-56______ 96.5 | 1955—46.9 48.6 1956—46. 9 
ae 95.0 | 1956—46. 9 49.4 1957—47. 5 
Ohio 

RN ins dina pamastesaseseitaees nae k eee 92.0 | 1953—45.3 49. 2 1954—46. 2 
1951-55. : 93.8 | 1954—46. 2 49.3 1955—46. 8 
EE i ira orn nsinndicn nn nic cenncs carninnce grmdidakiiats 97.9 | 1955—46.8 47.8 | 1956—46.3 
SEE Cr eee eee ree ee 94.3 | 1956—46. 3 49.1 1957—47. 1 
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MINUTES OF THE MEETING OF THE MANAGING COMMITTEE OF THE KENTUCKY Jy. 


SPECTION BurREAU HELD TUESDAY, SEPTEMBER 16, 1958, UNION LEAGUE CLR 
CuIcago, ILL. 7 


Present: Messrs. Carter, Barr (proxy for Dorris), Beebe, Hargrett, Lawson 
Nolen and Winter ; Parker and Snediker. " 


1. MINUTES OF LAST MEETING 


The chairman inquired as to the pleasure of the committee in regard to the 
minutes of the previous meeting and upon motion duly seconded and carried 
the reading was dispensed with. 


2. NUCLEAR ASSUMPTION CLAUSES 


The secretary outlined the program as recommended by Inter-Regional Ip. 
surance Conference providing a means whereby individual risks not having 
catastrophic exposures will be in a position to obtain protection against radio- 
active contamination through the use of either one of two endorsements de- 
signed for attachment to the fire policy. The secretary explained that follow- 
ing a review of the material by his staff, there appeared to be no objections or 
particular problems to be expected and it was thereupon moved, seconded and 
carried that the program be approved. 


3. MOLTEN MATERIAL CLAUSES 


The secretary referred to a change in the molten material clauses which had 
been developed with the assistance of the advisory committee of Inter-Regional 
Insurance Conference and subsequently recommended for countrywide adoption, 
such changes consisting of certain language changes and a reduction of the 
charge from 10 to 5 percent. After discussion, it was moved, seconded, and car- 
ried that these changes be approved. 


4. PARTIAL SUBSCRIBERSHIP TO RATING BUREAUS—COMMERCIAL PROPERTY AND 
OTHER MULTIPLE LINE COVERAGES 


The secretary referred to the problem of partial subscribership existing to a 
greater or less degree in most of the States and now aggravated by the recent 
adverse ruling of the New York Insurance Department overturning a previous 
ruling of the department against the North America and American Casualty in 
regard to their commercial property filings. Those companies and others had 
insisted on their right to make an independent filing of their commercial prop- 
erty or other multiple line coverage but still remain as a bureau subscriber on 
the mercantile class. The secretary advised that he had addressed the Inter- 
Regional Insurance Conference in an effort to learn whether any steps were 
being taken by the New York Fire Insurance Rating Organization to appeal 
this decision but that thus far he had received no definite information. Mr. 
Hargrett reported that this question will definitely be before the all industry 
committee recently appointed as the result of the Vorys Committee Report at 
the last meeting of the National Association of Insurance Commissioners. The 
national board is heading up the committee for the fire segment of the business 
and according to Mr. Hargrett is actively considering the problem of partial 
subcribership in fire rating bureaus. 


5. RETIREMENT OF MISS FLORIDA Y. HAYES 


The secretary reviewed the background and history of Miss Florida Y. Hayes 
based on information supplied by the manager who recommends her retirement as 
of September 1, 1959, with 2 months’ leave of absence at full salary and a 
monthly allowance of — thereafter subject to annual review. It was moved, 
seconded, and carried that retirement on this basis be approved. 





6. TERM INSURANCE 


The secretary reported as a matter of information that thus far the bureau 
has made no further progress in securing approval of the filing of the new 
term multiples. 
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7. ALLSTATE INSURANCE CO. AND BELLEFONTE INSURANCE CO. 


The secretary reported that the Allstate Insurance Co. had applied for sub- 
scribership and that the insurance department was attempting to persuade the 
Bellefonte Insurance Co. to also become a subscriber to the bureau for services 
including rates on properties of certain steel companies in which this company 
js interested. 

8. RESIGNATION OF MR. CHAS. W. OHLSEN 


The chairman referred to the letter from Mr. Chas. W. Ohlsen tendering his 
resignation as a member of the committee in view of his impending retirement 
from business. The chairman accordingly announced that he had appointed 
Mr. Frank L. Ludington of the Atias to succeed Mr. Ohlsen for the unexpired 
term or until his successor was duly elected. 


9. ADJOURN MENT 


There being no further business, the chairman declared the meeting adjourned. 
K. H. Parker, Secretary. 


MINUTES OF THE MEETING OF THE MANAGING COMMITTEE OF THE KENTUCKY 
INSPECTION BUREAU HELD THURSDAY, NOVEMBER 6, 1958, UNIVERSITY CLUB, 
MILWAUKEE, WIS. 


Present: Messrs. Carter, Barr (proxy for Dorris), Beebe, Ludington, and Win- 
ter; Parker and Snediker 


1. MINUTES OF LAST MEETING 


The chairman inquired as to the pleasure of the committee in regard to the 
minutes of the previous meeting and upon motion duly seconded and carried, 
the reading was dispensed with. 


2. ANNUAL REPORT 


The secretary made reference to the annual report of the bureau which the 
manager had sent to members of the committee, which brought forth no discus- 
sion at this time except comment upon the relatively high percentage of criti- 
cisms. This was due in part to criticisms necessitated by the new municipal 
tax program, by the auditing of homeowners policies and more recently by 
failure in many cases to attach the new nuclear clauses. 


8. NORTH AMERICA HEARING—EMPLOYMENT OF COUNSEL 


The secretary stated that the original filing by the North America companies 
of their commercial property coverage was accepted by the department as an 
independent filing but that in view of their loss ratio in the neighborhood of 
270 percent the commissioner was calling a hearing to determine whether their 
filing should not be disapproved. The bureau had been notified by the depart- 
ment that it might be subpenaed to appear and the secretary expressed the 
opinion that the bureau should be represented by counsel. The manager had 
asked for written authority to appoint counsel and it was moved, seconded, and 
carried that the secretary be authorized to take this action. 


x * * * 6 . * 


MINUTES OF THE MEETING OF THE MANAGING COMMITTEE OF THE KENTUCKY 
INSPECTION BurEAU Hetp TuEspDAY, DECEMBER 2, 1958, UN1Ion LEAGUE CLUB, 
CuicaGgo, IL. 


Present: Messrs. Carter, Beebe, Hargrett, Ludington, Lawson and Winter; 
Parker and Snediker 


1, MINUTES OF LAST MEETING 


The chairman inquired as to the pleasure of the committee in regard to the 
minutes of the previous meeting and, upon motion duly seconded and carried, 
the reading was dispensed with. 











3266 THE INSURANCE INDUSTRY 


2. NOMINATIONS FOR MEMBERS OF MANAGING COMMITTEE (1959) 


The chairman stated that nominations would now be in order for members 
of the managing committee to be voted on by letter ballot and to serve for the 
following year or until their successors were duly elected. It was then moved 
that the following names be placed in nomination: 

Paul H. Barr, vice president, Hanover Insurance Co. 

Philip S. Beebe, manager, Hartford Fire Insurance Co. 

T. B. Kelley, deputy U.S. manager, Commercial Union Assurance Co., Lt, 
Felix Hargrett, vice president, Home Insurance Co. 

E. D. Lawson, vice president, The Fund Insurance Cos. 

BP. R. Sanborn, vice president, Great American Insurance Co. 

E. R. Voorhis, assistant U.S. manager, Royal-Globe Insurance Group, 

H. P. Winter, vice president, America Fore Loyalty Group. 

The motion was duly seconded, following which the chairman asked if there 
were other nominations; there being none, it was moved, seconded and carrieg 
that the nominations be closed and that the manager be instructed to send a 
letter ballot for election of members of the managing committee to all members 
promptly. 

3. BUREAU SERVICE CHARGE RULES 


The secretary referred to the redraft of the bureau service charge rules which 
were revised principally from an editorial standpoint except the provision for 
assessment on partial subscribers which had been revised in line with a previoys 
recommendation from the Inter-Regional Insurance Conference and discussed 
with the committee. The secretary explained that the new rules had been de 
veloped by a committee of the bureau managers and had been reviewed and ap- 
proved by counsel. It was understood that the new rules would be placed on 
file with the insurance department and copy distributed to all bureau members 
and subscribers. Following discussion, it was moved, seconded and carried that 
the new rules be approved and the procedure outlined by the secretary be 
followed. 


* * * ~ * * * 


MINUTES OF THE MEETING OF THE MANAGING COMMITTEE OF THE KENTUCKY 
INSPECTION BUREAU HELD TUESDAY, FEBRUARY 3, 1959, UNION LEaque 
Crus, CHICAGO, ILL. 


Present: Messrs. Carter, Winter, Barr (proxy for Dorris), Nargrett, Lawson, 
Sanborn and Voorhis; Parker and Snediker 


1. MINUTES OF LAST MEETING 


The chairman inquired as to the pleasure of the committee in regard to the 
minutes of the previous meeting and upon motion duly seconded and carried, the 
reading was dispensed with. 


2. REPORT OF ELECTION OF MANAGING COMMITTEE 


The secretary stated that he had been advised by the manager that 130 men- 
bers of the bureau out of a total of 150 had voted for the members of the man- 
aging committee as nominated at a previous meeting and the new committee was 
therefore declared duly elected. 


8. ELECTION OF CHAIRMAN AND VICE CHAIRMAN 


The chairman called for nomination for chairman and vice chairman of the 
newly elected committee whereupon Mr. Herman P. Winter was placed in nomi- 
nation for chairman and Mr. Paul H. Barr nominated for vice chairman. No 
other names were placed in nomination and it was therefore moved that Mr. 
Winter be elected chairman and Mr. Barr elected vice chairman which motion 
was seconded and carried. 


4. APPOINTMENT OF SECRETARY 


It was moved, seconded and unanimously carried that Mr. Parker be appointed 
as secretary. 





Th 
Cont 


matt 


See _ 


3S SRBEERE 


abers 
r the 
Ove 


Ltd. 


there 
Tried 
nd a 
nbers 


vhich 
nh for 
vious 
ssed 
n de- 
d ap- 
d on 
nbers 
that 


UCKY 
AGUE 


Vson, 


mem- 
man- 
» was 


f the 
10mi- 


| Mr. 
otion 


inted 


—————_—_—_—_———— 
—————eoQQEr 





THE INSURANCE INDUSTRY 3267 


5, CONFERENCES WITH PRODUCER ORGANIZATIONS—RECOMMENDATION OF INTER- 
REGIONAL INSURANCE CONFERENCE 


The chairman commented on a letter received from Inter-Regional Insurance 
Conference pointing out the views of their executive committee urging that in 
conferences with producer organizations there should be no discussion of rating 


matters. 
6. INTERLINE INSURANCE FILING PROCEDURE 


The secretary referred to the recommendation recently received from the Inter- 
Regional Insurance Conference outlining for the guidance of the fire rating or- 
izations a procedure as developed by the industry for multiple line filings. 

It was intended that this procedure would be adopted by the bureaus but not 
actually submitted as a regular filing. Following discussion, it was moved, 
seconded, and carried that the recommendation of Inter-Regional be approved. 


7. HOMEOWNERS—AUDITING FOR T.1.R.B, COMPANIES 


The secretary referred to a discussion he had recently had with Mr. Rodda 
of the Transportation Insurance Rating Bureau as to the feasibility of the fire 
pureaus auditing Homeowners business written by companies belonging to that 
organization. The secretary reported that he had advised Mr. Rodda that 
this would apparently seem to be a perfectly logical procedure since the intent 
of the industry was to have Homeowners business audited and companies belong- 

to the T.I.R.B. would in most every case be subscribers to the fire bureau. 
Following discussion, it was the consensus that the bureau should be willing 
to extend its services for auditing this class when written by companies belong- 
ing to the T.I.R.B. provided they were also subscribers of the bureau and this 
principle was approved by motion duly seconded and carried. 


8. NEW BUSINESS INTERRUPTION PROGRAM 


The secretary outlined this program in detail pointing out that it was the 
culmination of work by the Inter-Regional Time Element Committee extending 
over the past 2 years and had now been recommended by Inter-Regional for 
countrywide adoption. 

Various elements of the program were reviewed and discussed, following 
which it was moved, seconded, and carried that the program be approved. 


9. MUNICIPAL LICENSE TAX CASE 


The secretary reported as a matter of information that the long pending 
municipal license tax suit had recently been reactivated by Mr. Rosenstein. 
The case was heard by Judge Ardery several days ago who ruled that he had 
no jurisdiction since this was held to be a rating matter and should of neces- 
sity originate with the insurance commissioner. It appears now that any fur- 
ther action would be an appeal by Mr. Rosenstein to the court of appeals in 
which event the case would not be heard until next fall at the earliest. This 
was a case in which the national board was vitally interested and they have been 
kept posted. 

10. NORTH AMERICA HEARING 


The secretary outlined the background of this situation originating with a 
hearing called by the commissioner requiring the company to show cause why 
their filing of the commercial property coverage should not be disapproved. 
Subsequently at the hearing attended by the manager and counsel it developed 
that testimony of the company clearly indicated the use of its subseribership 
in its dealer’s filing. Accordingly, the question was presented as to whether 
the bureau should not petition to intervene in order to properly protect the 
interest of its members and subscribers and its position as a licensed rating 
organization. 

In the discussion it was the consensus that the bureau had a very definite 
position to maintain and was affected by the issues before the commissioner 
and that therefore the bureau should petition to intervene and to take such 
proper action as could be taken before the commissioner. The motion was made 
and seconded that such action be approved and that at the request of Mr. Mar- 
shall, bureau attorney, the assistance of Mr. John Potts Barnes also be retained 


in order to help advise the manager and secretary with respect to the hearing. 
Motion carried. 











3268 THE INSURANCE INDUSTRY 


11. ADJOURNMENT 


There being no further business, the chairman declared the meeting adjourneg, 
K. H. Parker, Secretary. 


MINUTES OF THE MEETING OF THE MANAGING COMMITTEE OF THE FIRE INSURANCE 
Rating Bureau HELD TUESDAY, FresruarRy 3, 1959, UNION LEAGuE Cryp 
’ 

CuHIcaAGo, ILL. 


Present: Messrs. Carter, Winter, Barr, Barber, Hargrett, Sanborn, Spalding, 
Stickle and Voorhis; Parker, Phelps, Snediker and Schwoegler 


1. MINUTES OF LAST MEETING 


The chairman inquired as to the pleasure of the committee in regard to the 
minutes of the previous meeting and upon motion duly seconded and carried, 
the reading was dispensed with. 


2. REPORT OF ELECTION OF MANAGING COMMITTEE 


The secretary stated that he had been advised by the manager that a majority 
vote of 181 or approximately 89 percent of the total number of member com. 
panies had voted for the members of the managing committee as nominated at 
a previous meeting and the new committee was therefore declared duly elected, 


8. ELECTION OF CHAIRMAN AND VICE CHAIRMAN 


Th chairman called for nomination for chairman and vice chairman of the 
newly elected committee whereupon Mr. Herman P. Winter was placed in nomi- 
nation for chairman and Mr. Paul H. Barr nominated for vice chairman. No 
other names were placed in nomination and it was therefore moved that Mr. 
Winter be elected chairman and Mr. Barr elected vice chairman which motion 
was seconded and carried. 


4, APPOINTMENT OF SECRETARY 


It was moved, seconded and unanimously carried that Mr. Parker be appointed 
as secretary. 
5. BUREAU ASSESSMENT—NORTH AMERICA COMPLAINT 


The secretary referred to a complaint made to the insurance department by 
North America involving the assessment rules of the bureau which had re 
cently been placed on file with the department and distributed to companies. It 
was stated that the company has presented a similar complaint in several other 
States and that this might possibly lead to a hearing. The Farmers Mutual 
Automobile Insurance Co. of Madison has also written the insurance department 
along the same lines. 


6. RETIREMENT OF MISS MARGARET FERGUSON 


The retirement of Miss Margaret Ferguson as recommended by the manager 
and tentatively approved by the chairman and secretary was discussed and 
approved upon motion duly made and seconded. 


7. NEW BUSINESS INTERRUPTION PROGRAM 


The secretary outlined this program in detail pointing out that it was the 
culmination of work by the Inter-Regional Time Element Committee extending 
over the past 2 years and had now been recommended by Inter-Regional for 
countrywide adoption. 

Various elements of the program were reviewed and discussed, following 
which it was moved, seconded and carried that the program be approve. 


8. HOMEOWNERS—AUDITING FOR T.1.R.B. COMPANIES 


The secretary referred to a discussion he had recently had with Mr. Rodda 
of the Transportation Insurance Rating Bureau as to the feasibility of the fire 
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pureaus auditing homeowners business written by companies belonging to that 
organization. The secretary reported that he had advised Mr. Rodda that this 
would apparently seem to be a perfectly logical procedure since the intent of 
the industry was to have homeowners business audited and companies belong- 
ing to the T.I.R.B. would in most every case be subscribers to the fire bureau. 
Following discussion, it was the consensus that the bureau should be willing to 
extend its services for auditing this class when written by companies belonging 
to the T.I.R.B. provided they were also subscribers of the bureau and this 
principle was approved by motion duly seconded and carried. 


9. RATE CASE 


The secretary reviewed the principal events subsequent to the last meeting of 
the committee including a number of meetings with Commissioner Rogan who 
pad made it plain to bureau representatives that the previous additional reduc- 
tion of some $250,000 annually as offered by the bureau would not be sufficient 
put that if a filing were prepared to develop an additional reduction of some 
$200,000 annually it would be acceptable on this basis. Following discussion 
py the secretary with the chairman, vice chairman and others the bureau pre- 
pared and submitted such a filing as the basis for an informal discussion with 
the commissioner and his staff who indicated that this filing would be approved 
contingent upon the bureau giving consideration to other points as raised by 
the department in their letter of October 23, 1958. While the additional reduc- 
tion appeared to the committee to be unreasonable, it was nevertheless finally 
concluded that it would be in the best interests of all concerned to attempt to 
make a final settlement of this case and it was thereupon moved, seconded, 
and carried that the proposed filing as presented by the secretary and manager 
be approved. 

10. ATTORNEY’S BILL 


The secretary referred to a bill from Attorney Rieser covering services going 
back several years in connection with the rate case in the amount of 
plus out-of-pocket expenses of $482.91 which had been tentatively approved by 
the chairman and vice chairman subject to final approval by the committee. It 


was thereupon moved, seconded, and carried that the payment of this bill be 
approved. 





11. ADJOURNMENT 


There being no further business, the chairman declared the meeting adjourned. 
K. H. Parxer, Secretary. 


FIRE INSURANCE RATING BUREAU, 


January 15, 1936. 
Mr. F. W. KoECKERT, 


U.S. Manager, Commercial Union Assurance Co., Ltd., 
New York, N.Y. 


Deak Mr. KoecKerT: Chairman Clutia has called a meeting of the nominating 
committee appointed for the purpose of selecting candidates for election as mem- 
bers of our governing committee. The meeting is to be held on Wednesday, 
January 22, at 2 p.m. in room 800, eighth floor, 85 John Street. 

I am attaching an agenda for the nominating committee’s use on which are 
noted the names of those eligible for election to the governing committee, par- 
ticularly with the thought in mind that they are readily available, are more or 
less likely to accept nomination and are familiar with New York State problems. 
Following the names of the men are figures indicating the number of years of 
service that the individual has heretofore rendered on the governing committee; 
the figure following the company indicates the number of years that the com- 
pany with which the named man is affiliated has had representation on the 
governing committee previously. 

You will note that the names of those committeemen whose terms are now 
expiring are listed as candidates at the top of the list but there is no thought, in 
80 listing the names, of any order of preference. 

Mr. Greene of the Glen Cove Mutual is a representative of all of the mutual 


element, is acceptable to memebrs of that class, and has indicated a willingness 
to continue service. 
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Mr. Reynolds of the American Equitable is vice chairman of the govern 
committee and as such as countersignatory to our checking account and js a 
member of our most active subcommittee, that on rules, violations, and Practices, 
He is willing to continue service. 

The others whose terms expire have also indicated willingness to accept 
renomination. 

As to the others listed, I know that some would be glad to serve while otherg 
on previous occasions have registered disinclination toward service, but a review 
of company members and their officers leaves, after considering availability 
knowledge of New York State conditions, and type of desirable representation, I 
think, only those listed on the agenda as subjects for your consideration. 

In all of this, however, your conclusions are final and the committee is entirely 
free to make their own selections without any restrictions whatever. 

Very truly yours, 
K. H. Parker, Secretary, 





D. Documents From New York Fire Insurance Ratine 


ORGANIZATION 


Individual governing committee service (including appointments expiring 1939) 


ee 














Member Company | Years of | Unexpired 
| | service term 

Anderson. ---------- L. Le. & G......0-.--.--222-6-------------- iichaccildseaidas Banat hecitehinien 
EE ._| American of Newark_-_--.-...-- Obs ieee. 
Barbour, R, A------ Berkshire. ............-.....- J J Ot <.cc gas 
Barbour, — INGRCIR AMBIT, <.canciedcuccqstenesenss Rileaee web 
Bartow ..----------- | Queen... ..-.......-.---------------- o- O Rica ncarenaae 
Gandeo.....-------- | Globe & Rutgers................-.-.-...---.+.-.-.-.--- Ot ck sosths 
i cogs h =| HOMOVGR. «2.0.2.0 4 254-5 22-2s 4-4 --- 2-5 --senesennsnes Sb tee eek 
Collamore - - - .------ Franklin National - -........-.-.--------------------- 1 | 2 
Cochran. ..--------- i NE bon i ind stn costes pa nad 41... ccmeeek 
Es canoes Assurance Co. of America------.--- dcinniatceiiaca Sea Se. sucess 
Darlington--...----- Norwieh Union. ............-....- — Tn ee a 
BT so ccnnnnn-=0] CIDR asc ccicntwncaiaaihiiaewdia 8 1 
Seentt..-..--------- Buffalo sii csts he aaa 
Forbush......------ | Royal Exchange__--_......-.------ 7 BE ccosseenas 
(as CN cdasncicigncdpanieawars ; se 
Oe cs MN oi i es OS eaten eneedee Nae | 1 2 
re 6 oo oct ida cabin tdeene icibetiaes Niemen abgkaaas Shh ee 
OS IE oo ovina nndancnedenmcmeaacncesnds a 3 |. ——: 
cc accnas DTT nec eS aap ackasaae amas oee aan eel Sh ed 
«ae ROR OF TI. inc bu cht cededad nn eleee Sp gle ea Bi Beit rt. 
Seemert.........-- Ca iia std ph pstnnng ainda 1 | 2 
Re Insurance Co. of North America_-_-.-....------------------ oa as 
BIS ccanaccnacn pi ER ee ae 2 | 1 
Ao icine ON oii och dbdidnahedden debian dcthdmaienad tender | Ohh cn ech ate. 
eg ss RG NN iii dina ns tdatdbeaadendinsaantidboniae 5 oe 

a niSmne PI cinch ocRapsictte humors spel ccs emda 6 at 
Soca WR hod fetes os ese caconaamntns Catdnsatena edna 6 oh 
Mackintosh-_------- hn i oe ig ea eb alidcd eddie tabbed aetna 2 | abe 

Marshall._......---- PO a ia, ln si thule easiageiinnipaenlailaaian: 9 
ke wo, ee ae icanaaaidaad pears 4 

Maynard... ....---- DPE Plc d s-a on ca uddmidxnstuacneatnes<deen Seansaceuaie 3 | ; 
Meserole___.....---- na a cen ana ial ears 08 

Milligan. _....-.---- a ie eee 6 |- a ae : 
i awe | Merchants Fire -_-_-_----- Fe oe ae eal aaienain 5 1 
ea Manhattan Fire & Marine-_.-.-...-.-------- EES pane Re 
cal NEE SIRI Sos 5 52s cn can dd ee ciensmaniaebaecaued 3 | alte tien 

i cuaw ey gy ea ee ee ener eer ie. : 
ia ccna OE RR ae a PRE ere 8 | 1 
I iiicmanisne Insurance Co. of North America. -..-.-.-.---------------.] Osean 
a Ammepionn WOMGeNO. 5 on daci cin cdbdwataceedncncanweandon Bh ike 
Shallcross... ......--| PE BNI. cso cs cceecemndannunenden nana ase Oia decmteie 
at 5 UN a a ennai te an os hea 13 | 1 
Swinnerton. ---_--- EE TI nici nicectncrabakiaamanndadgessauaueumime ad idia | io cescaks . 
a asain’ EE IE ioe ch np ct enemen me mganaanmeal a ee 
ew... UN Ec) yk Ek Bead idalnc Pte Sacaninwoinn 1 | 2 
ert... ......... Ni Vas CU ONOONS. . <2 sk enn tcnseesxce-ane Sho, 
NG. ....2..<0 NS IN ei daca nuaceceaenisimnccueessongnene DP lconcteaasees 
Tregaskis.....-...-- Ns eee ean bcs tel oie acih cat cit toni ate ce eI 3 Rea a 
acess Génttis. Vndots & Matioteh. ocd cdcnsks cates dctcsias sat A batidddccns 
ts walang ES SE ee ee eer er eee ee ee Wie caksacuseas 
REPRE SR ea a eens beeen Ot cannes es 
RN eee wc xn WUE a iiccd dad dash Cdk sie Godin dhe ee edema 44 cceedaebe 
Titan wey) OS NE ae ee sachs iglahistetieeanelinketie TS Bish dbeckuacalnaed 
EE EEE te se ec oe aed ae 1 2 
carted oss PENG. |. vnecciccekeiagrkecnwcndeepaskeusnasadundantsantee Bh ctakkweiens 
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Company service on governing committee (including appointments, 
expiring 1939) 














| |. = 

Company | Years of Company | Years of 

service orvi 
= : a - | te | Service 
-|——— 
BU ile ca ceaneciiicnimioncadinednicn 14 || London &Lancashire- ees 3 
American, Newark_.........-.---- 6 || Liverpool, London & Gi be. nee 3 
American Eagle_-_-__....--- ols ; 3 || Manhattan Fire & Marine be . 
American Equitable_._......_-.._- san! 5 || Merchants Fire.._........--_-- : 
Assurance Co. of America________.__- 3 National, Hs artford______- Tats =| ; 
Berkshire_-__-___- jociaadiahitaenisinssadssngbtaiu 11 || Norwich Union--.---..--- nebdieemaaele ® 
Buffalo____- ibd ace Dy te a etait aun anh anonsn stbuncaca 4 
Commercial Union. idcckuceeaeemed 6 || Northern, New York_.__. etl 9 
Continental______--- ie adhe 9 || Northern Assurance_-__- 6 
Farmers of York.....-.....-..--------| 3 || New York Underwriters_--......_.__| 
Federal - eonscia Peck ainBaie es 3 |} North British__--- J peabhgnganadewiutatel tes | ¢ 
Fire Association tesa ers 9 I] PE cinnancaaan sx Sexe tidaie teal j 
Franklin National - -___- dictag st Snpini S 1) PROCTOR iso cw tteonnwnnnans | q 
Glen Cove________- - sgssacsras 4 || Providence Washington. -...-..._____. 3 
Glens Falls_________- jpcti cin sSingetipiorin ates 6 || OR sti adittvaeeiand Shasseone endl | 6 
Globe & Rutgers_-_-- wwiensladieewe ee ie sg cca dh bik oraenw ks 2 9 
Great American. iaanetemecue 7 || Royal Exe hange _ ep yerarpees 3 
Hanover-.-__...-- oa sco iennshaentee 5 Scottish, Union & National_.-.___.__. l 
Hartford ______ land adamadmme aT UN a cig ad tae a enon ected 3 
ae eametaieninae : 15 i| United States Fire........-.-... 2-22. 8 
Insurance Co. North America_____._-- 3 








JANUARY 27, 1948, 


Mr. J. A. Arnold called from Chicago re letter of January 22. He was under 
the impression that the new constitution and bylaws were to be adopted at an- 
nual meeting and wondered if this were the case whether there would be 
representation on the governing committee for a mutual member. I told him 
the constitution and bylaws would not be presented at this meeting and he 
therefore assumed we would go along under the present setup and he will proceed 
in the consideration of your letter in that light. 

He mentioned that he had recently seen copy of the new constitution of the 
middie department and was surprised to notice that in their constitution there 
was no limitation on membership and thought if our membership was to be 
limited there probably would be no place on the governing committee for a 
mutual man. 

C. P.C. 


Mr. Gruin called February 4 and said if Mutual representation was to be 
had. Mr. Arnold was quite satisfactory to them. He appeared to know about 
the constitution change and I told him it was not on the agenda for this 
meeting, but would be handled at a special meeting. 


R. 


NEW YORK FIRE INSURANCE RATING ORGANIZATION, 
New York, N.Y., January 1948 
To All Members and Subscribers: 

Following the Supreme Court decision in the Southeastern Underwriters Asso- 
ciation case it appeared desirable to review the functions and operating proce- 
dures of company organizations to determine to what extent such functions and 
procedures might be affected by the implications of the Supreme Court decision. 

A special subcommittee was authorized by the governing committee on Decem- 
ber 19, 1944, to review the governing articles under which suburban division 
affairs were administered, as well as the various agreements under which mem- 
bers and subscribers had accepted the privileges and obligations of affiliation 
with the New York Fire Insurance Rating Organization. 

After an exhaustive study of these matters, the special subcommittee recom- 
mended to the governing committee at its meeting of June 25, 1947, the develop- 
ment of a new constitution and bylaws for the rating organization to replace 
existing agreements and the suburban division governing articles. The govern- 
ing committee accepted the recommendation and instructed the special subcom- 
mittee to prepare such a constitution and bylaws, with the assistance of counsel 
and to submit their specific recommendations to the governing committee at a 
subsequent meeting. 
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A proposed constitution and bylaws, as per copy attached hereto, has been 
repared by the special subcommittee and submitted to the governing committee 
at its meeting on Deceinber 23, 194 i, at which time the governing committee 
expressed unanimous approval and directed that these documents be submitted 
to the New York Insurance Department for its consideration, and if approved 
py the department, printed and distributed to members and subscribers for their 
individual study so that the recommended documents might be considered by 
the membership as a whole at the annual meeting on February 10, 1948, to become 
effective if and when adopted. 

It seems appropriate to observe that the proposed constitution and bylaws 
more definitely express the functions and powers of officers and committees and 
more clearly outline the purposes and services of the organization, to the end 
that members and subscribers are better informed as to their privileges and 
obligations. In line with the current trend in the new constitutions of other 
rating bureaus, they limit membership as such to capital stock companies and 
provide subseribership privileges for companies operating on other than the 
capital stock plan or for any other types of companies who prefer that form 
of affiliation. Copies of this proposed constitution and bylaws have been fur- 
nished to the New York Insurance Department for preliminary review, and in- 
formal approval has been expressed. It is anticipated that consideration will 
be given and action taken in the premises at the annual meeting on February 
10, 1948. 

Very truly yours, 
W. J. Warp, General Manager. 





MEMORANDUM 


Ina telephone conversation with Mr. Coilins of the insurance department yes- 
terday afternoon, March 22, I discussed with him the exception taken by Mr. 
Hatch of the fire association and Mr. Hill of the middle department to para- 
graph b, section 2 of article X of the proposed constitution. This section pro- 
vides for a partial assessment for subscribers to a part of our service as pro- 
vided for in article V. The basis for such partial assessment is stipulated to be 
the gross direct premiums less only return premiums for “such kinds of in- 
surance or subdivision or classes of risk.” The complaints were that enactment 
of this feature of the new constitution would make it possible for companies to 
subscribe for only certain classes or kinds of risk for which individual filings 
could not readily be made by an insurer, and supplement that subscribership 
affiliation with independent filings on such classes as dwellings or other mini- 
mum-rated types of risk. It was said that differences have arisen with the 
Massachusetts department and the Pennsylvania department over this point, 
and that our action will prejudice their situation. It was also said by Mr. 
Hatch that his company would strenuously object to this provision for these 
reasons. . 

On reviewing the history of this section it appears that no provision is made 
inthe all-industry bill for such assessments and that this particular section was 
added to our constitution at the direct request of the New York depsrtment as 
a corollary to article V, and it further developed in the discussion with Mr. 
Collins that he felt the department should insist on this particular feature ap- 
pearing in the constitution. Mr. Collins further stated that it was his belief 
and opinion that we would ultimately have to face the need for several rates of 
assessment, each based on the cost of administering rating service on various 
classes or kinds of risk. I pointed out to him that there was no end to such 
arefinement: that it would be difficult, if not impossible, to allocate expenses, 
int he was unshaken in his belief that we would sooner or later have to face 
this situation and that we might as well anticipate it now. His only suggestion 
was that consideration of the constitution be delayed or adjourned until some 
enclusion could be reached on this point. T had made the suggestion. as a 
practics! measure, that we delete this section and take it up subsequently as a 
separate item after more study. This, however, he was unwilling to authorize 
and reverted several times his personal feeling that there shonld be a separate 
rate of assessment for the varying types, kinds. and classes of insuranee and 
risk whic h are rated by the organizations. The detail was finally left for dis- 
fission at the special meeting of the companies, 

Tals» mentioned that criticism had been made by Mr. Hatch that referemees to 
fire insurance companies or fire insurance at several points in the constitution 
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were not sufficiently broad in view of the fact that affiliation would be sought b 
casualty companies and perhaps other types interested in writing insuran¢ 
against perils for which rates are or will be ultimately furnished by this Oren, 
ization. Mr. Collins expressed the opinion that this was a valid criticism t 
true, and that there would be no objection on the part of the department ¢ 
appropriate changes to broaden such references so as to take in other types e 
carriers who might be concerned, either through the assumption of ratemaki 
functions for other sideline perils by this organization or through the growth 
of the multiple line movement among companies. 

On further study of this detail I can find no references in the new constitu 
tion that do not appear to be sufficiently broad to meet this criticism when viewed 
in the context which forms the background for such references. Counsel Gro 
concurs in this opinion. ” 

On further consideration of the point made about partial assessments, | can- 
not find anywhere in the present law, the all-industry bill, or the proposed ratin 
bill any reference to methods or principles of assessment to be followed cal 
fact, no reference to the maintenance of rating organization expense except a 
section of the present law which prohibits companies from contributing to the 
maintenance or expense of rating organizations held to be in violation of certain 
provisions of the law. I would suppose that the reference to “reasonable Tules 
and regulations” in subsection 4 of 181 of the new rating bill could be construeg 
to authorize the department’s review of assessment rates or the principles gov- 
erning them, but it is difficult to imagine a situation where such rates could jp 
any sense be regarded as unreasonable. There is nothing in any of these exist. 
ing or proposed laws that I can find that prevents the making of different rates 
of assessment and particularly in respect to kinds of insurance or subdivision or 
class of risk, or part or combination thereof, in the discretion of the governing 
committee. The department has through Mr. Collins, verbally at least, expressed 
its firm belief that such a course is not only desirable but probable. Therefore 
without any change whatever in the proposed constitution it would seem that Mr. 
Hatch’s objections are not well based, and that any company attempting to take 
advantage of partial subscribership could be charged at a rate of assessment 
in excess of that applied to those subscribing across the board, provided only 
that such rates are reasonable. Mr. Collins, incidentally, said further that he 
would have no sympathy with any company deliberately attempting to take 
advantage of this situation in respect to its assessment cost. Accordingly, it 
does not seem to me that there is any particular reason to worry about this pro- 
vision, at least so far as New York State is concerned. Massachusetts and 
Pennsylvania have their own problems. It is appreciated that no provision of 
this kind with respec! to partial assessments appears in the all-industry bill upon 
which their rating l:ws are probably based. I would think that control of the 
situation is just as firmly in their hands as it appears to be in ours, especially 
since their departments are already apparently in sympathy with the idea of 
varying rates of assessment. 

H. D. Rice, 


May 4, 1948. 
Mr. Rice advised that the attached was prepared for some attorneys who were 
interested in the SHUA case and was presented to them. 
K. U. 


New YorkK FIRE INSURANCE RATING ORGANIZATION 


I. HISTORY 
a. Legislation 

Chapter 660 of the laws of 1922, amending section 141 of the insurance law 
and adding new sections 141-a and 141-b, became a law on April 13, 1922. See- 
tion 141-a stated, inter alia, “No such person, association or corporation shail 
be a member of, or adopt as a standard the rates of more than one rating or- 
ganization, for the purpose of rating the same class of risks for the same 
hazards.” 

This change was made because of the difficulties met by the insurance de 
partment in trying to deal with four separate rating organizations, each having 
jurisdiction over different parts of the State, and each having different rating 
methods, schedules, class rates, and rules pertaining to them. 
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», The organization 

1, Composition: When, in 1917 the four rating bodies known as the Buffalo 
association of Fire Underwriters, the Underwriters Association of New York 
state, the Suburban Fire Insurance Exchange, and the New York Fire Insur- 
ance Bxchange were operating independently of each other, the insurance de- 

rtment requested that the companies appoint a joint conference committee 
with whom the department might deal in their attempt to supervise the opera- 
tions of the four rating bodies. This conference committee consisted of some 17 
company Officials. When the amendment of 1922 was enacted, this Same con- 
ference committee proceeded to amalgamate the four rating bodies into one sin- 
gle rating organization and proceeded to draft governing regulations and to call 
upon the company members of the four bureaus to subscribe to the articles of 
the new organization being formed for statewide operations. 

In collaboration with the insurance department a form of agreement was 
drafted and submitted to the companies for their individual signatures which 
in due course were obtained. The new combined bureau was entitled the New 
York Fire Insurance Rating Organization. The four former rating bodies, by 
individual formal action, ceded to the new organization the ratemaking powers 
they had previously assumed, and with the exception of the Underwriters As- 
sociation of New York State, which had not assumed jurisdiction over com- 
missions, brokerages, and limitation of agencies, these bodies ceded also to the 
new organization jurisdiction over those matters. The new organization com- 
prised practically all of the stock fire insurance companies that had belonged 
to all of the former bodies, besides a few mutual companies. 

9. Obligations: A form of agreement was devised to suit companies that were 
members of the organization and also to suit companies who became subscribers, 
since the revised law refers to both members and subscribers. However, there 
was no distinction as to the obligations or privileges between members and 
subscribers, and a minute of an early meeting of the governing committee 
definitely said so. The insurance superintendent, believing that the definition 
of the word “rate” in the revised law included commissions and brokerages, 
and that the cost of conducting the business through the widespread appoint- 
ment of multiple agencies was a matter properly to be controlled, declined to 
approve a form of agreement that did not embrace a control over commissions, 
brokerages, and limitation of agencies, and consequently, the agreement required 
observance of “all rules as to rates, forms, commissions, brokerages, and num- 
ber of agencies such as are now or may hereafter be necessary or advisable 
in order to comply with the laws of the State of New York or direction of the 
superintendent of insurance thereunder.” 

This particular obligation was questioned by a number of companies who 
declined to sign an agreement containing it, and the organization declined to 
admit them to membership unless they signed the agreement without reservation. 
These companies appealed to the courts for assistance and the courts required 
their being taken into membership under an optional form of agreement which 
contained a paragraph reading: “The signature of the undersigned to this 
agreement shall not be deemed to be in any way an assent to any changes in, 
or additions to the by-laws and rules of the said New York Fire Insurance Rating 
Organization or of any of the several branch bodies named concerning commis- 
sions, brokerage and number of agencies, anything herein contained to the con- 
trary notwithstanding.” Subsequent to this court decision, the New York Fire 
Insurance Exchange and the Buffalo Association of Fire Underwriters, by formal 
action of those bodes, retracted from the rating organization their jurisdiction 
over commissions, brokerages and limitations of agencies, and the organization 
continued since that time (1925) in administering control over these matters in 
the territory of the suburban division only. In 1939 the law again was amended, 
writing definitions of members and subscribers, a subscriber being defined as an 
insurer that subscribes to the rates of the rating organization, but is not a mem- 
ber thereof, and at that time all companies that had signed original agreements 
as subscribers were offered an option of signing a revised members’ and a revised 
subscribers’ agreement, the difference between the two being that members who 
bound themselves to the commission, brokerage and agency rules of the suburban 
division, were represented on organization committees, attended meetings and 
were privileged to vote, whereas subscribers did not bind themselves to the 
suburban rules as to commissions, brokerages and limitation of agencies, were 
not eligible to committee appointments nor to vote at organization meetings. 
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c. Constituent groups 

Buffalo Association of Fire Underwriters: This was an association of local 
agents at Buffalo, organized in 1840 for the purpose of making uniform rates 
and rules pertaining thereto and uniform rules as to commissions, brokerages and 
limitation of agencies, and rules pertaining to the general conduct of the tire 
insurance business in the city of Buffalo and the townships of Tonawanda and 
Wheatfield, including the cities of Tonawanda and North Tonawanda. The ASSo- 
ciation was incorporated and given a charter by the legislature on July 25, 189] 
and continued to operate under the provisions of its charter until its ratemaking 
powers were transferred to the rating organization in 1922. The association 
however still functions as a local board, bearing its own expenses, in the effective 
discharge of its functions. 

Underwriters Association of New York State: This was an association of spe. 
cial agents of stock companies doing business in the territory of this association 
which comprised all of the State of New York outside of the territories of the 
other three bureaus. This association was formed in 1883 for the purpose of 
making rates, providing forms and supervising the writing of insurance policies 
on risks in its field, but it did not assume jurisdiction over rates of commission 
brokerage and the limitation of agencies, It continued to operate until these 
functions were transferred to the rating organization, including the operations 
of its electrical inspection department. The Underwriters Association still fune. 
tions as a field men’s organization, at its own expense, making valuable contrj- 
butions in the form of counsel to the rating organization through committees 
which also act as liaison contacts with the field. 

Suburban Fire Insurance Exchange: The exchange was formed in 1907 ang 
restricted its membership to stock fire insurance companies and made rates, 
electrical inspections ; provided forms and supervised policy writing in its terrj- 
tory, comprising the counties of Rockland, Putnam, Nassau, Suffolk, Westchester, 
Bronx (east of Bronx River), Queens (except Long Island City), Richmond 
(except American Dock Stores). This bureau ceded all of its functions except 
that of making electrical inspections, to the new rating organization in 1922, 
and in 1925 it ceded its electrical inspection function to the New York Board 
of Fire Underwriters. Having stripped itself of all matters pertaining to rates 
and ratemaking, commissions, brokerages and limitation of agencies, and elec. 
trical inspection work, it retains practically no definite functions. At its last 
annual meeting a subcommittee was appointed to give consideration to a thought 
of disbanding the exchange entirely. 

New York Fire Insurance Exchange.—This was formed in 1899 as the succes. 
sor to variously named associations assuming ratemaking powers among its 
members, which are limited to stock companies, and control of rates of com- 
mission and brokerage and of the limitation of agencies, including noninter- 
course with nonmembers, and continued to function in all of these matters until 
ratemaking and commission powers were transferred to the rating organization 
in 1922. In 1925 it retracted from the rating organization jurisdiction over 
commissions, brokerage, and limitation of agencies, and continues to function in 
such matters. The exchange, in 1922, resolved “that in all matters pertaining 
to rates and ratemaking this exchange hereafter function as the New York 
City division of the New York Fire Insurance Rating Organization,” and it 
still continues to function in that duel capacity. 

The retained functions, the income and expense of the Buffalo Association of 
Fire Underwriters, the Underwriters Association of New York State and the 
Suburban Fire Insurance Exchange are separate and distinct from those of the 
rating organization, and all reference to the powers and functions which they 
ceded to the rating organization have been deleted from their constitution, by- 
laws or agreements. The agreement of the New York Fire Insurance Exchange 
still contains all these references, but the income and expense of the New York 
exchange are merged with the obligations of the rating organization and funds 
kept in the organization depositories, and the relation between the exchange 
and the rating organization is so complicated and vague that on occasions of 
court proceedings against the New York Fire Insurance Exchange, the rating 
organization has been joined as a defendant. 

d. Coordinating activities since 1922. 

When the organization took over the ratemaking activities of the four former 
bodies in 1922 and the governing committee was empowered to administer the 
organization’s affairs, it arranged for the provision of funds to meet the state 
wide expenses by a blanket assessment against company members, prorated 
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on individual company premium writings; it authorized special subcommittees 
of the governing committee to act upon matters of finance, salary and personnel, 
rate and rulemaking and violations it authorized the appointment of assisting 
committees within the four territorial divisions; it appointed a secretary to have 
eral supervision over the detailed work of the organization under the direc- 
tion of its several committees, operating through a central office, and subse- 
quently rearranged the territories of the Syracuse and Buffalo divisions into 
districts, supervised by district secretaries, thereby abolishing the Buffalo and 
Syracuse divisions and later authorized the merging of all bank accounts into 
one at New York City, and the concentration of all accounting work in the cen- 
tral office. It arranged for one common rulebook, one common series of rating 
schedules and a greater uniformity of minimum class rates outside of New York 
City division, so that practices in rate, rule and form matters are practically 
uniform outside of New York City division territory. A closer harmony is being 
achieved in matters of rates and rules and between New York City and the rest 
of the State. 
ge, State supervision 


1, New York law: While the New York insurance law calls for uniformity 
of rate and rating practices statewide, without exception, a regulation of the 
superintendent in 1923, recognizing the wide difference in matters of construc- 
tion, congestion, protection and congestion of values between New York City 
and the balance of the State, sanctioned the maintenance of different rating 
methods in New York City and when, as required by law, the department 
approved classification schedules it arranged for the collection of classification 
data separately for New York City (New York exchange territory), and the 
palance of the State. The department makes examinations of the organiza- 
tion’s activities every 5 years and makes recommendations for modification 
of practice, which suggestions, as practically as may be, are eventually met. 
The department acts upon complaints from individuals concerning rates and 
rating practices and recommends such changes therein as they consider equi- 
table, holding hearings if necessary in order to determine the merits of the 
complaint; reviews classified loss experience periodically, and suggests rate 
modifications consistent with experience showings. They are more inclined 
toward informal discussion of moot points rather than formal hearings, but 
the law gives very full and definite power to the superintendent in the deter- 
mination of equitable and nondiscriminatory rates. The law empowers the 
superintendent to review forms and riders and to adort standard forms at his 
discretion and to receive for filing anything that he requires to be filed. Filings 
are made of all basic rates, mandatory forms, all rules and changes pertaining 
to rates and forms, minutes of our committee meetings, including those pertain- 
ing to violations of our rates and rules and of penalties imposed. The superin- 
tendent may authorize at his discretion deviations from filed rates by individual 
companies, and these deviations must be recognized by the organization. 


f. Administration 


For administrative purposes the organization was originally divided into four 
divisions known as the Buffalo division, which functioned in the territory previ- 
ously administered by the Buffalo Association of Fire Underwriters; the Syracuse 
division, which included the field formerly supervised by the Underwriters 
Association of New York State and embraced all of the upstate territory except 
that served by the Buffalo division: the suburban division, formerly the Sub- 
urban Fire Insurance Exchange, which supervised the counties of Rockland, 
Putnam, Nassau, Suffolk, Westchester, Bronx (east of Bronx River), Queens 
(except Long Island City), Richmond (except American Dock Stores), and the 
New York City division, which supervised New York City except that portion 
embraced within the suburban field. This arrangement has been modified as 
indicated on the attached map. The changes made include the assignment of 
eight counties to the Buffalo division, which is now referred to as the Buffalo 
district, and the breaking up of the Syracuse division into three districts 
administered from offices in Rochester, Albany, and Syracuse. The suburban 
and New York City divisions operate as heretofore. Each of the four district 
offices is in charge of a district secretary and renders complete and uniform 
service throughout its territory. The suburban and New York City divisions are 
each in charge of a manager, and are still referred to as divisions. 

The central office of the organization is located in New York City and is in 
charge of Secretary and General Manager William J. Ward and Assistant 
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General Manager Homer D. Rice, with a small staff. The central office acts 
as an administrative and coordinating body, with all accounting and disburge 
ment of organization funds concentrated in the central office. 

The determination of policy for the organization is exercised by the governing 
committee, composed of 15 company executives who meet subject to call, and 
in whom final authority is vested by company agreements. The organization has 
no constitution and bylaws but relies on the rather simple provisions incor. 
porated in members and subscribers agreements. Several subcommittees to the 
governing committee are maintained for specific responsibilities, one of these 
being the rules, violations, and practices committee of five company executives, 
who normally meet monthly to consider questions involving interpretation or 
desired changes in rules and forms and also give consideration to specific violg- 
tions, which have not been corrected within the allotted time. 

The finance committee, composed of four company executives, gives considera. 
tion to matters of organization finance, including assessment rates and such 
other matters of a financial nature as may be presented to them. 

The salaries and personnel committee, composed of five company executives, 
exercises supervision over general personnel policies. 

In addition to these working committees, the following special committees are 
appointed by the governing committee for specific responsibilities in the suburban 
division: Agency qualification committee, brokerage committee and deviation 
committee. 

The duties of the agency qualification committee are to pass upon questions 
relating to compliance with the agency qualification bylaw of the suburban divi- 
sion and to determine the eligibility of local agents to recognition and compen- 
sation as such according to the intent and purpose of the requirements, The 
membership of the committee consists of seven company officials appointed an- 
nually and ratified by the governing committee. 

The duties of the brokerage committee were originally to review the qualifica- 
tions of brokers and to issue brokers’ certificates. The committee, however, has 
not been active for many years, although the personnel of such a committee, 
consisting of five company officials, is appointed annually and ratified by the 
governing committee. 

The duties of the deviation committee include the consideration of alleged vio- 
lations of rates, rules and the articles of agreement and to invoke such disci- 
plinary measures as are provided by the governing articles. The committee con- 
sists of seven company officials appointed annually and ratified by the governing 
committee. 

Special committees representative of the New York City division are appointed 
annually and ratified by the governing committee. These committees are three 
in number and include the executive committee, the arbitration committee, the 
rates, rules, and forms committee, with nine, eight, and eight members respec- 
tively. 

The duties of the executive committee include general oversight of the opera- 
tions of the division and supervision of financial affairs and personnel. 

The duties of the arbitration committee include the investigation of charges 
made against members and signatory companies; to consider such alleged viola- 
tions and to discipline members. The examinations conducted by the examining 
bureau, corresponding somewhat to stamping department operations in the bal- 
ance of the State, are carried on under the supervision of the arbitration com- 
mittee. 

The duties of the rates, rules, and forms committee include the consideration 
of questions relative to rates, rules, and forms and proposed changes therein. 
Action taken, however, by this committee with respect to rates, rules and forms 
is subject to ratification or approval by the rules, violations, and practices com- 
mittee of the organization. 

II. FUNCTIONS 


The functions exercised by the organization include ratemaking, stamping, 
sprinklered risk service, general fire prevention and protection advisory service, 
electrical inspection service, commission regulation, and agency limitation. 
These operations are defined and described in the following paragraphs. 

(a) Ratemaking may be defined as the determination of price by the measur- 
ing of a risk in relation to a standard. Rates in New York State fall within 
two broad classes, schedule rates and minimum or class rates. Schedule rates 
are those produced by the application of established and related standards to a 
specific building and its contents. Minimum or class rates are those applied to 
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risks which present such consistently uniform physical features of construction 
and occupancy and experience, as not to warrant specific inspection, schedule 
application, and promulgation. 

Schedule application for rating purposes requires detailed inspection, the re- 
cording of all necessary physical data of construction, occupancy, exposure by 
adjoining properties, the evaluation of private and public fire protection present, 
and the final relation of the assembled data to established standards, so that de- 
partures from standard, either up or down may be adequately and reasonably 
expressed in the final rate. The rating of an individual risk may and frequently 
does begin with a review of tentative plans for the structure, the discussion of 
changes in plans and specifications that may favorably affect the final rate 
either by harmonization with established standards, or by the design of physical 
details so as to better protect or segregate known hazards of occupancy. The 
service is continued by further inspection and consultation during the construc- 
tion period and the establishment of occupancy. Changes in occupancy, hazard, 
or construction after the initial rating require reinspection and frequently re- 
rating. Detailed and confidential records of specifically rated structures must 
therefore be maintained throughout the life of such structures. 

Schedule rating therefore requires the maintenance of an adequate force of 
competent engineers and inspectors strategically located with respect to the field 
being served and supplemented with experienced clerical help to maintain the 
yoluminous files necessary to the operation. 

Minimum or class rating requires the determination of groups that may prop- 
erly be susceptible of class rating because of a consistent similarity of physical 
characteristics and experience, and the promulgation of appropriate class rates 
with such descriptive requirements as may be necessary to properly define the 
class. No specific promulgation or inspection is necessary under this procedure. 

Rate promulgation involves the publication of all rates to representatives of 
member and subscriber companies in the local field where the individual risk 
islocated. This is usually accomplished by the distribution of rate cards, to local 
agencies who file them by location in their rate cabinets. Changes and reratings 
are handled in the same manner. Minimum or class rates are distributed by 
means of supplements to a printed book containing lists and descriptions of 
minimum rated classes. Such book promulgations are sometimes supplemented 
by cards designed as a convenience to be inserted in the front of local rate cabi- 
nets. The promulgation of rates obviously requires mechanical means for the 
production of rate cards and the clerical staff to handle the operation. Rates 
are produced and promulgated periodically, daily in some fields and less fre- 
quently in others, depending on the volume and on other local conditions. During 
1943 such promulgations approximated 150,000 throughout New York State. 

A necessary adjunct to ratemaking is the engineering determination of the 
grading of public protection as afforded by the many communities in the State. 
This work is carried on by competent graduate engineers who examine public 
protection systems, including water supplies, fire departments, and fire alarm 
systems ; counsel public authorities with respect to such installations or changes 
therein; make specifications and conduct physical tests, to confirm the proper 
installation and maintenance of such systems, and thus render an important and 
highly technical service to the public, and at the same time provide a sound 
basis for the detailed rating of individual risks. 

(b) Stamping operations: This function refers to a review of copies of policies 
issued by agencies throughout the State. Verification of rate and premium, and a 
review of the extent and quality of coverage afforded by the policy as written, 
constitutes valuable service to the insuring public and makes possible uniform 
observance of published rates and the established rules on which the rates and 
coverage are based. 

Departures from published rates and uniform rules are promptly brought to 
the attention of both agent and company and a followup system operates to secure 
the necessary correction of errors. Failure to make correction within a maxi- 
mum time limit of 100 days, results in reference of the case to a committee for 
determination of disciplinary action for the delay in correction. 

This service requires a group of specially trained clerical workers, thoroughly 
conversant with rates and rules, as well as the needs of the field in which they 
operate. Because the reports handled by this group constitute in most cases, the 
first notice of a company’s liability, the stamping departments may not retain 
policy reports in their possession for more than 48 hours. This requirement re- 
sults in high pressure on the staff when volume changes occur, and makes neces- 
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sary a Staff with peak capacity most of the time. Work units or pieces handle 
by the stamping offices approximated 3 million during 19438. 

In the New York City division special local conditions make stamping Office 
operation impractical, so similar supervision is given through the operation of an 
examining bureau, whose representatives visit writing offices in New York Gity 
and spot check company records of written business to verify the observance of 
published rates and uniform rules. 

The effect of this statewide operation is to insure general observance of rates 
and rules under filings made with the New York Insurance Department, prevent 
errors, and provide a uniform and nondiscriminatory quality of coverage to the 
insuring public. The fact that during 1948 only 11 uncorrected violations reached 
the violations committee for consideration seems to indicate a reasonable eff. 
ciency in this supervision. 

(c) Sprinklered risk service: Buildings equipped under established standards 
with automatic sprinklers require special supervision because the fact that they 
are so equipped produces materially lower rate levels, while insurable values are 
usually higher than normal, thus increasing liability at lower rates. The proper 
protection of this increased liability is peculiarly susceptible to impairment, and 
therefore requires careful and competent planning, installation, and maintenance, 
This organization consequently plays an important part in such cases, through 
the service afforded the public by its competent trained engineers. Plans ang 
specifications are reviewed, advisory service given, installations watched, ae. 
ceptance tests and examinations made, and maintenance of the system super. 
vised. The service is rendered in the office and in the field, such risks continually 
presenting problems of maintenance, and those of adaption of the protective sys. 
tem to the changing processes of the insured. ; 

The value of proper installation and maintenance of automatic sprinklers js 
indicated by the consistency with which incipient fires are extinguished before 
they become serious. Undetected impairments or faulty installation however, 
would quickly produce disastrous results because of concentrated values thus left 
unprotected. 

(d@) General fire prevention and protection service to the public is a natural 
corollary of fire insurance rating. The trained personnel of a fire insurance 
rating organization is well equipped to advise on fire protective and retardent 
problems, and architects and engineers have found their counsel helpful in 
planning and anticipating features of construction and occupancy which might 
otherwise contribute to fire hazard. This service is constantly increasing in 
scope and it spreads in to the allied fields of heating, ventilating, and air condi- 
tioning. During the last few years the demand for this service from the Govern- 
ment itself in connection with important camps, barracks, and industrial de- 
velopments has taken most of the time of the best engineering talent of the 
organization. 

(e) Electrical inspection service is rendered by a special department of the 
organization throughout the State, except in the fields of the suburban and New 
York City division, where such service is made available to the public through 
the New York Board of Fire Underwriters. The service originated many years 
ago when the use of electricity was in its pioneering stage, when standards were 
just being developed, installation methods and materials were new and un- 
settled, and the fire hazards were relatively unknown. The public was un- 
acquainted with the new industry which was in the promotional stage, and an 
immediate need for supervision and standardization of methods of installation 
and use of electricity was apparent. The peculiar interest of fire insurance com- 
panies in this new art made it logical for insurance organizations to take a 
prominent part in its development; and the result is the contribution by insur- 
ance to the present standards including the National Electric Code. Applica- 
tions for inspection of electrical installations are received from the public or 
the installing contractor and are paid for on a fee basis representing the actual 
cost of the service. In many municipalities in the State where electrical ordi- 
nances have been adopted, the electrical inspectors of this organization are 
designated as the official inspectors to examine electrical installations and de 
termine their adherence to established standards. If they are found to be in 
accordance with such requirements, a certificate of approval is issued indicat- 
ing that fact. Prudent property owners and conscientious contractors Tfe- 
gard these certificates as authoritative evidence of the safety of such installa- 
tions, and the quality of their work. The utilities accept such approval as 
meeting their need for assurance of the safety of the installation before com- 
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pecting it to their lines for initial service. Material, appliances, and installa- 
tion standards have now been well established, but the business is competitive 
and contractors ure generally anxious to see high standards rizidly maintained, 
to promote stability and uniformity in healthy coinpetition, and to prevent the de- 
velopment of bad practices and unsafe conditions which inevitably follow the 
relaxation of standards. Under present conditions material shortages, priori- 
ties, and war production demands have resulted in substitutions, new products, 
and shortcut methods which have materially contributed to a letdown in stand- 
ards. The need today and for some time to come for vigilant supervision and 
conservative judgment is paramount, and the benefit to the public of a con- 
tinuance of Supervisory work in this field warrants its continuance. 

In the administration of this responsibility the standards and regulations ex- 
yressed by the National Electrical Code form the basis for examinations. 

The electrical service is normally administered by approximately 40 inspectors 
Jocated throughout the State so as to conveniently reach assignments given to 
them. Clerical employees in district offices handle the details of application 
receipts and the issuance of certificates. Records of structures inspected and 
equipment involved are maintained in the several oflices. i 

(f) Commission regulation: The regulation of commissions is assumed by the 
rating organization under its articles of agreement, which require adherence 
by company members (but not by subscribers) to the rules governing commis- 
sions and brokerages established for the territory of the suburban division. 
These rules were integral in the articles of agreement of the Suburban Fire In- 
surance Exchange, effective as of December 3, 1907. When, in 1922 the New York 
Fire Insurance Rating Organization was formed, and the suburban exchange 
transferred to that body its jurisdiction in rating matters, including the regula- 
tion of commissions and brokerages, the rules as they stood in the Suburban Fire 
Insurance Exchange agreement were rewritten as the governing articles apply- 
ing to the suburban division, and with the exception of a single change remain 
still in effect. 

These rules were originally adopted to supplement the control of commissions 
and brokerages in the territory of the New York Fire Insurance Exchange, 
which territory is practically surrounded by that of the suburban division, 
because without commission control in the suburban area, New York exchange 
agents might mingle in their accounts lines written in the suburban field at 
such excess rates of commission as to nullify the control desired in the New 
York City field. Briefly, the rules provide that commissions of local agents in 
the suburban territory were not to exceed 20 percent flat plus 10 percent con- 
tingent, the contingent commission to be calculated on a prescribed scale. The 
same rate of commission applies to certain qualified agents in the New York 
City territory, who are authorized to write business in suburban territory, which 
agents are designated as Manhattan or Brooklyn suburban head agents. There 
is another class of agents permitted to represent companies for suburban busi- 
ness, designated as suburban general agents, who, as they conduct practically 
acompany office and generally for companies whose headquarters are out of the 
State, and as they do the master writing for the companies and employ their 
own special agents and take care of loss adjustments and otherwise conduct a 
regular departmental oflice, relieving the company of that share of expense, the 
suburban division rules make no provision for a limitation of the general agent’s 
compensation. 

The rules limit brokerage to a figure not exceeding 10 percent on all suburban 
business whether placed with local suburban head or general agents. However, 
sich brokers as voluntarily sign the form of pledge agreeing to comply with 
the reasonable rules of the suburban division, and to use none other than tariff 
rates, are entitled to an additional 5 percent brokerage compensation, making 
amaximum of not exceeding 15 percent. It has been the practice of the insur- 
ance department to suggest to brokers obtaining a license from that department 
to visit the suburban office and review and sign the suburban pledge and thereby 
become entitled to the maximum rate of brokerage. It is to be noted that these 
rates of commission and brokerage are “not to exceed” and in some special 
cases, for certain classes of lines, maximum rates of brokerage are fixed at 10 
percent by such underwriting concerns as the Interstate Underwriters Board 
and the Factory Insurance Association. It may not be said that these rules as 
to commission and brokerage are adhered to in all cases, but the freedom from 
complaint of excess commission payments, the intermittent agitation among 
suburban agents for increased compensation, and the general statement made 








3282 THE INSURANCE INDUSTRY 


by many companies concerning compliance with commission rules bears opt 
the thought that these regulations are more generally adhered to in suburbay 
territory than anywhere else in the country. 

In 1940, after a strenuous campaign by suburban local agents for an increase 
in compensation, the rate of contingent commission was increased from 5 to 19 
percent. 

(g) Agency limitation: The governing articles of the suburban division provide 
also for certain rules and regulations in respect of agency limitations. Thege 
rules had been adopted by the Suburban Fire Insurance Exchange in 1907 ang 
jurisdiction thereover had been transferred to the rating organization in 1999 
and they are still being administered. They prescribe certain qualifications 
for the approval of appointment of local agents in suburban territory, of subur. 
ban head agents and of general agents. The consideration for approval of 
suburban local and head agents is a responsibility of the suburban committee op 
agency qualifications, which committee is appointed annually by the chairman 
of the governing committee of the rating organization. All applications for 
appointment of local and head agents are reviewed by an investigator and his 
report is submitted to the committee on agency qualifications, who approves the 
appointment if the situation falls within the qualification rules. These rules 
briefly require that the agent have a regularly equipped office for the transae. 
tion of his business; that his business must not be primarily and essentially 
that of a broker, and that he will confine his writings to that portion of the 
territory ascribed to him; that he must sign the agents’ pledge and agree not 
to accept a higher rate of compensation than is provided in the rules, and that 
if he writes business in territory outside of the suburban division, he will not 
accept commission thereon in excess of that allowable in the suburban territory, 

Similar rules are applicable to the appointment of suburban head agents, 
but the number of suburban head agents for any one company is limited to one 
in Manhattan and two in Brooklyn. A suburban head agent will not be ap- 
proved if his business is primarily and essentially that of a broker, and he 
may not represent other than members or subscribers of this organization, and 
his area of operation is limited either to Long Island, if he is a Brooklyn head 
agent or to the mainland counties if he is a Manhattan head agent. 

When applications to the agency qualifications committee for appointment of 
local agents are disapproved by that committee, the company making the ap- 
pointments is required to withdraw them. The decision of the committee on 
agency qualifications as to the eligibility of local agents is final. In the case 
of general agents and suburban head agents application for appointment is 
considered by the suburban executive committee. The qualification rules in 
brief are that a general agent or suburban head agent may represent none other 
than member companies of the organization, he must conduct a regular depart- 
mental office of the company he represents and shall have sole supervision of 
the entire business of the company in his field: all agents of the company in that 
field shall report their business to him for such company, including daily re 
ports, monthly accounts and remittances. A company with a counter in New 
York City accepting suburban business may not appoint a general agent for that 
territory but if that company does not write at its counter suburban business, 
it may appoint one general agent in Manhattan who shall also be the company’s 
metropolitan agent for New York City business. If the company does not write 
suburban business in Long Island at its New York counter, it may appoint a 
general agent for all of Long Island. 

The need for such limitation rules is to reduce operating costs and still afford 
all necessary service, and to provide that neither local nor out-of-town com- 
panies have advantage over one another in the number of offices at which busi- 
ness may be received, particularly from brokers. The idea was to place all 
companies on a parity in respect of the number of Brooklyn or Manhattan 
writing offices that they maintain. 

The agreement revised in 1940 for insurers who are subscribers to the organi- 
zation’s rates but are not members of the organization, contains no reference to 
the limitation of agency appointments or qualifications for agents, nor any 
reference to regulation of rates of commissions and brokerages, the jurisdiction 
of the several committees handling these matters being limited to those com- 
pinies that elected to become members of the organization and who voluntarily 
signed the members agreement. 
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Ill. OUT-OF-STATE EXTENSION OF COVER 


While the jurisdiction of the organization is limited to New York State, there 
are several circumstances under which the functions of the organization with 
t to rates and forms extend beyond State lines. These cases may be 
proadly divided into two classes—automatic extension and specific extension, and 
gome comments with respect to these two classes follow : 

(a) The automatic extension of cover beyond the limits of New York State 
are exemplified by recent action adding to the coverage provided under house- 
pold furniture forms an automatic extension of cover up to 10 percent, and 
otherwise limited to any location within the United States, Canada or New- 
foundland, while such described property is temporarily removed from its origi- 
nally specified location. The purpose of this broadening of coverage is to afford 
protection to incidental values which under modern living conditions may be 
temporarily removed from the location described in the policy for the purpose of 
repair, renovation, cleaning or other temporary purposes. No rate or premium 
charge is made for this feature, and it should be observed that the practice is 
common in all jurisdictions. 

A somewhat similar situation exists with respect to forms covering on a re- 
porting basis, where provision is made for coverage at locations other than those 

ified in the original contract. 

Under consequential damage cover, specifically with respect to the garment 
manufacturing industry, provision is also made for protection against losses 
involving parts of clothing or suits which may be in other locations than those 
named in the contract. 

Errors and omissions policies may also involve protection for the interest of 
mortgagees on properties at locations outside of New York State where the 
operating practices of the mortgagee extend into such other fields and where there 
jis an outstanding liability to be protected under the errors and omissions 
contract. 

Automatic cover is also made available for public utility properties under 
limited conditions, but which may conceivably extend beyond State lines. 

(b) Specific cases of extension of cover outside of the State occur in connec- 
tion with reporting forms, where some of the stipulated locations for which cover- 
age is desired frequently are outside of New York State, and it is observed in this 
connection that it has been the practice to recognize the number of such out-of- 
State locations in the application of formulas for ratemaking where the number 
of locations involved has a direct bearing on rate, due to the favorable distribu- 
tion of liability. 

There are also numerous cases where insureds operating plants both within 
and without the State desire coverage on a blanket basis with respect to use 
and occupancy and other forms of time element policies where the segregation of 
expenses and profit items by State lines is impracticable. The question also 
arises in connection with contingent use and occupancy, where earnings within 
the State may be affected by losses occuring outside of the State at locations 
which would have some reasonable effect on the rate and premium to be charzed 
because of the variation in exposure to loss introduced by such outside locations. 

(c) All of these instances involving extension of organization operations out- 
side of the State appear to be dictated by the definite and reasonable need of the 
insuring public for protection that is closely geared to the insured’s operating 
policies. 

It has been felt quite proper to meet that need under established and filed 
procedures which provide for the crossing of State lines in the application of 
rates. All of the organization filings in this respect provide for the use of the 
proper rate made under the jurisdiction of the outside territory in question, and 
reciprocal understandings are generally operative so far as neighboring organiza- 
tions are concerned. 

CONCLUSIONS 


From a review of this survey, it is obvious that the rating organization is 
carrying on operations that are not only essential to the rating function but, 
contemplated and authorized under New York law. In addition, a number of 
functions are being exercised which are not necessarily essential to the rating 
process. These include electrical inspection service, the regulation of commis- 
sions and the limitation of agency appointments. 
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While the electrical inspection service as presently operated is not essential 
to the rating function, it does constitute a public service of value to everybody 
concerned, and so long as it is administered at the reasonable expense of those 
desirous of securing this service, and is based on the solid foundation of Publicly 
accepted and reasonable standards, it would seem to be in the public interest to 
maintain this activity. It is recognized, however, that such a service must be 
maintained on a nondiscriminatory or strictly impartial basis, and with due 
regard to its efficiency in the public interest. 

So far as the regulation of commissions and limitation of agencies are cop. 
cerned, these functions are exercised by the rating organization only in the 
territory known as the suburban division of this organization. As explained in 
the history of the organization, this function was ceded to the rating organiza- 
tion in 1922. In 1925, following litigation over the regulation of commissiong 
jurisdiction over the regulation of commissions and limitation of agencies in the 
Buffalo division and the New York City division, was reassumed by the Buffalo 
Association of Fire Underwriters and the New York Fire Insurance Exchange 
respectively. The Suburban Fire Insurance Exchange failed to take similar 
action, and the rating organization has consequently administered rules regyp. 
lating commissions and limitation of agencies, including agency qualification, 
in the suburban division territory since that time. These responsibilities are 
exercised by committees appointed by the governing committee of the rating 
organization, and aided by the staff. This activity has definite value in the 
stabilization of the business, but the wisdom of the continuance of this function 
by the rating organization is questionable. Perhaps the assumption of these 
functions by a voluntary association would be more desirable, and at the same 
time relieve the rating organization of marked responsibilities and detail, and 
thus permit undivided attention to be given to its normal function, the making 
of rates, 

Similar functions are exercised in New York City proper by the New York 
Fire Insurance Exchange, which also serves as the New York City division of 
the rating organization. Specific recommendation with respect to this situation 
has been made by the management in a special report and involves complicated 
and important considerations. However, the elementary fact remains that 
these functions are no more a part of the rating responsibility in one territory 
than in another, and it seems to us that serious consideration should be given 

to the elimination of these extraneous and irrelevant operations, relinquishing 
them perhaps to other organizations of voluntary type that do not carry the 
responsibility under New York State law for the rating function. An alternative 
would be the assumption by the organization of statewide commission regulation. 

It seems to us that the development of coercive or restrictive practices such as 
form the basis of the Atlanta complaints constitute a much more definite lia- 
bility in connection with these extraneous operations than is true with respect 
to the exercise of the rating function alone. With its operation limited to those 
rating functions specifically authorized in the law, the organization would become 
a clean-cut statutory body with its responsibilities so defined that technical trans- 
gressions of law could be readily prevented. 





FEBRUARY 24, 1949. 
Hon. Rorert E. DINFEN, 


Superintendent of Insurance, 
State Office Building, Albany, N.Y. 


Drar Str: You have asked my opinion upon the present-day status of the 
acquisition ecst conferences which have functioned for many years in the fidelity 
and surety and casualty fields of the insurance business. Your request presents 
a more particular phase of the general subject dealt with in my opinion to you 
of February 10, 1947 (1947 Atty. Gen. 200), and, in the light of subsequent 
changes made and proposed in the State statutes governing insurance, requires 
an answer to a problem there touched upon, viz., concerted action by insurers 
to fix agents’ commissions (see p. 209). 

The revelation in 1944 of congressional power in the field of insurance when 
conducted interstate (U.S. v. South-Eastern Underwriters Assn., 322 U.S, 533) 
left the States no longer the exclusive arbiters of whether and to what extent 
there should be regulation. In the absence of State action the business was no 
longer free from any statutory prohibition aimed at restrictive and monopolisti¢ 
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combinations. Application of the Sherman Antitrust Act was specifically upheld 
‘, the South-Eastern decision. There followed shortly the McCarran Act (15 
U.S.C.A. 1011-1014) by which Congress acted to preserve continued State power 
to regulate and tax the insurance business free from any barrier which might 
otherwise be imposed by the silence of Congress or by acts not specifically relat- 
+s¢ to insurance. This did not mean, however, that in the absence of State 
action the business was again unhampered in its ability to enter into combina- 
tions and engage upon concerted activities. The Sherman, Clayton, and Federal 
frade Commission Acts, after a moratorium period ending June 30, 1948, were 
expressly made applicable to the extent the business is not regulated by State 
= was against this background, more fully considered in my prior opinion, 
that you asked whether the State restraint of trade statute (the Donnelly Act, 
General Business Law, Art. 22) applied to the business of insurance, and the 
conclusion reached was that as it had developed and was then framed, that 
statute did not apply. That opinion stressed the necessity of complete and 
effective regulation if the State was to avoid application of Federal laws and 
the intervention of the Federal Government to enforce them. It strongly urged 
enactment of measures expressly aimed at private combinations in the insurance 
pusiness of a restrictive and monopolistic character. Subsequently, pursuant to 
the recommendation of the Joint Legislative Committee on Insurance Rates and 
Regulation (Leg. Doc. (1948) No. 46, p. 34), the Donnelly Act was amended so 
as to apply specifically to all those engaged in the business of insurance to the 
extent not regulated by the provisions of article VIII of the insurance law 
(L. 1948, c. 502). Just as the McCarran Act excepted matters regulated by State 
law from the prohibitory provisions of Federal acts otherwise applicable, so the 
general prohibition of the State law designed to round out the State’s system 
of supervision contained an exception of matters regulated by article VIII of 
the insurance law. The Joint Legislative Committee explained the exclusion 
on the ground that the matters so excepted are adequately regulated by the 
superintendent of insurance (Report, p. 35). At the same time, acting upon 
the invitation of the McCarran Act for the immediate purpose of continuing the 
policy of the State with respect to ratemaking and regulation (Report, p. 53), 
amendments of article VIII were proposed and adopted (L. 1948, c. 618). 

The Joint Legislative Committee was clearly conscious of the invitation to the 
States contained in the McCarran Act to deal affirmatively and effectively 
with those actions which might otherwise be the subject of Federal regulations 
(Report, p. 15). Indeed the continued regulation of the insurance business by 
the States, allowed by Congress as being in the public interest, was clearly con- 
ditioned upon State action, as the committee observed, and the promise of 
Federal intervention in default thereof was plainly made. 

The congressional debates preceding passage of the McCarran Act in its final 
form, to which there will be occasion to refer more fully hereinafter, emphasized 
the urgency of complete regulation by the States. As stated by the then Senator 
Barkley, the McCarran Act was not adopted so as to enable the States by the 
empty form of regulation merely to immunize the insurance companies on “an 
island of safety from congressional action” (91 Congressional Record, pt. 2, 
p. 1488). The action of the Joint Legislative Committee in recommending 
amendment of the Donnelly Act followed failure of the industry to agree upon 
a bill under which affirmative supervision by the superintendent of such con- 
certed activities as it wished to engage upon would have been provided (Report, 
p. 34). The purpose of the committee, and of the legislature pursuant to its 
recommendation, seems clearly to have been to take full advantage of the con- 
gressional invitation to provide State regulation of those activities into which 
the Federal Government would otherwise step. It follows that the term “regu- 
lated” as used in the exception in the Donnelly Act (General Business Law, 
sec. 340) could have been intended in no other sense than the same word was 
used by Congress in offering the States opportunity to retain their supervisory 
powers. It likewise follows that unless combinations of the industry are regu- 
lated under insurance law, article VIII, in a manner sufficient to exclude ap- 
plication of the Federal acts, they will be subject to the parallel provisions of 
the Donnelly Act. Since the latter clearly regulates adequately to the extent 
that article VIII does not cover the subject, the purpose to exclude any occasion 
for intervention of Federal regulation seems to have been fully carried out. In 
consequence, the essential inquiry presents first, the question whether the ac- 
quisition cost conferences would constitute unlawful combinations under the 
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Donnelly Act to the extent not otherwise regulated, and second, if so, whether 
they are regulated by article VIII of the insurance law in such a way ag to 
exclude application of the Donnelly Act, and by the same token to render the 
Sherman Act inoperative. 

The acquisition cost conferences are private combinations of insurers which 
fix maximum amounts of commissions to be paid by their member companies, 
They are not rating bureaus but claim, at most, to be service or advisory organi- 
zations. It is universally conceded, for reasons to be subsequently stated, that 
the superintendent of insurance has no power either to fix or to supervise com. 
mission rates. It must be concluded, therefore, that without clear sanction of 
law such combinations would be held to be unlawful. The restrictions they jm. 
pose operate largely and directly upon the ultimate price of insurance protection 
to the public. Acquisition expenses are one of the largest single elements in ulti- 
mate premium costs. To the claim that such agreements tend to repress in- 
creases in expense, arising from unbridled competition with consequent saving 
to the public, it must be answered that private combinations so intimately eop. 
cerned with the price structure are held to be illegal per se (U.S. y, Socony 
Vacuum Oil Co., 310 U.S. 150, 221-223). Price fixing, reasonable or unreagon- 
able, is banned (U.S. v. Bausch & Lomb Co., 321 U.S. 707, 720). The rule ig 
applied to agreements fixing elements of the ultimate price, such as agents’ and 
brokers’ commissions (Sugar Institute, Inc. v. U.S., 297 U.S. 553). Even if other. 
wise unobjectionable because not directly governing ultimate costs and having 
a reasonable tendency in reduction thereof, it cannot be ignored that such agree. 
ments directly and completely limit the end price that can be obtained for the 
services of a large segment of the industry. The illegality of such combina- 
tions can be predicated on their effect with respect to agents and brokers alone, 
(See U.S. v. Trans-Missouri Freight Assn., 166 U.S. 290, 323.) Moreover, to 
deny the insurance companies the right to combine privately to limit commis. 
sions does not open the way to increases in premium rates to the public. The 
superintendent of insurance has control over filed premium rates which must 
be adhered to but he cannot fix or supervise commissions paid. If there is no 
prohibition or regulation of commission arrangements among insurers, it would 
mean that it lay within the power of the companies by private agreement to 
deny effectively any real bargaining power to the agents and brokers without 
public sanction or supervision as a substitute for competition. 

Apart from the possible application of article VIII of the insurance law 
the provisions of the Donnelly Act as made specifically referable to all phases 
of the insurance business must, in my opinion, be held broad enough to prohibit 
concerted arrangements by which insurers fix the maximum commissions to be 
paid for agents’ services and thus directly restrain competition in the price 
of those services which are likewise a large element in the ultimate cost of 
insurance. The rules of the conferences placing a quota upon general regional 
and district agents, while not so plainly subject to the rule of illegality per se, 
are subject to the prohibitions of the Donnelly Act to the extent that they im- 
pose unreasonable restraint upon the free exercise of essential activities in the 
business. 

There are presently licensed in the State 17,434 fire and casualty agents and 
21,715 brokers qualified to sell fire and casualty insurance according to the 
records of the insurance department. Their compensation and, consequently, 
their livelihood comes from the commissions paid for the production and servicing 
of business for the insuring companies. In these lines it is the agent or broker 
with whom the public directly deals and upon whom it primarily relies. The 
business has always taken the position that commissions were a matter for 
private contract between the companies and their agents and brokers (report 
of joint legislative committee, p. 27). Apart from the question whether the 
State should assume supervision over contracts between the individual com- 
panies and their agents, it must be perfectly apparent that there can be no 
freedom of contract or no opportunity for development of a fair market price 
if the companies combine privately to fix the price they will pay. Such private 
arrangements are basically contrary to statutory prohibitions against combina- 
tions in restraint of trade. 

While the industry has generally opposed the actual fixing of commission rates 
by the State, there has been a substantial degree of “self-regulation” of com- 
missions in the business under concerted arrangements. This grew up, and was 
sought to be justified, through a feeling that unlimited competition could have 
destructive consequences. In the case of acquisition cost conferences, which 
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ye operated openly, such private regulation had encouragement from former 
superintendents wholly apart from statutory sanction or regulatory power. 
Other lines of insurance engaged in more virulent control and employed sanctions 
involving refusals to deal with nonconformists, denials of reinsurance facilities 
and other business facilities, and the like. Such rules were considered more 
fully in my 1947 opinion in connection with the New York Fire Insurance Ex- 
change and were taken up in the joint legislative committee’s report. Their in- 
validity under restraint of trade statutes is generally agreed upon. The South- 
astern Underwriters Association case upheld an indictment under the Sherman 
Act against a group of stock fire companies operating under such rules. That 
they involve boycotting methods and elements of coercion, if not, indeed, in- 
timidation, seems clear. More furtive arrangements involving secret agree- 
ments and sanctions would even more clearly violate the purpose and policy 
of the restraint of trade statutes. The fruits of illegal combinations cannot 
je lawfully gained by concealing the agreement. If the State has not pro- 
hibited or does not regulate concerted action concerning commissions, it would 
mean that so far as State law was concerned insurance companies would have 
the private power to control the compensation of thousands of agents, who play 
gn important part in bringing insurance protection to the public, without giving 
them any opportunity for bargaining, collectively or otherwise. 

The McCarran Act specifically makes the Sherman Act applicable to acts of 
boycott, coercion and intimidation, whether or not the State regulates. If 
State prohibitions are not effective to prevent such activities, the Federal Gov- 
ernment is likely to step in under this power. If the State has not regulated 
restrictive combinations generally, the further application of Federal laws is 
not withheld. The amendment of the Donnelly Act following my prior opinion 
and the joint legislative committee’s recommendation clearly furnished a State 
prohibition broad enough to include private combinations of insurers respecting 
commissions. These developments would make it impossible for the insurance 
department any longer to condone such arrangements as a matter of policy 
outside of any statutory power. Justification for private company agreements 
limiting commissions was once sought in the destructive effect of excess com- 
missions and their tendency to increase rates. The superintendent today has 
effective power to control maximum premium charges to the public. Not only 
does this protect the public but it lessens the dangers of uncontrolled commis- 
sions. The application of restraint of trade statute prohibitions to insurance 
means that commission limitations may not be privately agreed upon without 
authority of law. If means to stabilize commission rates are to be found, it is 
necessary that they exist under public sanction and supervision. Fixed rates 
must be fairly and reasonably arrived at under measures for the protection of 
the public and the agents and brokers directly concerned as well as the com- 
panies. It must, therefore, be determined whether private concerted arrange- 
ments like the acquisition cost conferences are presently so regulated as to bring 
them within both the exception of the Donnelly Act, and the McCarran Act pro- 
vision withholding application of the Sherman Act. 

It has been ably and earnestly argued that article VIII of the insurance law, 
in its present form, at least sanctions private voluntary commission agreements 
or subjects them to sufficient State supervision. In order that these contentions 
may be fairly appraised and a substantial basis laid for treatment of the prob- 
lem, it is necessary to consider bothe development of the acquisition cost 

‘conferences themselves and of article VIII of the insurance law. Combined 
efforts of insurers to control commission seem to have begun early in the pres- 
ent century but were not entirely effective or successful at first. In his mono- 
graph entitled “History of Acquisition Costs in New York,” former Superintend- 
ent of Insurance Francis R. Stoddard has reviewed the course of events leading 
up to the formation of the conferences. As early as 1913 the superintendent of 
insurance felt it necessary to call to the attention of authorized companies the 
necessity of reducing administrative and acquisition expenses (Stoddard, p. 8). 
Prior to this, however, and as a result of the Merritt Committee report (Legis- 
lative Documents (1911) No. 30), the first rating provisions were adopted in this 
State. The report of the present joint legislative committee (legislative docu- 
ment (1948) No. 46) has reviewed the history of the provisions presently em- 
bodied in article VIII of the insurance law (pp. 37-48). As pointed out, New 
York had never adopted an anticompact law and the existence of rating organ- 
izations had not been theretofore forbidden. The Merritt Committee report did 
not recommend State regulation of rates beyond some supervision of the rate- 
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making bodies and securing proper publicity. This was the aim of insurance lay 
section 141, as added by laws of 1911, chapter 460. It applied only to fire ingyr. 
ance rates, but casualty and other forms were brought in in 1912 and 1913. The 
chief prohibition of the early provisions was against discrimination in rates 
between similar risks. 

It is important for present purposes to note that by laws of 1913, chapters 21 
and 23, two new sections, numbered 139 and 140, were added to the insurance 
law. These were the forerunners of the present service and advisory provisions 
of article VIII pertinent to the claim that concerted action to fix commissions 
is “regulated” thereunder. Section 139 in particular applied to every organiza- 
tion “for the purpose of inspecting risks, adjusting losses, testing appliances, 
formulating rules or establishing standards for the information or benefit of 
underwriters in the transaction within this State of the business of insurance,” 
This is substantially the same language used to define a service or advisory 
organization in section 180 of article VIII today. Such organizations were re. 
quired to file their articles of agreement, bylaws, and other information re 
quired by the superintendent, and be subject to examination by him. 

In 1922 Superintendent Stoddard found the acquisition cost problem a serious 
one and felt compelled to call a meeting to impel company action to avert diffi- 
culty. As a result, representatives of casualty companies ultimately agree 
upon the Casualty Acquisition Cost Conference. Thereafter, the superintendent 
endeavored to bring all companies into the conference (Stoddard, pp. 17 and 18), 
It is significant that Mr. Stoddard did not undertane to compel such action under 
the statute or suggest that it was either required or authorized thereunder. He 
frankly admits that he was without power to compel membership under the law, 

Following the report of the Lockwood Committee appointed in 1919 (legislative 
document (1922) No. 60) amendments of section 141 of the insurance law were 
adopted, and sections 141—a and 141—-b were added (1. 1922, c. 660). These were 
revised and renumbered in the insurance law of 1939 under article VIII thereof, 
They accomplished substantially the rating system in effect today. Primarily 
they require rating organizations to admit to membership or provide their servy- 
ices to any company without discrimination, and for the first time gave the 
superintendent power to review rates and order revision if they were found 
excessive or inadequate. As the present joint legislative committee notes, no 
attempt was made for the regulation or control of commissions (report, p. 45). 
Superintendent Stoddard’s preliminary report of March 29, 1923 (p. 21), ob- 
served, however, that one effect of these changes was to cause the casualty 
companies to agree on rules on acquisition and field supervision costs. 

It was at this juncture that the court of appeals was first called upon to con- 
sider the legal status and powers of statutory rating organizations. In Matter of 
Importers and Exporters Insurance Co. v. Rhoades, 239 N.Y. 420, there was pre- 
sented the question whether the New York fire insurance rating organization 
could refuse its rating services to a subscriber which refused to comply with 
its rules relating to commissions, brokerages, and number of agencies. The court 
below held these matters to be so intimately allied with the making of rates as to 
be a part thereof. The court of appeals reversed. It recognized that commis- 
sions were an essential element in rate fixing and that such matters might have 
been controlled in the past by voluntary associations, but the distinction between 
a statutory rating organization and one existing solely by private agreement was 
said to be obvious. In the latter capacity its membership and obligations could 
be determined upon at will, but as an ageney to fix rates under State authority 
and supervision, the rating association could not exact compliance with its pri- 
vate rules. It could not extend the scope of its rules beyond the granted power 
to fix premium rates and assume to regulate commissions with the authority of a 
State agency. The court refused “to smuggle such a grant into the law under 
the guise of liberal interpretation,” holding that power to regulate commissions 
shonld he made explicit in terms. 

It follows necessarily from this ease that the superintendent’s power to 
disapprove and compel revision of filed premium rates does not permit him to 
assume any authority to fix or limit commission rates which may be paid to 
agents. This was even more pointedly emphasized in the next case to come 
hefore the court (Matter of Northwestern National Life Ins. Co. v. Pink, 288 
N.Y. 359). Here the superintendent of insurance had refused, under insur- 
ance law section 42, to renew a foreign insurer’s license to do business in this 
State. The basis of the refusal inhered in the department’s long-continued con- 
cern with the danger of commission wars and efforts to secure voluntary agree 
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ments among the companies on commission rates. It was found by the super- 
jntendent that the company had paid “excess commissions” to brokers. The 
court analyzed his action as denying the right to do business to a foreign 
insurer unless it would agree to brokerage commissions formulated by volun- 
tary agreement of the New York Fire Insurance Exchange. “A prohibition 
of that size’’ was held to be beyond his authority under section 42. The super- 
intendent disavowed any claim that he had been delegated power by the legis- 
lature to regulate commissions although predicting the ultimate necessity for 
giving his department direct control. The court clearly comprehended that the 
result of his action was, nevertheless, to fix commissions of foreign insurers 
with the compulsion of law at rates privately agreed upon. It refused to find 
in insurance law section 42 the equivalent of power over commissions which 
the legislature refused to grant expressly. 

Since the law has not been altered in any respect material to the grounds 
of the decisions in these two cases, they are the basis of the unquestioned under- 
standing that the insurance department is without power to fix or control com- 
missions. As the joint legislative committee observes (report, p. 27), there is 
no statutory control of acquisition costs except as to life insurance where it has 
been expressly dealt with by statute (insurance law, §§ 213 and 213-a). In 
the face of this lack of authority, not only conceded but insisted upon by com- 
pany representatives, it is still contended that regulation exists in article VIII. 
One approach is through the provisions including in the term “rate” all the 
elements and factors forming the basis for determination thereof (§ 180, subd. 
9), and requiring that in ratemaking consideration be given to all factors reason- 
ably attributable to the risk and to past and prospective expenses (§ 183, subd. 
4-d; see also subd. 3). Since the superintendent may take the reasonableness 
of these factors into account in passing on the ultimate rate and disapprove 
the latter on the basis thereof, it is said to follow that he does exercise a 
measure of indirect control. It is not, however, under any view the power to 
fix or control commissions which the court has denied both to the superin- 
tendent himself and to a rating organization in its capacity as such. Paren- 
thetically, it may be observed that the insurance companies involved in Ameri- 
can Eagle Fire Ins. Co., et al. v. Jordan, (67 Fed. Supp. 76, reversed 169 Fed. 
(2d) 281), asserted that the District of Columbia Insurance Commission must 
consider actual payments to agents in determining the reasonableness of ex- 
penditures for rate purposes. 

While the New York superintendent’s right to consider the reasonableness of 
commission allowances in the rate structures seems fairly established, his power 
of revision may be exercised only with respect to ultimate rates. He may not 
intervene to regulate the commissions actually paid. Companies are free to 
pay more or less than the rating formula basis, subject only to the incidental 
economic compulsion of the fixed gross premium. This clearly does not con- 
stitute direct commission regulation and in no event can these statutory pro- 
visions be said to control or to countenance combinations among companies as to 
commission payments. That the agreement may be to observe the expesne 
schedule of the filed rates does not relieve it of its purely voluntary and unsuper- 
vised character. No provision of the rating section would prevent or control an 
agreement for less or more. Nothing here expresses public approval of concerted 
action lessening competition within the limits of the premium rates supervised 
by the State. The express provision for making ultimate rates in concert under 
the sanction and control of the State denies that implication of more extensive 
authority to combine may be read into it. It has been decided that such agree- 
ments cannot be made as part of a rating organization’s authorized function, and 
conversely as to such agreements an organization would not be functioning under 
the rating provisions. 

The more seriously urged contention stems from the service and advisory or- 
ganization provisions of article VIII. Reference is first made to the declaration 
of purpose added to section 180 “to authorize and regulate cooperative action 
among insurers in ratemaking and in other matters within the scope of this 
article.” With the accompanying direction for liberal interpretation this is 
made the basis upon which to find sanction for the broadest possible range of 
concerted activities and regulation thereof under the definition of service and 
advisory organization in subdivision 6 of section 180, and the requirements and 
restrictions thereon in section 182. While it is still a basic premise that there 
is no public control over actual commission rates agreed upon and put into effect 
by private combinations of insurers, it is insisted that such agreements are 
authorized by article VIII and thus lifted out of the Donnelly Act. 
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A word is here called for with further reference to the purpose and ex 
the McCarran Act which brings about the urgency of the present problem A 
reading of the congressional debates preceding passage of that act reveals 
strongly articulated objection to any action by Congress which would enable the 
States to permit concerted action otherwise subject to the Sherman Act. There 
was effort to limit the congressional authorization to the enactment of laws againgt 
restrictive and monopolistic combinations at the State level. However the exist- 
ing State systems of rate regulation through rating bureaus under State super. 
vision were referred to, and ultimately the act as presently in force was agreed 
to without placing specific restriction on the form of regulation which the States 
must adopt to prevent Federal intervention. Approval was secured, however, only 
upon the understanding best expressed by Senator Barkley, and previously re 
ferred to herein. The intention was not to permit the States to ward off the 
application of Federal laws to the insurance companies without themselves assum- 
ing the responsibility of effective regulation, and Congress was not to be estopped 
from further asserting its power where it felt the States had failed. It seems 
clear that no State can discharge the burden of regulation by merely condoning 
expressly any combinations that insurers might wish to make. On the other 
hand they were not to be required to regulate by prohibiting all combinations 
and it is probable that as part of a complete system of affirmative regulation a 
State might authorize specific activities in concert, free of active State super- 
vision, without thereby rendering them subject to the Sherman or other Federal 
acts. Under the McCarran Act the question will always be present as to whether 
such action constitutes an authoritative approval in the public behalf or a mere 
abdication of regulatory power preserved to the State which, in effect, permits 
violations of Federal law. Whether the authorization by the State was carefully 
limited and plainly expressed would seem important upon such an inquiry. 

The affirmative authorization for commission fixing combinations under insur. 
ance law, article VIII, is said to be found in what is actually only the definition 
of a “service or advisory organization” in section 180, subdivision 6, reading as 
follows: 

“6. Every person, partnership, association, or corporation whether located 
within or without this State, who or which inspects risks, adjusts losses, tests 
appliances, formulates rules, establishes standards, or assists in the making of 
rates for the information or benefit of insurers or rating organizations in the 
transacting of insurance business or property or risks located in this State, or 
furnishes information or advice to insureds or prospective insureds, shall be 
known as a service or an advisory organization.” 

This is derived practically verbatim from the earlier definitions in former sec- 
tions 139 and 140 of the insurance law of organizations for assisting under- 
writers or assisting in establishing insurance rates. The right to agree upon 
commissions is predicated by its proponents upon the activities contemplated in 
formulating rules or in establishing standards. 

In fairness, it must be pointed out that filings of the acquisition cost confer- 
ence rules with the superintendent have in the past been accepted under former 
section 140 of the insurance law (Stoddard, p. 32). Former section 140 was the 
section dealing with organizations which assisted in making rates, and it was 
apparently upon the theory that the commission agreements affected a rate fac- 
tor that the filings were accepted in order to give the conferences whatever sem- 
blance of legality he could in connection with the superintendent’s efforts to 
bring about some control of acquisition costs. Whether such filings could have 
been compelled, it was not thought necessary to determine (p. 37). 

The original service organization provisions now contained in article VIII 
were not affirmative grants of authority to combine. Until the Donnelly Act, 
the State had no anticompact provision and concerted action was not generally 
forbidden. Indeed, the provisions for service organization in terms do not neec- 
essarily relate to associations of insurers at all, but to any agencies or concerns 
rendering service to insurers or to rating bureaus. The provisions now relied 
on were initially only definitions for the purpose of identifying agencies or as- 
sociations, nowhere forbidden by statute, in order to subject them to certain 
requirements as to filing their articles or certificates and bylaws and as to ex- 
amination by the superintendent. 

But now combinations unlawfully restraining trade in the insurance business 
have been generally prohibited in the Donnelly Act, and it is sought to find in 
the provisions governing service organizations generally affirmative authoriza- 
tion for insurers to combine for the specific purpose of fixing the rate of com- 
mission to be paid to their agents. I do not believe such activities can be found 
to be within the scope of article VIII. 
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Clearly, the service organization regulation of article VIII does not convey an 
gnlimited authority to combine for every purpose which might be desired. The 
original purpose was not to authorize combinations but generally to require fil- 
ings by organizations otherwise not restricted as to their activities. When the 
Donnelly Act amendment prohibiting restrictive combinations became effective, 
the exception therefrom of those in the insurance industry to the extent of regu- 
lation by article VIII did not become a shield for every combined activity of 
jnsurers Which might previously have been carried on under the name of a serv- 
ice organization because not otherwise prohibited. Were it so, the amendment 
of the Donnelly Act thought essential by the joint legislative committee would 
scarcely have been necessary. 

The direction of the inquiry under article VIII has been reversed by the 
general prohibition on restrictive combinations, and the question now is, what 
activities does article VIII expressly or by plain inference sanction in concert. 
The activities specified with identifiable particularity for service or advisory 
organizations are the inspection of risks, adjustment of losses, testing of ap- 
pliances or assistance in the making of rates for the information or benefit of 
insurers or rating organizations. In company with these are the general func- 
tions of formulating rules and establishing standards. As a source of authority 
construction principles plainly would limit such undefined rules and standards 
to those relating to the particular functions set forth in conjunction with them. 
An otherwise limitless right to make rules would not be inferred. 

Just as the scope of the rules of a rating organization may not be extended 
beyond its authorized function of fixing rates to be charged for insurance, su 
must the rules of a service organization be kept within the authorized service 
and functions thereof. Nothing brings agreements to limit commissions within 
the scope of such rules expressly or by inference. Information as to commission 
experience and factors might be collected and furnished for its obvious assist- 
ance in making rates, but authority for restrictive agreements with respect to 
commissions to be paid is not to be found. 

It is only when the superintendent finds that the furnishing of such “informa- 
tion and assistance” involves any unfair or unreasonable practice that he has 
power to order discontinuance after a hearing (sec. 182, subd. 2). Since I must 
conclude that such information and assistance cannot extend to agreements limit- 
ing commissions, this provision does not furnish any more affirmative regulation 
thereof. 

It would indeed be strange of the 1948 legislation recommended by the joint 
legislative committee had intended to permit private combinations to fix com- 
missions free from the Donnelly Act and had left it to such wholly intangible 
inferences aS would have to be drawn to sustain them. The threat of Federal 
action and the purpose to prevent it by complete State regulation were clearly 
understood. The subject of acquisition costs and their regulation have been 
among the most seriously debated questions in the industry for many years. 
The courts have indicated the necessity for specific expression of regulations 
pertaining thereto. The joint legislative committee gave express consideration 
to the subject (report, p. 20) and rejected a bill “legalizing” the acquisition 
cost conferences because not convinced that it was necessary to do so at the 
1948 session and because of lack of agreement in the industry as to how it might 
best be done. Agents and brokers objected particularly because they were not 
given any right to be heard with respect to commission standards to be estab- 
lished (p. 27). The committee clearly contemplated the necessity for “permis- 
sive State regulation” to authorize agreements fixing commissions and posed the 
prospect of ultimate policing of such agreements or, as a last resort, State fixa- 
tion of commissions if authorized agreements were not both fair and reasonable 
and adhered to. The comments accompanying the committee’s proposed amend- 
ments of article VIII, which were enacted into law, gave no hint of any present 
purpose to bring into that statute in any form authorization for commission 
agreements. The conclusion I have drawn from the history of the problem and 
the face of the existing statutes seems wholly confirmed by the committee’s 
indication of its purpose in the report. 

You are advised that the acquisition cost conferences, about which you inquire, 
are not presently regulated by article VIII of the insurance law and are, conse- 
quently, unlawful combinations pursuant to the Donnelly Act. It follows that 
the existing State regulation rendering the Federal acts in application consists 
of complete prohibition of commission fixing combinations. The superintendent 
exercises public control of premium rates charged to the public and the companies 
are deprived of private power to regulate commissions. If, as a matter of policy 
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or necessity, some manner of stabilizing rates at fixed maximum levels is desir. 
able, it would have to rest upon clear warrant of law under public supervision 
preferably, of course, through the superintendent of insurance who is charged 
with ultimate responsibility in the matter of insurance rates and genera) 
supervision over the business. 

There is presently pending in the legislature a proposed enactment to permit 
the conference type of commission agreements among insurers (S. 1977, A. 2215), 
It would authorize agreements expressly and remove all doubt of public sanction 
At the same time it imposes statutory restrictions on them and provides for public 
supervision. Agreements producing unfair discrimination or excessive or inade- 
quate rates are not authorized and agreements or acts of boycott, intimidation, 
or coercion are prohibited. 

The requirement of consultation with agents and brokers before entering into 
agreements and making rules and regulations thereunder is expressly prescribed, 
It is probable that such a provision is essential lest any permissive State legis. 
lation be found to be merely an attempted immunization of private agreements 
rather than a real regulation protecting the interests of all affected parties, as 
well as of the public, of the kind which will exclude Federal intervention. If 
company agreements are to be permitted by law, it follows that opportunity for 
the producers, whose compensation is directly concerned, to bargain collectively 
must likewise be provided by law. The right to be heard is even more important 
here than if rates were to be directly fixed by a disinterested public administra- 
tor in which case it would be certain to be provided. 

The pending bill withhoids authorization for any agreement involving com- 
mission rates in excess of the total production cost applicable to the premium 
rates in effect for the insurers involved. Agreements and rules must be filed 
and the superintendent may hold hearings with respect to failure to observe the 
requirements of the statute or violation of its prohibitions. He may issue cease 
and desist orders with respect thereto. 

It is not within my province to pass upon the economic wisdom or adminis- 
trative policy of public authorization for and regulation of commission fixing 
agreements. It is not for me to undertake to recommend either than unre- 
strained competition within existing rate structures be the rule or that commis- 
sions be allowed to be standardized by reasonable agreements publicly super- 
vised and restricted. If, however, some form of commission stabilization is 
desirable or essential, it clearly cannot be accomplished by existing unsanctioned 
private agreements. Express statutory authorization is a prerequisite to the 
lawful existence of such agreements. If such regulation is to be substituted for 
free competition, it must be publicly sanctioned and safeguarded with respect 
to the fairness and reasonableness of what may be done thereunder as to all 
concerned. Unless some such measure as the pending bill is enacted, company 
agreements limiting commissions are prohibited by law. 

Very truly yours, 
NATHANIEL L. GoLpsTeEIn, Attorney General. 


REPORT OF THE GOVERNING COMMITTEE 


Seven meetings of the governing committee were required during the calendar 
year 1950, to give consideration to a wide variety of problems. One of these 
meetings was a special meeting devoted mainly to the introduction of the de- 
ductible principle into current practices of the business and also problems inci- 
dental to independent action by affiliated companies, expressed by direct filings 
with the New Yerk Insurance Department. 

Routine matters considered by the committee included two regular assessments 
and special consideration given the assessment recognition of the assumption of 
rating functions heretofore exercised by the Allied Lines Association. 

The multiple location problem was given renewed consideration following a 
request from the superintendent of insurance that a special committee be desig- 
nated to again explore the differences in viewpoint highlighted by a formal 
hearing on the appeal from the action of the governing committee in authorizing 
the filing of August 31, 1949, and the action of the superintendent of insurance in 
accepting that filing. This hearing, which began in November of 1949 and was 
closed in March of 1950, involved the presentation of nearly 5,000 pages of 
formal testimony and resulted in a decision by the superintendent handed down 
under date of December 26, 1950, which approved the action of the organization 
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jn adopting the multiple location plan in question, affirmed the action of the 
insurance department in accepting the filing of August 31, 1949, and denied the 
appeal. ‘ : ; : . 

In order to implement reconsideration of this problem, the superintendent 
asked that a special committee, representative of both sides of the question, be 
designated by the organization so that it might properly give renewed considera- 
tion to the subject. Such a group was designated by the governing committee 
gnd a number of meetings held, which resulted in a subsequent report to the 
governing committee that the special committee had been unable to reconcile 
the differing viewpoints. Informal but unsuccessful efforts by members of the 
governing committee and the management to find a satisfactory solution to the 
problem continued throughout the year. Further developments in the problem 
are anticipated, and it will undoubtedly engage the attention of the governing 
committee during 1851. 

The further development of interest in multiple line underwriting resulted in 
independent filing action by several affiliated companies in connection with 
special subjects and the recommendation by the committee to all member and 
subscriber companies that requests for filing of special covers or procedural 
changes be directed first to the organization and then, if not satisfactorily es- 
tablished, directed through the channels provide by the statute. Under this pro- 
cedure, consideration was given to a request for the filing of a deductible plan, 
and such filing authorized in the specific behalf of the interested companies as 
a deviation from established general rules. This procedure was deemed de- 
sirable to avoid independent action and to afford additional time to the organi- 
gation to study the specific problem and to develop, if possible, statistical data 
py which its underwriting value could be determined. 

In connection with the consideration of these problems it became apparent 
that flexible handling of multiple line underwriting probiems required close co- 
operation between the various types of rating organizations exercising rating 
functions in the several fields of insurance, so that current jurisdictional limita- 
tions could be maintained until continued study and experience with multiple 
line problems enabled the industry to chart its course for the further develop- 
ment of these trends. Such cooperation has been maintained through a small 
special subcommittee and the management, and liaison is being maintained with 
other rating organizations so that developments in this field may be effectively 
served. 

On the recommendation of a special committee which had given the subject 
broad territorial consideration, consolidation of the underwriting inspection 
and reporting service of the Eastern Inspection Bureau with the operations of 
this organization in New York State, was authorized and is now approaching 
consummation. It is expected that on completion of the assumption of these 
additional functions, the service heretofore afforded by the Eastern Inspection 
Bureau to its companies will be made available to all companies affiliated with 
this organization in respect to risks qualifying for the underwriting inspections 
and reports under standards to be adopted by the organization. The expense of 
this additional service will be included in the operating budget of the organiza- 
tion. 

As of October 1, 1950, the printing and distribution of New York City tariff 
eards, which had been handled nnder contract by an outside firm, was under- 
taken by the New York City division. The growing expense of this service 
prompted its assumption with our own facilities and involved the addition of 40 
people to the payroll and the acquisition of space formerly used by the Recording 
& Statistical Corp. This operation is now proceeding at a material saving in 
expense, and further study and experimentation will probably further reduce 
its cost. 

As of January 1, 1951, arrangements were made to centralize in New York City 
the handling of purchases and the distribution of forms and supplies to the 
several branch offices and the agency field throughout the State. It is expected 
that this change will result in improved administration of this operating detail. 

At a meeting of the committee on September 27, 1950, authorization was voted 
for a liberalization of the group life insurance coverage provided for members of 
the organization staff, by the elimination of employee contributions to the basic 
maximum of $2,500 of coverage and by the provision, on a contributory basis, of 
additional insurance up to an aggregate total of $7,500. The committee also, 
authorized establishment of group hospitalization coverage, including surgical 
benefits for employees and their dependents, on the basis of employee contribu- 
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tions of one-third of the cost and assumption by the organization of the remain. 
ing two-thirds. Both of these changes were enthusiastically received by 
staff and it is felt that they will be substantially helpful in maintaining the high 
morale so essential to efficient operation. 

Studies are currently underway, in collaboration with the New York Insurg 
Department, of classified experience for the period 1945 to 1949, through the 
medium of a small special subcommittee and the management. While no formal 
conclusions have yet been reached, it is probable that some class level chan 
will be agreed upon, involving both increases and reductions. The overall effect, 
however, will be small. While the study of experience figures is an annual pro. 
cedure, it has not been felt necessary to modify other than incidental Clagge 
since the 1947 increases. Although the formal request by the department fy 
consideration of these matters was in the form of a show cause order, discussion 
to date have been informal in character, and it is probable that disposition ¢& 
the various items, including some matters of rule and procedure, will be workej 
out cooperatively. 

There is one feature of the past year’s operations that seems to merit carefy 
consideration by the business as a whole, and that is the trend toward inde 
pendent action. That is probably a normal result of the growth of multiple ling 
underwriting under the competitive conditions that characterize the business ty. 
day. It does seem desirable, however, both from the viewpoint of the insuring 
public and the companies, to promote the development of new forms and pm 
cedures in an orderly way so that reasonable uniformity in the quality and ey. 
tent of cover can be established and maintained. The existing service organig. 
tions might well be implemented for the consideration of methods of meeting 
changing needs on the part of the public by the cultivation of consistent anj 
tolerant viewpoints and a willingness to explore new fields in the public interes 
that might well obviate the need for independent action and simplify many of 
our currently complicated procedures. 

Our consideration of the problems of the past year has again been made easier 
by the willing cooperation. of our committee members and their companies; the 
sympathetie understanding and advice of the production field, and the effective 
work of the staff. Our appreciation and thanks are due to all of them. 















































New YorK Fire INSURANCE RATING ORGANIZATION 


NOMINATING COMMITTEE MEETING, JANUARY 19, 1950 


Governing committee members whose terms expire February 14. 1950, are: 
Mr. F. BE. Sammons,’ Hanover Fire Insurance Company, New York. 

Mr. J. M. Haines, Columbia Fire Insurance Company, New York. 

Mr. P. C. Cothran, Phoenix Insurance Company, Hartford, other. 

Mr. C. H. Conklin,? Northern Insurance Co. of N.Y., New York. 

Mr. H. C. Conick,* Royal Insurance Company, Ltd., foreign. 


The customary class representation of companies on the governing committee 


has been: 

ci ees I i See enn nce ee & 
IS i ine eck eieriecin malas eae 8 
rr a I eB cst pe aque eect tas tases a 3 
reer a oe 8 ecient anne coe 1 


Continuance of this balance of representation will require the selection of 
three New York State company nominees, one other State company nominee, 
and one foreign company nominee. 

For your convenience, some eligible names are listed hereunder : 

New York State companies (select 3) : 
F. E. Sammons, Hanover. 
C. H. Conklin, Northern. 
John Glendenning, Home. 
O. L. Brooks, Globe and Rutgers. 
H. B. Collamore, Franklin National. 
W. R. McCain, Standard of New York. 
F. H. Wittmeyer, Excelsior. 


2 Eligible for reelection. 
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Other State companies (select 1) : 
P. J. Berry, Security. 
J. K. Hooker, Automobile. 
John Diemand, North America. 
K. B. Hatch, Fire Association. 
Barry Truscott, Camden. 
Lester Harvey, New Hampshire. 
Foreign companies (select 1) : 

H. C. Conick, Royal. 

G. A. Duxbury, North British. 

John Newlands Scott, Union. 
E. P. Smith, Norwich Underwriters. 


CoMMISSION RULING 


General Business Law, Article 22 (the Donnelly Act), Section 340; Insurance 
law, Article VIII, Sections 180, 182, proposed section 182-a (S. 1977, A. 2215) ; 
15 U.S.C.A. 1011-1014 (Public Law 15, the McCarran Act) ; acquisition cost 
conferences in casualty and fidelity and surety fields of insurance; purpose of 
Donnelly Act amendment to complete State regulation of concerted activities 
jn insurance so as to render Federal law inapplicable; private commission-fixing 
agreements among insurers illegal restraint of trade if not regulated under 
Insurance Law, Article VIII—Article VIII presently contains no authorization 
for combinations to fix commissions of agents and brokers; present private 
regulation by agreement illegal; if desirable or necessary to standardize com- 
missions through agreements, express legislative authorization necessary with 
accompanying statutory safeguards. 

The extension of the Donnelly Act to insurance in 1948 was designed to fur- 
nish complete State regulation of restrictive combinations in that business for 
the purpose of excluding application of the Sherman and other Federal enact- 
ments under the terms of the McCarran Act, passed by Congress after the 
decision in the South-Hastern Underwriters case (322 U.S. 533). For that 

complete and effective regulation is necessary. 

The acquisition cost conference now existing are private agreements among 
insurance companies fixing rate of agents’ and brokers’ commissions and re- 
stricting the number of certain classes of producers. Such agreements are now 
violations of the Donnelly Act unless regulated under Article VIII of the Insur- 
ance Law. Article VIII neither authorizes nor regulates such agreements. 
The superintendent has no control over amounts of commissions to be paid 
although he may control premium charges to the public as filed by insurers or 
through rating organizations. The service and advisory organizations sanctioned 
by article VIII do not contemplate commission-fixing combinations. Any combi- 
nation to fix the price of producers’ services is, therefore, illegal under the 
Donnelly Act. 

If stabilization of commissions through company agreement is desirable or 
necessary, express legislative authorization is essential. To constitute proper 
regulation, excluding Federal intervention, such authorization must provide 
restrictions and supervision safeguarding interests of public and all concerned. 
Right of agents and brokers to deal collectively and be heard seems to be neces- 
sary requirement as provided in pending legislation. Unless some such measure 
isenacted, company agreements limiting commissions are unlawful. 


NEW YorK FIRE INSURANCE RATING ORGANIZATION, 
New York, March 15, 1950. 
Allied Lines Association—Rating functions. 
Hon. Rogert BE. DINEEN, 

Superintendent, State of New York Insurance Department, 

New York, N.Y. 

Deak Str: Assumption by this organization of the rating functions presently 
exercised by the Allied Lines Association in New York State and including the 
following, has been under consideration for some time: 

“Sprinkler leakage: commercial water damage: rain: explosion (except ex- 
Plosion of steam boilers, steam pumps, steam turbines, steam engines, and fly- 
wheels, owned, operated or controlled by the insured while located in the build- 
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ing(s) described in the policy); riot and civil commotion; vandalism and 
malicious mischief; earthquake and volcanic eruption; aircraft and vehicle 
property damage; and the perils embraced under extended coverage endorse. 
ments Nos. 3 and 4.” 

It does not appear from our review of the subject that any changes would be 
indicated in the event of such an assumption of rating responsibility, either jp 
our constitution or our current license from the New York Department. We are 
prepared to assume such responsibility as of April 1, 1950, subject to your cop. 
currence. We should like to move ahead as speedily as possible to complete the 
assumption of jurisdiction by this organization. Therefore, we would appreciate 
your early response relative to this matter. We understand the Allied Lines 
Association is also addressing you. 


Very truly yours 
ner ————_ ———,, General Manager, 


Marcu 16, 1950, 
Advisory organization. 


Mr. W. F. RoEMBKE, 
Manager, Allied Lines Association, 
New York, N.Y. 

Dear Sir: This acknowledges receipt of your letter of March 15, 1950, con. 
cerning the proposed future functioning of the Allied Lines Association in this 
State as an advisory organization. 

The constitution which you enclosed is the same constitution which was filed 
in February 1947 at the time when the Allied Lines Association was formed 
as a consolidation of the three previous rating organizations. The constitution 
includes reference to service to others than members. See article III(3) ana 
article IX(c)(2). On February 18, 1947, you advised us that these sections 
of the constitution provided for subscribers agreements. 

It is presumed that upon approval of the assumption of the rating and filing 
functions for these lines of insurance by the New York Fire Insurance Rating 
Organization that arrangements would be made for the filing of amended 
authorizations by members and subscribers of that rating organization in acecord- 
ance with the provisions of section 184 subsection 1. 

Kindly advise us whether the services of the Allied Lines Association ag an 
advisory organization will be available to subscribers (other than members) 
in accordance with reasonable rules. 

Very truly yours, 
Rorert FE. DINEEN, 
Superintendent of Insurance. 
By Joseen F. Coins, 
Chief, Rating Bureau. 


STATE oF NEw YorK, 
INSURANCE DEPARTMENT, 
New York, March 21, 1950. 
Rating functions allied lines. 
Mr. H. D. Rice, 
General Manager, New York Fire Insurance Rating Organization, 
New York, N.Y. 

Drak Str: We are in receipt of your letters of March 15, 1950, advising that 
the New York Fire Insurance Rating Organization is prepared to assume juris- 
diction in the matter of rating functions with respect to lines of insurance 
presently exercised by the Allied Lines Association. We also received similar 
advices from Mr. W. F. Roembke on behalf of the Allied Lines Association. 

These proposals are approved by this department and we are enclosing revised 
license dated March 20, 1950, signed by Deputy Superintendent Roy C. 
McCullough which indicates the inclusion of the other lines of insurance. 

We presume you will notify your members and subscribers of the action of 
the New York Fire Insurance Rating Organization. 

Very truly yours, 
Ropert E. DINeEEN, 
Superintendent of Insurance. 
By JoserpH F. CoLitns, 
Chief, Rating Bureau. 
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MARCH 21, 1950. 
Advisory organization. 


Mr. W. F. RoEMBKE, 
Manager, Allied Lines Association, 
New York, N.Y. 

Dear Stix: This is in reference to your letter of March 15, 1950, requesting 
termination of the license of the Allied Lines Association as a rating organiza- 
tion under article VIII of the New York insurance law and also your letter of 
the same date making a filing on behalf of the Allied Lines Association as a 
gervice or advisory organization pursuant to the insurance law and enclosing 
a copy of its constitution. The constitution which was adopted in 1947 is worded 
in such a manner as to be adaptable to the functioning of the Allied Lines As- 
sociation as an advisory organization. We are also in receipt of your letter 
of Mareh 17, 1950, indicating the availability of the services of the Allied Lines 
Association as an advisory organization to subscribers (not members) in accord- 
ance With reasonable rules. 

The proposals of the Allied Lines Association are approved by this depart- 
ment. We are enclosing copy of our letter of March 21, 1950, to Mr. Rice, gen- 
eral manager of the New York Fire Insurance Rating Organization, to which 
was attached a revised license including rating jurisdiction as to the lines of 
insurance for which the Allied Lines Association has been previously licensed 
as a rating organization. 

We presume you will notify your members and subscribers of the transfer of 
rating jurisdiction and the filing of rates for these lines of insurance by the 
New York Fire Insurance Rating Organization. 

Very truly yours, 
Rosert E. DINEEN, 
Superintendent of Insurance. 
By JoseEPH F. COLLINS, 
Chief, Rating Bureau, 


REPORT OF THE GOVERNING COMMITTEE 


Two routine meetings and three special meetings of the governing committee 
were held during 1951, at which two assessment authorizations and formal as- 
sumption of the New York State functions of the Eastern Inspection Bureau 
received the consideration of the committee. 

Multiple location risk rating problems continued to engage the attention of 
the committee. Appellant companies at the multiple location hearings held No- 
vember 1949 to March 1950, having developed an independent plan for the rating 
of multiple location risks, filed the plan independently and it was accepted by 
the superintendent without opposition from the organization. The governing 
committee then authorized rating and stamping service under the provisions of 
the independent plan to the appellant companies and further authorized the 
manager to file the independent multiple location rating plan in behalf of any 
affliated company requesting such action. A number of such filings have been 
made and it is probable that renewals of the deviations which constitute the 
independent plan will be made by the organization for all companies, including 
the original appellants, who have formally chosen to use the plan. This proce- 
dure will, it is felt, simplify the handling of these deviations by obviating the 
need for individual company action and establishing one date for renewal. It 
is noted that amendments to both plans have beten developed or are under con- 
sideration, and that the trend of such changes is toward closer uniformity. A 
further result of the acceptance of the independent multiple location rating plan 
was the discontinuance of the organization’s formal appeal for judicial review 
of the superintendent’s order of January 5, 1949, and the concurrent discontinu- 
ance of the appellant companies appeal from the superintendent’s decision fol- 
lowing the multiple location hearings early in 1950. 

Further development of an interest in multiple line underwriting has been 
marked by the affiliation of several casualty companies with the rating organi- 
zation. Some difficulties have been experienced by fire companies in securing 
authority to write perils regarded as in the casualty field, notably in the case 
of perils included in the additional extended coverage endorsement, filing of 
which was authorized by the governing committee during the past year. Failure 
on the part of some other States to adopt multiple lines legislation has resulted 
in the necessity of filed deviations by companies affiliated in New York State but 
who are domiciled in such other States. 
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Independent action by companies interested in installment premium or an- 
nual renewal plans has been increasing to the point where the governing com. 
mittee reached the conclusion to file a plan for the installment payment of term 
premiums as well as a plan for the annual renewal of term policies for the Op- 
tional use of all member and subscriber companies, as a practical means of mak- 
ing such plans available to all companies and at the same time eliminating a 
number of filed deviations and independent filings. This action should save con- 
siderable detail for the companies themselves, the insurance department and the 
organization. 

These developments point to the desirability of a policy of encouraging the use 
of organization facilities for any and all filings with the insurance department 
Matters that are found by our committees generally unacceptable or of only 
individual specialized interest can be filed specifically for the use of interested 
individual companies only. Other matters of general interest can be filed in 
behalf of all affiliated companies. This procedure would probably result in fewer 
deviations and individual actions, would obviate a good deal of detail for the 
companies involved, and would keep the organization better informed on the needs 
and activities in the business. 

The growing use of endorsements adding perils under the normal jurisdiction 
of the National Bureau of Casualty Underwriters has required close cooperation 
with that organization, under the informal agreement that the New York Fire 
Insurance Rating Organization will neither waive nor assume jurisdiction in new 
fields until and unless the industry itself reaches some clear agreement as to 
jurisdictional changes. Because of nonconcurrency in the membership or con- 
stituency of the various types of rating organizations, it would seem both reason- 
able and desirable to set up a filing procedure that would make legitimate exten- 
sions of coverage available to all affiliated companies of all the affected organiza- 
tions, especially when such extensions are expressed by endorsement on a basic 
policy, such as the statutory fire policy. 

Incidentally, it should be stated that the operating license of the New York 
Fire Insurance Rating Organization has been amended to permit its functioning 
as a rating organization for any coverage which may be written by a fire insur- 
ance company under multiple lines authority. 

A review of classified experience for the period 1945-49 in collaboration with 
the insurance department resulted in the adjustment of class rate levels, with 
both increases and reductions aggregating an approximate 1% percent reduction. 

Extended coverage experience for the 10-year period ending December 31, 1950 
and climaxed by the catastrophic windstorm losses of November 25, 1950, devel- 
oped a loss ratio of 106 percent and after conferences with the insurance depart- 
ment an increase of 100 percent in full coverage dwelling rates and 60 percent 
in deductible dwelling coverage rates, with material increases in other classes, 
were made effective. It should be observed that these changes also included an 
increase in the differential between deductible and full coverage rates, from the 
old differential of 2 cents to the new figure of 6 cents. The experience in the 
1950 storm clearly indicated the desirability of placing extended coverage on a 
deductible basis as broadly as possible and so the class level changes were 
designed to encourage that policy. 

By authorization of the governing committee, the management filed the new 
one-write policy form on behalf of all member and subscriber companies and has 
since completed the development and distribution of forms designed for use with 
the new policy. A looseleaf booklet of such forms is now in the printer’s hands 
and will shortly be available so that underwriting and loss departments may 
have convenient reference to the forms, as they will no longer appear on daily 
reports. 

While the problems inherent to the business seem to be increasing in number 
and complexity, there is an evident improvement in the general approach to these 
problems by all segments of the business. A broad community of interest is 
recognized by the production field, the companies, the State supervisory agencies, 
and the various types of organizations servicing the business. This trend has 
been helpful during the past year and it seems appropriate to express apprecia- 
tion for it, and to urge its careful cultivation. The sympathetic cooperation of 
our affiliated companies, and especially that demonstrated by those executives 
who bear the burden of committee responsibility, is appreciated, as well as the 
effective operation of the organization staff. 

A. L. Ross, Chairman. 
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REPORT OF SUBCOMMITTEE ON RATES, RULES AND FORMS 


Four regular meetings and three special meetings of the subcommittee on 
rates, rules, and forms were held during 1951 and a wide variety of subjects em- 
pracing 74 agenda items were reviewed. 

There were two major rate revisions filed and promulgated during the year 
and these seem to have been accomplished with a minimum of disturbance to the 
field. This is probably due in part at least to the adoption early in 1951 of a 
revised rate adjustment rule providing for a relief period of 45 days after the 
effective date of changes, during which renewals may be written at rates in effect 
prior to the date of change. 

Fire rates were adjusted by classes to reflect experience of the previous 5-year 
period. The changes were effective April 16, 1951, and included both increases 
and decreases. The overall effect statewide was estimated to be a 1.5-percent re- 
duction. In behalf of the committee, I would like to acknowledge the effective 
efforts of Messrs, Ross and Glendening who, with your chairman, served as a 
special subcommittee to work out the details of this revision. 

The extended coverage endorsement rates were materially increased on No- 
yember 19, 1951, because of unfavorable loss experience and a more realistic 
rate differential between deductible and nondeductible coverage was introduced. 
This revision was made possible in a large measure by the cooperation of affili- 
ated companies in furnishing, in response to a rating organization questionnaire, 
needed statistical information to support the changes. Again acknowledgment 
should be given a special subcommittee consisting of Messrs. Allen and Barry 
for effecting these changes. 

The additional extended coverage endorsement which had been under review 
by many organizations countrywide was adopted in its present form and pub- 
lished in September for use in connection with insurance on private dwellings. 

The revised standard policy format variously known as one-write, open-top, 
and Louisiana style, was filed in April for optional use by member and subscriber 
companies and during the balance of the year, the staff developed revised forms 
especially for the new style policy and a booklet explaining its purpose and use. 
These were distributed early this year. 

The automatic reinstatement of loss clause was revised to provide for full auto- 
matic reinstatement without charge contingent however upon repair or replace- 
ment of the damaged property. Considerable misunderstanding developed in 
connection with this clause and late in the year, a new clause providing simply 
that policy amounts would not be reduced because of loss, was adopted and 
published early in January 1952. 

Renewed consideration was given in 1951 to the need for an increase in the 
minimum fire premium requirements and in August 1951, the minimum was 
changed from $5 to $7.50. 

Early in the year, the committee authorized the testing of a simplified criticism 
procedure in the Rochester District Office, limited in its application to com- 
paratively small amounts of insurance on dwelling property. After several 
months of trial, during which it was found that approximately one-third of the 

usual number of criticisms were eliminated, the procedure was adopted for use 
statewide and is proving of material assistance to both stamping and writing 
offices. 


Among other subejcts considered and actions taken by the committee were 
the following : 

A simplified procedure for computation of average blanket rates was adopted. 

Form and rate treatment for coverage of land mortgagee’s contingent interest 
in improvements were filed and published. 


Filing of the up-to-date edition of national board grading schedule was 
authorized. 


Special appraisal clauses were eliminated from time element forms. 

Substantial reductions were made in class rates for automobile filling stations. 

A new schedule for rating petroleum properties was adopted and filed. 

Provision was made under form A rules for use of blanket average rates under 
certain conditions. 

Class rates were added to minimum rate tables for motels, for cemetery barns, 
and tool houses, and for potato and onion storage buildings. 


Minor amendments to upstate church schedule and New York City mercantile 
and sprinklered risk schedules were made. 
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Other subjects of a routine nature were reviewed and acted upon but neeg 
not be commented on individually in this report. 

Thanks are again due the Underwriters Association of New York State ang 
the conference committee of the New York State Association of Insurance Agents 
for their advice and assistance in handling problems coming before the eom- 
mittee. 

J. J. MAGRATH, Chairman, 


AETNA INSURANCE GROUP, 
Hartford, Conn., January 15, 1951. 
Mr. H. D. Rice, 
Secretary, New York Fire Insurance Rating Organization, New York, N.Y, 

Dear Don: We have your notice of the annual meeting of the New York Fire 
Insurance Rating Organization to be held February 13. We will try to be 
represented although it is a bit difficult to say whether we can positively at 
this time. 

I don’t know whether you ever knew it or not but last year I had a little cor. 
respondence with Chris Sheffe, chairman of your nominating committee, in that 
I took the liberty of pointing out to him that I thought it was unfortunate, to 
say the least, that there was not a Hartford company on your board of governors, 
I am taking the liberty of repeating this feeling to you which I suspect is shared 
by other Hartford companies but, in the same breath, let me clearly point out 
that the Aetna has no aspirations in this direction. 

With best regards, I remain, 

Cordially yours, Bob, 
RoserT S. GARvis, 
Vice President. 


JANUARY 16, 1951. 
Mr. Rospert 8S. GARVIs, 
Vice President, Aetna Insurance Group, 
Hartford, Conn. 

Dear Bos: This will acknowledge your letter of January 15. 

Chris Sheffe told me of your correspondence with him last year and as I 
recall it, the committee gave consideration to several names of Hartford men. 
As a matter of fact, Mr. Kremer of the Hartford Fire is presently a member of 
our governing committee, but he is on there as an officer of the New York Under- 
writers Insurance Co., that being the open category through which we were 
able to get Mr. Kremer on the committee at the time. He has been represented 
regularly by Mr. Polley, so that although his representation is technically that 
ot 2 New York company, we felt we were getting pretty good Hartford represen- 
tation. However, I do know that there are several Hartford names on a ten- 
tative slate prepared for the use of our nominating committee this year. 

We have tried to maintain for some years a balance of representation on this 
committee as between New York State companies, domestic companies from other 
States, foreign companies and mutuals. Mutual representation is now not in 
order under the present constitution and that “spot” has been informally allo- 
cated to companies domiciled in other States. 

With personal regards, 

Sincerely yours, 
H. D. Rice. 


NEw York FIRE INSURANCE RATING ORGANIZATION, 
Mareh 26, 1951. 
Organization license. 
Hon. ALFRED J. BOHLINGER, 
Superintendent, State of New York Insurance Department, 
New York, N.Y. 

Dear Str: Under date of March 20, 1950, the license under which this organiza- 
tion operates as a rating organization in New York State was amended to in- 
clude under its authority the rating of certain perils which had previously been 
under the jurisdiction of the Allied Lines Association and its predecessors. 
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We are currently filing for use throughout New York State an additional 
extended coverage endorsement, copy of which is attached hereto, which pro- 
yides for insurance against loss from the perils of water damage from plumbing 
and heating systems, rupture or bursting of steam or hot water systems, van- 
dalism and malicious mischief, vehicles owned or operated by the insured or 
guy tenant, glass breakage, ice, snow and freezing, fall of trees, and collapse. 

It is proposed that the attached endorsement would be applied only to policies 
already bearing extended coverage endorsement No. 4, and that in general, cov- 
erage under the additional endorsement would follow in amount the policy to 
which extended coverage endorsement No. 4 and this new endorsement are 
attached. 

It is recognized that some of the perils contemplated in the new endorsement 
require some changes in the writing powers enjoyed by our member and sub- 
seriber companies under their charters and license authority. Notice of this 
proposed new endorsement is being bulletined to all of the affiliated companies 
of this organization so that they may review their individual situations and 
make whatever changes may be necessary to enable them to employ this new 
endorsement. The question has also been raised as to whether any change in 
the current license of this organization is necessary to properly authorize the 
administration of this new endorsement. 

While the language of the current license dated March 20, 1950, seems to 
be pretty broad in its reference to “fire and other coverages incidental thereto, 
including”, we would appreciate your views as to whether any more specific 
reference to the new perils is necessary. If you feel that a change in the 
organization license is necessary or desirable, we would respectfully request 
that such an amendment be made and expressed in a new license. 

Very truly yours, 
———, General Manager. 


E. U. A. March, 1951 


(This sample form is a copy of the pages contained in the Book of Recommended 
Rules and Clauses of the Rating Methods Research Committee of the Eastern 
Underwriters Association as of the date shown above) 


ADDITIONAL EXTENDED COVERAGE ENDORSEMENT ($50.00 DepUCTIBLE 
CLAUSE AS HEREINAFTER PROVIDED) 


(Perils of Water Damage from Plumbing and Heating Systems, Rupture or 
Bursting of Steam or Hot Water Heating Systems, Vandalism and Malicious 
Mischief, Vehicles Owned or Operated by the Insured or by any tenant, Glass 
Breakage, Ice, Snow, and Freezing, Fall of Trees, Collapse, except as herein- 
after provided ) 


Note: For use only with Extended Coverage Endorsement covering private 
dwellings or their contents 


Attached to, ete. (Use Standard Heading) 


_ wmacration Of $02 oo ee premium, and subject to the provi- 
sions of this policy of fire insurance and the Extended Coverage Endorsement 
attached thereto and of this endorsement, coverage is hereby extended to include 
direct loss to the described property by water damage from plumbing and heat- 
ing systems, rupture or bursting of steam or hot water heating systems, van- 
dalism and malicious mischief, vehicles owned or operated by the Insured or by 
any tenant of the described premises, glass breakage, ice, snow and freezing, fall 
of trees and collapse. 

PROVISIONS 


General Exclusion Clause: This Company shall not be liable under this en- 
dorsement for loss caused directly or indirectly by (a) earthquake; (b) backing 
up of sewers or drains; or (c) by flood, inundation, waves, tide or tidal wave, 
high water, or overflow of streams or bodies of water, whether driven by wind 
or not. 

Deductible Clause: Loss by any one occurrence covered by this endorsement 
to the extent of $50.00 is not recoverable and this Company is liable for loss 
only in excess thereof (or if there be other insurance, for its pro rata share of 
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the loss in excess of $50.00) If this policy covers on two or more items, this 
provision shall apply to each item separately. 

Provisions Applicable Only to Water Damage from Plumbing and Heating 
Systems: Loss by water damage shall mean only physical injury to or destrye 
tion of the described property resulting from accidental discharge, leakage o- 
overflow of water or steam from within a plumbing system, plumbing tank op 
standpipe, heating system or domestic appliance (including refrigerators ang 
air conditioning systems) but this Company shall not be liable for damage to 
said systems or appliances unless the same shall first suffer actual damage by 
any peril insured against under this policy except water damage; nor shall this 
Company be liable for damage to the described building(s) or contents thereof 
caused by or resulting from the freezing of a plumbing or heating system if saiq 
building(s) had been unoccupied or unheated for a period exceeding seventy-two 
hours immediately preceding the time of loss, unless the water supply had been 
shut off and the plumbing and heating system(s) drained during such period, 

Provisions Applicable Only to Rupture or Bursting of Steam or Hot Water 
Heating Systems: Loss by rupture or bursting of steam or hot water heatj 
systems shall mean only physical injury to or destruction of the described prop. 
erty resulting from the sudden and accidental tearing asunder, cracking, burning 
or bulging of a steam or hot water heating system or any part thereof, in the 
building(s) described caused by pressure of water (not ice) or steam therein op 
by a deficiency of water or steam therein. 

Provisions Applicable Only to Vandalism and Malicious Mischief: Logg by 
vandalism and malicious mischief shall mean only wilful or malicious physica] 
injury to or destruction of the described property ; but this Company shall not 
be liable for any loss by pilferage, theft, burglary or larceny, except loss by 
wilful or malicious physical injury to or destruction of a building described and 
insured hereunder. 

This company shall not be liable for loss under this endorsement to the de 
scribed building(s) occurring while the described building(s) is vacant beyond 
a period of thirty days, whether or not such period commenced prior to the 
inception date of this endorsement; but a building in process of construction 
shall not be deemed vacant. 

Provisions Applicable Only to Vehicles Owned or Operated by the Insured or 
by any Tenant of the Describec Premises: Loss by vehicles owned or operated 
by the Insured or by any tenant of the described premises shall mean only phy- 
sical injury to or destruction of the described property resulting from actual 
physical contact of such a vehicle with property covered hereunder or with the 
building containing the property covered hereunder. This company shall not 
be liable, however, for loss by any vehicle to fences, driveways, walks or lawns. 

Provisions Applicable Only to Glass Breakage: Loss by glass breakage shall 
mean only the breakage of glass constituting a part of the described building(s) 
covered hereunder, including glass in storm doors and storm windows. 

This company shall not be liable under this endorsement for any damage to the 
described building(s) occurring while said building(s) is vacant beyond a period 
of thirty days, whether or not such period commenced prior to the inception date 
of this endorsement; but a building in process of construction shall not be 
deemed vacant. 

Provisions Applicable Only to Ice, Snow and Freezing: Loss by ice, snow and 
freezing shall mean only physical injury to or destruction of the described 
property resulting from: (a) the collapse of a building or part thereof caused 
by the weight of ice, snow, sleet or hail thereon; (b) the fall on or against such 
building(s) of objects falling because of ice, snow, sleet or hail; (c) damage to 
plumbing and heating systems and domestic appliances or air conditioning sys- 
tems caused by freezing, provided the building(s) described herein had been 
occupied and heated within a period of seventy-two hours immediately preceding 
the time of loss, or the water supply shut off and the plumbing and heating sys- 
tems, domestic appliances or air conditioning systems drained. 

Provisions Applicable Only to Fall of Trees: Loss by fall of trees shall mean 
only physical injury to or destruction of the described property caused by the 
fall of trees or their limbs from whatever cause arising except the intentional 
felling, topping or trimming of trees on the described premises or a peril insured 
against under the Extended Coverage Endorsement. 

Provisions Applicable Only to Collapse: Loss by collapse shall mean only 
physical injury to or destruction of the described property resulting from the 
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collapse of floor(s), wall(s), or roof(s) of the described building(s), but not 
collapse caused by or resulting from subsidence or a peril insured against under 
the Extended Coverage Endorsement. 


CAUTION 


When this endorsement is attached to one fire-extended coverage endorsement 
licy, the insured should secure like coverage on all fire-extended coverage en- 
dorsement policies covering the same property. 


Powers, KAPLAN & BERGER, 
New York, June 28, 1951. 
Mr. Homer D. Rice, 
General Manager, New York Fire Insurance Rating Organization, 
New York, N.Y. 


Dear Mr. Rice: This is in reply to the request contained in your letter of 
June 7, 1951, for our opinion as to the scope of the license issued to your 
organization by the New York Insurance Department. 

The question first arises as to the powers of the New York Fire Insurance 
Rating Organization under its constitution and bylaws. Insofar as the making 
and filing of rates and rating plans are concerned, paragraph (2) of article II 
of the constitution sets forth the powers of your organization as follows: 

“(2) To engage in the formulation and promulgation of rates, including the 
making, adopting, and filing of rating schedules and rating plans for the estab- 
lishment of equitable rates for types and classes of insurance written by insurers 
authorized to transact the business of fire insurance in the State of New York 
against loss to property or any valuable interest therein located in the State 
of New York.” 

It is our opinion that under the foregoing provisions of the constitution, 
your organization has the power to make and file rates with respect to multiple 
line coverages written by insurers authorized to transact the business of fire 
insurance in the State of New York under their multiple line powers. 

With respect to the auditing, examining, and stamping of policies and forms, 
paragraph (5) of article II of your constitution reads as follows: 

“(5) To check policies and riders, and endorsements and records thereof, as 
to their conformity with filings therefor.” 

In addition, subdivision (a) of bylaw 11 of your bylaws reads as follows: 

“(a) The rating organization shall maintain facilities for the examination of 
policies, daily reports, binders, renewal certificates, endorsements or other 
evidences of insurance, or the cancellation thereof, of members and subscribers 
to service them in their compliance with filings made in their behalf.” 

Under the above provisions of the constitution and bylaws your organization 
has broad powers of auditing and stamping, but there is some question under the 
language used as to whether the authority extends to coverages as to which your 
organization has not made filings on behalf of its members. While it might be 
successfully contended that such authority does exist under the present wording, 
itis our opinion that if your organization intends to audit and stamp multiple 
line coverages as to which it has not acted as filing agent for its members, it 
would be preferable to amend the above provisions of the charter and bylaws 
accordingly. 

Insofar as the license issued to your organization by the New York Insurance 
Department is concerned, we note that under date of March 28, 1951, Joseph 
F. Collins, chief of the rating bureau of the insurance department, advised you 
that your present license which authorizes your organization to act as a rating 
organization with respect to “fire and other coverages incidental thereto, includ- 
ing * * *” is sufficiently broad enough to include the multiple line powers under 
the additional extended coverage endorsement, which includes the casualty lines 
of plate glass insurance and part of boiler machinery insurance. While on this 
theory it might be said that the aforesaid language is broad enough to include 
all multiple line coverages, it is our opinion that it would be preferable to amend 
your license so as to expressly give your organization the power to act as a rating 
organization in connection with any multiple line coverages issued in connection 
with any policy of fire or allied lines of insurance. 

We, therefore, suggest that your license be amended by the addition of the 
following language: 
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“and including coverages permitted to be written by fire insurance companies 
under multiple line authority.” 

We have discussed this matter with Mr. Collins and believe that a reqnegt 
for amendment of the license along such lines would meet with approval by the 
insurance department. 

Sincerely, 
GEORGE I. Gross. 


STATE OF NEW YoRK, INSURANCE DEPARTMENT, 
New York, July 2, 1951. 

The New York fire insurance rating organization with executive office addregs 
at 85 John Street, New York, N.Y., is hereby licensed to act as a rating organi- 
zation pursuant to the provisions of article VIII of the insurance law with 
respect to the following kinds or types of insurance: 

Fire and other coverages incidental thereto including— 

Sprinkler leakage—Commercial water damage—Rain, windstorm, and hail— 
Explosion (except explosion of steam boilers, steam pumps, steam turbines, steam 
engines, and flywheels owned, operated, or controlled by the insured while 
located in the building(s) described in the policy)—Riot and civil commotion— 
Vandalism and malicious mischief—Earthquake and volcanic eruption—Aircraft 
and vehicle property damage—and the perils embraced under extended coverage 
endorsements No. 3 and No. 4—and including coverages permitted to be written 
by fire insurance companies under multiple line authority. 

In witness whereof, I have hereunto set my hand and affixed the official 
seal of this department at the city of New York, N.Y., this 13th day of July 
1951. 

[SEAL] ALFRED J. BOHLINGER, 

Superintendent of Insurance. 
By: Leon H. KLINg, 
Deputy Superintendent. 


STATE OF NEW YORK, INSURANCE DEPARTMENT, 
New York, July 8, 1951. 
Organization license 
Mr. H. D. RICE, 
General Manager, New York Fire Insurance Rating Organization, 
New York, N.Y. 

DEAR Sir: This acknowledges receipt of your July 2, 1951, request for a re 
vised license (as a rating organization) to be amended by the addition of the 
following language: 

“and including coverages permitted to be written by fire insurance companies 
under multiple line authority.” 

We take it that there is no intention on the part of the New York Fire In- 
surance Rating Organization to claim exclusive jurisdiction or to preempt the 
field in respect to the making of rates for risks involving multiple perils coverage. 
We have in mind the situation where other rating organizations may also be 
licensed to rates for risks involving multiple perils coverages and where 
members or subscribers of your organization may also be members or subscribers 
of such other rating organizations. Please advise. 

Yours very truly, 
ALFRED J. BOHLINGER, 
Superintendent of Insurance. 


Hon. ALFRED J. BOHLINGER, 
Superintendent, State of New York Insurance Department, 
New York, N.Y. 

Dear Sir: At the annual meeting of this organization held on February 13, 
1951, a formal resolution was adopted amending the constitution in respect to 
section 4, article X, as per the following minute: 

“On recommendation of the governing committee, and after formal notice to 
the membership as provided by the constitution, Secretary H. D. Rice presented 
the following text of a proposed amendment to section 4, article X, of the con- 
stitution : 
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“In the case of subscribers subscribing only to service in connection with 
water damage and rain insurance and/or sprinkler leakage insurance, the said 
jnitial subscription fee and the said minimum annual assessment shall be $25. 

“Jt was observed that this change continued an arrangement for certain com- 

nies who wished to subscribe for this limited service and had been affiliated 
under similar assessment conditions with the Allied Lines Association prior to 
the assumption of jurisdiction in respect to these forms of coverage by this 
organization. A formal motion then prevailed unanimously, amending the 
constitution as recommended by the governing committee. : 

While these minutes were formally filed with the department, it has been 
suggested that this change should be the subject of a formal, specific filing and 
the purpose of this letter is to make such a filing. 

The effective date of this change, of course, would be that of the meeting at 
which the resolution was adopted by the membership, February 13, 1951. 

Very truly yours, 


H. D. Rice. 


REPORT OF THE SECRETARY 


On February 1, 1952, 250 companies were affiliated with the organization, an 
increase of 3 since February 6, 1951. Of this total, there are 174 members and 
76 subscribers. Three companies withdrew from affiliation because of mergers 
or the discontinuance of New York State operations. The classification of 
members shows 165 stock fire insurance companies and 9 stock casualty insur- 
ance companies; subscribers comprise 21 stock fire insurance companies, 46 
mutual fire insurance companies, 1 mutual casualty company, 1 reciprocal 
casualty company, 1 Lloyds organization, and 6 subscriber affiliates for sprinkler 
leakage only. 

Daily reports and endorsements handled by the stamping offices totaled 
4,047,848 of which 6.1 percent were criticized. The volume of units increased 
was 317,141 or approximately 8 percent over 1950. Criticisms were increased 
3 percent in spite of material savings in criticisms upstate by the extension of 
the practice of returning dailies on dwellings involving $7,500 or less direct to 
agencies for correction. This procedure has proved to be helpful to everybody 
concerned in reducing detail. The inerease in criticism numbers is due to the 
dass rate changes during the year and extended coverage increases. 

Stamping of New York City business written by offices not subject to bureau 
examination has increased materially because of the reference of such daily 
reports and endorsements to the New York City Division Examining Bureau by 
the stamping offices having jurisdiction over the writing offices involved. Such 
business required the stamping of 16,524 daily reports and endorsements during 
1951. Allied lines stamping involved 66,275 daily reports and endorsements. 
Seventy examinations of writing offices were conducted during the year as com- 
pared to 133 in 1950. Reinforcement of this department is indicated to offset a 
high labor turnover and retirements and to handle a growing volume of stamping 
and to increase the number of writing office examinations. 

Rate card distribution and filing in New York City has continued to present 
problems, mainly because of personnel difficulties. Turnover in this department 
isextremely high and one result is a variable bottleneck in rate card distribution 
that cannot be satisfactorily coordinated with rate card production. The prob- 
lems involved are receiving continued study. 

New style forms designed for use with the one-write or Louisiana form of 
policy were developed during the last year and distributed for use with the 
new policy just after January 1, 1952. Temporary sets of the new forms were 
sent to all companies for their use as references, pending completion of a loose- 
leaf booklet now being printed which will shortly be available for home offices, 
loss departments, and adjustment offices. It will be necessary to maintain 
stocks of both old and new forms for some time to come, as the changeover to 
the new policy form appears to be gradual. 

Operation of the special risk department coordinating the production of under- 
Writing inspection reports with the rating operations on the classes involved 
is proceeding satisfactorily. Costs of this operation considered as a unit have 
aggregated $128,422 for 9 months of 1951 which figure includes $15,909 of 
pensions added to the normal organization pension rolls, by our assumption of 
sich allowances paid to former bureau employees active in New York State 
and others who were not allocable to any one State and were accordingly spread 
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over the entire bureau field. Bureau personnel has fitted very well into the 
organization staff, and the consolidation appears to be a happy one. 

During the last 9 months of 1951, the department published 1,878 detaileg 
reports, 186 plans and 26 loss reports. In addition advices were furnished op 
1,098 risks which did not require detailed reports. There were 3,617 risks under 
the inspection service in New York State as of December 31, 1951. 

Advantage has been taken of former bureau experience in the initiation of g 
study of natural gas distribution practices in New York State following the 
disaster at Brighton last fall. A conference with representatives of the varions 
utilities is contemplated at which it is hoped that agreement can be reacheq 
on some operating standards which will minimize the reoccurrence of guch 
accidents. 

Hospital inspection program initiated by the National Board of Fire Under. 
writers has been virtually completed so far as the first inspection is concerned, 
Analysis of the features developed by the inspections has been started and it js 
hoped will be helpful in the development of a followup program that can be 
so carried on as to help maintain a higher quality of safety administration jp 
these institutions, and in collaboration with the institutions and their assogig. 
tions. One valuable byproduct of this program has been the establishment of 
excellent relations with hospital administrators and their groups and the 
development of improved understandings of their problems and our facilities, 

Effective and friendly contact has been maintained with the New York State 
Association of Local Agents through Chairman Carson and his associates on 
the conference committee. The viewpoint of fieldmen has been freely ang 
cooperatively available through the Underwriters Association and the field 
clubs. 

The organization has been under routine examination by the New York Insur. 
ance Department during the past year, and their study is continuing. No 
reports will be forthcoming until operations in all offices have been reviewed, 

Considerable progress has been made in the general standardization of rules 
as between New York City and the balance of the State. New York City 
division schedules and rating rules have been rearranged and reprinted in 
one booklet Hnd many obsolete circulars and bulletins deleted. 

Uniform schedules in use in suburban and upstate territory have been rear. 
ranged and a number of them reprinted in looseleaf form for more convenient 
use. The rest of the uniform schedule will be similarly reprinted and distrib- 
uted in looseleaf form as rapidly as they can be processed. 

While the year just passed presented something more than the normal number 
of active problems, they have been taken in stride, and that has been due 
largely to the splendid spirit of cooperation manifested by our companies, and 
particularly by those company representatives who carry the burden of com- 
mittee responsibilities. Their cheerful willingness to apply technical experience 
and understanding in a completely dispassionate way has materially lightened 
the work of the staff. 

H. D. Rice, Secretary. 


New York Criry Divison, 
NEW YORK FIRE INSURANCE RATING ORGANIZATION, 
New York, N.Y., April 3, 1952. 

DEAR HuMNER: This monograph may be useful to Mr. Rice or yourself in con- 
nection with the Atkiss reports, completed and in process. 

I cover some points in connection with class rates in this memo. Another 
point re class rates viz relationship between rates and coding for mercantile 
stocks—covered in a separate memo previously sent in. This was because, you 
will recall, the department men specifically referred to that phase of the Atkiss 
report when we were discussing mercantile contents rates prior to the April 1951 
general rate revision, and we promised to give it special study. 

I have nothing new to report on my own condition. Waiting reports from 
Trenton lab. They will tell the tale, I guess. I will soon be able to get out on 
the porch, in this spring weather. 

With best regards to you all. 





FRANK DONOVAN. 
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NEw YorkK City DIVvISsION, 
NEW YorRK FIRE INSURANCE RATING ORGANIZATION, 
New York, N.Y., March 25, 1952. 
rt on fire insurance ratemaking—Part I, New York City Risks—submitted to 

superintendent of insurance June 20, 1950, by Harold C. Atkiss. 
Mr. D. H. Rice, , 
General Manager, New York Fire Insurance Rating Organization, 
New York, N.Y. 

Dear Mr. Rice: I submit herewith my comments on the above report. I hope 
you will find some of them useful in any comments or reply you might have occa- 
sion to make at any time. I began this work soon after the receipt of a copy of 
Mr. Atkiss’ report in October 1950 and have recently completed it. Miss Franklin 
did all the typing required. 

I do not claim to have covered all the points raised and recommendations made 
by Mr. Atkiss, nor will you find my comments arranged in proper numerical 
sequence with the pages on which the various subjects dealt with occur in Mr. 
Atkiss’ report. 

Some of the material included may have no direct bearing on specific points 
raised by Mr. Atkiss, but it may be found useful in any discussion of the general 
principles of fire insurance rating. 

Respectfully submitted. 

FRANCIS J. DONOVAN, 
Manager, New York City Division. 


P.S.—My records show that Mr. Atkiss started his study in our office on April 
21, 1948. 
¥. J.D. 


CoMMENTS ON Report OF Haroip C. ATKISS, “FIRE INSURANCE RATEMAKING,” 
Part I, NEw YorK City Risks, JUNE 1950 


COMMENTS BY FRANCIS J. DONOVAN, MARCH 1952 


[From Journal of Commerce, Oct. 10, 1950] 


Fre Rating Stupy MonoGrapH IssuEpD—NEW YORK DEPARTMENT Report IS 
BASED ON REVIEW OF METHOD USED HERE 


New procedures in fire insurance ratemaking should aim to present a system 
that would lend itself to statistical data, according to a monograph which has 
been transmitted to the National Association of Insurance Commissioners by the 
New York State Insurance Department. 

The monograph was written by Harold C. Atkiss, associated research analyst 
of the department following a comprehensive study of schedule-rating methods 
in New York City. The study is part of the department’s long-range program 
to obtain more detailed information about fire insurance ratemaking in order 
that it may discharge the obligations imposed on it by the legislature. 


UNIFORM PLAN ADVOCATED 


In sending the report to the Committee on Rates and Rating Organizations, 
heated by Commissioner Charles F. J. Harrington of Massachusetts, and the 
Fire and Marine Committee, of which Commissioner Jesse L. White of Mis- 
sissippi is chairman, Robert E. Dineen, then superintendent, pointed out that 
many different systems of arriving at fire insurance rates have developed 
throughout the United States. 

He stated further that some people feel that efforts should be made to arrive 
at uniform fire ratemaking practices now that some form of rate regulation 
is in effect in every State and uniform statistical classifications have been 
adopted. 


IEA MAKING STUDIES 


Declaring that it would be a “staggering task” to correlate the various sys- 
tems and to integrate their best features into a single unified rate plan, Mr. 
Dineen told the commissioners that the Insurance Executives Association has 
begun intensive work on the problem of a national rating system despite the 
difficulties of the undertaking. For this reason, he said Mr. Atkiss’ report 
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should be of interest to insurance regulatory officials, fire insurance rating or. 
ganizations, to producers and policyholders. 

The Atkiss report was designed to provide the department with basic data 
eoncerning the current charges and credits used in the computation of fire 
rates. The report also will be used in the interpretation and analysis of future 
changes in fire insurance ratemaking procedures. In addition, the monograph 
considers the inter-relationship of class and schedule rates and the place of 
class rates in certain grouping of risks. 


MAKING OTHER STUDIES 


The study represents a pioneer effort on the part of insurance regulatory 
authorities to obtain detailed information concerning schedule and Class rates 
as they result from the fire insurance ratemaking process. 

While the present study includes only methods of rating risks located in New 
York City, Mr. Atkiss has in preparation for the New York Insurance Department 
another monograph which will make a comparable analysis of the rating proce. 
dures used over the balance of the State. 


MAKES RECOMMENDATIONS 


The monograph presents the following conclusions and recommendations as 
to the evaluation of new procedures in fire insurance ratemaking: 

“The procedures should entail provisions for evaluating the fire loss cost and 
the expense cost of fire insurance independently, in order to insure adequate 
rates. 

“Principles of ratemaking involving reasonable relationships between groups 
and classes of risks should be established. Tests of compliance with an accepted 
pattern should help eliminate tendencies toward unfair discrimination between 
classes of risks. 

“The standard classification of occupancy hazards, in addition to its present 
usage, should be related to ratemaking procedures and consideration be given to 
the use of it as a vital part of methods for tests of rate levels and the maintenance 
of approved relationships between groups and classes of risks. 

“Disturbance of existing rate levels by classes due to the introduction of new 
ratemaking procedures should be limited to corrections made necessary on account 
of changes in fire loss data, expense data, or otherwise to rectify practices that 
are inequitable.” 

In addition to the above, Mr. Atkiss reached the following conclusions concern- 
ing revisions in the present methods of fire insurance ratemaking in New York 
City: 

NONSPRINKLERED RISKS 


“1. Simplification of rating procedures is the greatest need in the present 
methods of making fire insurance rates in New York City. 

“2. A single compilation of intelligible and currently applicable rating rules 
should be the basis for clarifying rating procedure in New York City. 

“3. The application of a uniform set of charges for all nonsprinklered risks in 
the computation of specific building and contents rates is desirable. Some ex- 
ceptions may be made for a few classes possessing very special characteristics, 
such as electrical utility plants or pier risks. 

“4. Reasonable relationships between groups and classes of risks should be 
established and maintained. A single method of computing contents rates and 
charging for different types of construction will be of great assistance in this 
regard. 

“5. The development of a system that will segregate charges covering the 
expense cost of fire insurance from the fire loss cost would contribute to any 
justification of fire insurance rates. 

“6. Continuous research and statistical investigation should be carried on 
by the rating organization whereby rating procedures could be supported, par- 
ticularly in regard to the two points last stated above. 


SPRINKLERED RISKS 


“1, In the application of the present schedule of charges and credits, unfair 
discrimination is possible between individual risks of similar physical charac 
teristics and hazards. 
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“9 A revised schedule is desirable that would proceed logically with concise 
instructions for applying individual charges and credits. 

“9 The results of the application of a revised schedule should be in harmony 
with justifiable relationships between groups and classes of risks.” 

Copies of the report may be purchased from the New York State Insurance 
Department at $2 each. 


CHARGES AND OREDITS IN SCHEDULE RATING 


“Statistical Data Relating to Fire Loss Experience To Justify These Charges Not 
Available” 


(Pp. 2, 7,30, and 44 of Report) 


Iwould certainly oppose this theory. 

See the following 4 pages for some good points on this subject. You can see it 
js not a new thought. 

On page 2 of his report under “Research Procedure,” Mr. Atkiss admits as 
follows: “However, it may be realized from the above brief statement concerning 
them (individual charges and credits) * that a statistical study of the procedures 
of fire insurance ratemaking based on individual charges for fire hazards and 
deficiencies would be impractical, if not impossible.” 


[Extracts from “Fire Rating as a Science’’] 


CHARGES AND CREDITS 


(By A. F. Dean, 1901) 
Pages 61 and 62 


It is the charges and credits in basis schedules which constitute the real units, 
and it is with these we must reckon, as the individual rate is simply a result 
which may be stated as the sum of its charges less the sum of its credits. These 
charges and credits for the appraised features of risks may permeate an entire 
group, or even several groups, of risks. They are, as a rule, individually insignifi- 
eant in amount, and in many classes the individual rate may be created by the 
addition of scores of these units to the class basis rate, which we must regard as 
aresiduum of hazard appraised as a whole, because it resists further analysis. 
Hence the real question is to determine the relative equity of each of these 
factors which cause the effect known as the individual rate. 

Charges and credits are necessarily provisional assumptions. The most we can 
daim for them is that they are based upon united judgment and experience, 
through which alone approximate truth can be estimated. While even this claim 
will admit of debate (for they have always been the source of much controversy), 
there is no disputing the fact that these specific charges and credits have in them 
the element of abstract fairness. Applying to features common, perhaps, to all 
the risks of a class, or to a large portion of the risks of many classes, they are 
free from the possibilities of personal favoritism. It is proper to assume that 
as many of these elementary factors will be too low as too high, and when a risk 
is unduly taxed in one charge it is reasonably sure to be insufficiently taxed in 
another. If a charge is too high to be ratified by the average judgment, competi- 
tion begins at once to seek risks having this feature, and the charge is forced 
down to a point where competition ceases to make special efforts for the class. 
Under these leveling influences, it is safe to assume that each charge is auto- 
matically regulated within limits not far from the true mean. 

Under the law of averages, the range of deviation from exact adequacy in each 
charge (which might possibly be determined by elaborate statistics) is so reduced 
that probably not one risk in a hundred is mulcted in an amount greater than its 
rate would be increased by the additional expense necessary to maintain such 
statistics. 

Finally, there are many factors in fire hazard which can be closely estimated by 
analogy, yet there is no way to tell whether these factors originate a fire, or what 
measure of influence they exert in increasing or decreasing the loss. For this 
reason their charges are not amenable to statistical investigation, and they must 
remain purely arbitrary hypotheses. We only know that under the law of proba- 





1Parenthetical insert ours. 
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bilities plus quantities may be considered to offset minus quantities, thus pro 
ducing an equipoise which tends toward a closer approximation to true relations 
in the individual rate they create as compared with other individual rates, [t ig 
the true relation of these individual rates, one to the other, with which we hayg 
to do, rather than with their adequacy or inadequacy. The cost ratio generateg 
by the coexistent relations synthesized from basis tariffs into individual rateg 
will eventually prove the reasonable accuracy of these rates when we once 

to recognize the vital fact that they are coexistent relations which we destroy 
the instant we attempt to change them into sequential relations. 


Pages 49 and 50 


So, in the problem of fire rating, starting from the known fact that fire jg 
destructive, we seek to disperse the disaster through assessments On specific 
property, in proportion to its specific liability to destruction, under the genera} 
law of average. 

By keeping a record for a year we can determine at the end of the year the 
ratio between receipts and disbursements necessary to make good the destruction, 
and through a comparison of the total amount insured with the total premiums 
received we are able to determine the average rate for a given period on aj 
property. By similar comparisons we are able to determine the ratios of logs 
and expense. Experience has further shown that certain species of property 
have so many points of resemblance that they can be grouped in classes, and 
that the record of any of these classes, for any given period, will show similar 
ratios for each class. So far we are able to establish exact measurement, from 
which we are enabled to intelligently determine our selling price for indemnity 
as a whole, or for any class of which we have kept a separate record. With 
equal precision we can, by classifying the different grades of fire department 
protection, or construction of buildings, determine the average for each standard 
of protection for each character of building; or by keeping a record of any or 
all of these features we can determine the averages for one or all in any given 
State. 

So far our reasoning has potentially the accuracy of mathematics. We now 
reach a secondary degree of accuracy in the specific features of each risk, ag 
found in its methods of lighting, heating, occupancy, structural features, private 
devices for preventing fires, and its exposures from other buildings. It is clearly 
within the possibilities of statistical science to determine the relative degrees of 
hazard between lighting a building by candles, coal oil, gas, or electricity, or 
heating it by open fireplaces, stoves, hot air, or steam furnaces, and it would be 
equally possible to determine the same relations with all the more important 
features of structure, occupancy, and exposure, provided it were possible to 
locate in every case the cause of the fire, but it would require a vast and expen- 
sive system of statistics based upon data impossible to obtain, for the reason that 
the origin of fires is very often unknown. This difficutly has been met by 
utilizing a system of analysis of the individual risk, through which we estimate 
by charges and credits the relative hazard of its parts, as far as analyzable. In 
adopting this plan of avoiding a tremendous expansion of statistics for a com- 
paratively unimportant end, fire insurance has followed the usages of the indus- 
trial world and all governments in determining value relations by estimate; 
hence, as an expedient, it is identical with the expedient adopted from time 
immemorial by governments and peoples for similar conditions. In thus adopting 
the economic law of commonsense instead of searching for obscure and innumer- 
able laws of causation in the effort to obtain more exact relations among 
unimportant factors, reasonable equity is obtained so long as personal favoritism 
is abolished, and every man is accorded the same charge or credit for the same 
item of hazard. 


[From article or talk by Willis O. Robb, former manager of New York Fire Insurance 
Exchange] 


SCHEDULE CHARGES AND CREDITS 


The question is frequently asked: How do fire insurance schedule makers 
arrive at the specific charges or credits included in the schedules for the separate 
hazards and defects charged and the points of unusual excellence for which 
allowances are made—floor openings, excess area, the presence of volatile oils, 
on the one hand, and superior floors and roofs, standard fire doors and wire 
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glass windows on the other? Every one recognizes at once that all these things, 
and dozens of others, do tend respectively to increase or reduce the risk of fire 
and fire loss. But how much any one of them is really worth, by way of charge 
or credit in a rate, neither an Einstein nor loss statistics can tell us. Their 
relative potency for good or evil cannot be accurately gauged. Therefore, a 
purely arbitrary va!ue, derived from the comparison of numerous expert guesses, 
js assigned to each. But note that even if the errors in this collective guessing 
at the value of a hundred items did not tend to offset each other, as they do, so 
as to make the average rate about right, as between risks of the same general 
class substantial justice would nevertheless be done in the long run, and a kind 
of equity administered within that class to the owrers of risks belonging to it. 
And by furnishing the makeup of his rate to each owner we can enable him 
to see that at least he is not discriminated against unfairly, and also to see 
what, if anything, he can do to reduce his rate and how great a reduction he 
qn thus secure. 


Memo to Mr. Montesani. JANUARY 18, 1944. 
SCHEDULE CHARGES AND CREDITS 


- You have asked for our comment covering the relation between individual 
charges and credits in our rating schedules and experience statistics. 

You have been furnished with a copy of memo of December 28, 1943 prepared 
by our assistant superintendent of ratings R. D. Knapp under the caption of fire- 
proof mercantile schedule—Revision of 1939, which contains statement “All 
the individual charges and credits are determined by experience and judgment 
of staff and committees responsible for preparation of schedules.” 

We do not know of any available statistics of premiums and losses in exist- 
ence at the present time or in the past which have been used or can be used in 
justification of the individual charges and credits of the Fireproof Mercantile 
Schedule or other schedules used in computing fire insurance rates covering 
particular items of construction, occupancy, protection or exposure. I refer to 
such items as floor openings, height, area, chemical extinguishers, furnaces and 
thickness of walls. I do not refer to general statistics covering the aggregate 
experience of New York City or New York State outside of New York City or 
to the aggregate experience of different types of construction such as brick, 
frame or fireproof or to the general grouping of risks as protected and unpro- 
teeted. 

On the contrary, the construction of proper basic schedules for the measure- 
ment of fire hazard has proceeded by research, standardization and classification 
of the keenest and most extensive sort. The training and experience of engi- 
neers employed by laboratories and other national and local organizations in- 
volving mechanics, chemistry, hydraulics and other branches of engineering 
have been used. 

In our opinion any attempt to relate these individual charges and credits to 
classified statistics would produce little if any helpful results. 

Harrop M. Hess. 


ATKISS REPORT ON FIRE INSURANCE RATEMAKING 


On page 5 of his report, Mr. Atkiss lists five “Conclusions and recommendations 
as to the evaluation of new procedures in fire insurance ratemaking” and on 
page 9 he lists nine (six for nonsprinklered risks and three for sprinklered risks) 
“Conclusions and recommendations relating to revisions in the present methods 
of computing fire insurance rates.” 

In the following pages I have listed the number and caption of each of his 
conclusions and recommendations, and then added my comments, if any. 


CONCLUSIONS AND RECOMMENDATIONS AS TO THE EVALUATION OF NEW PROCEDURES 
IN FIRE INSURANCE RATEMAKING (P. 5 OF ATKISS REPORT) 


1. New procedures in fire insurance ratemaking should aim to present a sys- 
tem that would lend itself to adjustments in accordance with statistical data. 
Recent class adjustments have demonstrated that our present rating methods 
lend themselves to adjustments in accordance with statistical data. 
. See Mr. Atkiss’ comments also on page 45 of his report. 
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2. The procedures should entail provisions for evaluating the fire 108s cogt 
and the expense cost of fire insurance independently, in order to insure adequate 
rates. 

(Also referred to on pages 6, 9, 10 and 44.) 

This would add complications to our rating methods, when our aim and Mr 
Atkiss’ recoommendation is for simplicity. ; 

Who is to determine what the commission cost is on an individual risk or 
class of risk, especially when commissions are not fixed? 

As our rates are also used by noncommission paying companies, what pro- 
cedure would be followed when they use the rates? 

In theory this idea may appear to have merit, but it is impracticable. 

It is very difficult to “get across” to noninsurance people that selling an ip. 
surance policy is not the same as selling a manufactured article. In the many- 
facture of an automobile it may be easy to allocate so much for materials, for 
equipment, for labor and for sales. When the article is sold, the seller is finished 
with it. When an insurance policy is sold, the seller’s service is just 
It is impossible to compute the expected cost of handling any individual risk 
or group of risks. The size or value of a risk is no criterion of such cost to the 
companies. The larger the value the more likely the insured is to have com- 
petent brokers to advise him in rating matters for one thing. In my personal 
experience, I have spent more time explaining and assisting small brokers and 
property owners themselves in the matter of rates on which they are interested, 
than I have on large value risks. 

3. Principles of ratemaking involving reasonable relationships between groups 
and classes of risks should be established. Tests of compliance with an ae. 
cepted pattern should help eliminate tendencies toward unfair discrimination 
between classes of risks. 

The loss record of a class and periodic adjustments based on classified ex- 
perience takes care of this, and is sufficient. 

4. The standard classification of occupancy hazards, in addition to its present 
usage, should be related to ratemaking procedures and consideration be given 
to the use of it as a vital part of methods for tests of rate levels and the main- 
tenance of approved relationships between groups and classes of risks. 

Has not this been done to a great extent in our recent general class revisions 
of 1947 and 1951? National classification numbers have been printed on New 
York City rate cards at least since 1919. 

5. Disturbance of existing rate levels by classes due to the introduction of 
new ratemaking procedures should be limited to corrections made necessary on 
account of changes in fire loss data, expense data, or otherwise to recitfy prac- 
tices that are inequitable. 

Except for “Expense Data,” I agree, but Mr. Atkiss does not mention the in- 
troduction of new ratemaking procedures to bring about simplification of rat- 
ing methods, which Mr. Atkiss (page 9, Conclusion No. 1) says is our greatest 
need. 

I should say, however, that in revisions of methods to bring about simplifica- 
tion, our aim always is to maintain the existing rate level or average rate on 
the class, although individual rates on individual members of the class may go 
up, go down, or remain unchanged. 


CONCLUSIONS AND RECOMMENDATIONS RELATING TO REVISIONS IN THE PRESENT 
METHODS OF COMPUTING FIRE INSURANCE RATES FOR NEW YORK CITY BISKS 
(PAGE 9 OF ATKISS REPORT) 


Nonsprinklered risks 


1. Simplification of rating procedures is the greatest need in the present 
methods of making fire insurance rates in New York City. 

We have for some time recognized the need for simplification. Progress has 
been made in that direction by the adoption of new mercantile schedules, fire 
resistive and nonfire resistive. 

Mr. Atkiss states on page 33 of his report “* * * the charges for the mer- 
cantile schedules, both fire-resistive and nonfire resistive, are simpler; and the 
instructions for applying the individual charges are clearer. The makeup of 
both of these schedules has been revised within the past 8 years, and the new 
sets of charges and credits represent an improvement as far as gains in sim- 
plicity and clearness are concerned.” 

We are trying to push the work of simplification as rapidly as possible. Our 
aim is to rate as many classes of risks as possible on what are now called the 
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mercantile schedules, retaining special schedules only for a few classes pos- 
sessing special characteristics, such as electric light and power plants, gas 
plants, oil refineries, piers and traction risks. 

Any work of worthwhile revision is usually hampered by the companies not 
wishing rates to reduce and the insurance department not wanting rates to 

se. 
Wales Mr. Atkiss in his report (conclusion No. 5 on p. 5) states that “Disturb- 
ance of existing rate levels by classes due to the introduction of new ratemaking 
procedures should be limited to corrections made necessary on account of changes 
in fire loss data, expense data, or otherwise to rectify practices that are 
jnequitable.” b . 

We are now (March 1952) engaged in trying to transfer garages to the non- 
fire resistive mercantile schedule as part of our aim to rate as many classes of 
risks on the two mercantile schedules as possible. 

2, A single compilation of intelligible and currently applicable rating rules 
should be the basis for clarifying rating procedure in New York City (pp. 
$4-9-10). 

This has already been done. An up-to-date book of “rating schedules and 
rating rules was issued November 1950. On page 4 of his report Mr. Atkiss states 
that progress was being made in this direction in New York City. 

3. The application of a uniform set of charges for all nonsprinklered risks in 
the computation of specific building and contents rates is desirable. Some excep- 
tions may be made for a few classes possessing very special characteristics, such 
as electrical utility plants or pier risks. 

See comments under item 1, which also apply to this item 3. 

When our aim to make our mercantile schedules applicable to as many classes 
as possible is attained this suggestion will be carried out. 

4. Reasonable relationships between groups and classes of risks should be 
established and maintained. A single method of computing contents rates and 
charging for different types of construction will be of great assistance in this 
regard. 

“This will be achieved by the use of one schedule for all but a few classes, as 
per comments under 1 and 3 just preceding. 

5. The development of a system that will segregate charges covering the 
expense cost of fire insurance from the fire loss cost would contribute to any 
justification of fire insurance rates. 

Mr. Atkiss also refers to this subject under “Conclusions and recommenda- 
tions as to the evaluation of new procedures in fire insurance ratemaking” on 
page 5 of his report, where he states, “The procedures should entail provisions 
for evaluating the fire loss cost and the expense cost of fire insurance independ- 
ently, in order to insure adequate rates.” Page 6. “The procedures of rate- 
making should carry items that would result in separate provision for expense 
and profit loading. This part of the rate makeup should be separate from the 
fire hazard charges and credits.” 

See our comments on page 7 of this memo in reference to Mr. Atkiss’ recom- 
mendation No. 2 on page 5 of his report “* * * as to evaluation of new pro- 
cedures * * *” 

6. Continuous research and statistical investigation should be carried on by 
the rating organization whereby rating procedures could be supported, particu- 
larly in regard to the two points last stated above. 

Iam not in sympathy with this so far as it pertains to point 5. 


CONCLUSIONS AND RECOMMENDATIONS RELATING TO REVISIONS IN THE PRESENT 
METHODS OF COMPUTING FIRE INSURANCE RATES FOR NEW YORK CITY RISKS (P. 9 OF 
ATKISS REPORT) 


Sprinklered risks 

1. In the application of the present schedule of charges and credits, unfair 
discrimination is possible between individual risks of similar physical charac- 
teristics and hazards. 

See Mr. Atkiss’ comments on page 11 of his report. It is possible, but every 
effort is made to avoid it. 

2. A revised schedule is desirable that would proceed logically with concise 
instructions for applying individual charges and credits. 

See comments of Mr. Atkiss on page 11 of his report. I would not object to 


asimpler and more direct schedule. This matter has been the object of statewide 
study in the direction of a uniform schedule. 
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3. The results of the application of a revised schedule should be in harmony 
with justifiable relationships between groups and classes of risks. 

No quarrel with this statement. Is it not a repetition of recommendation No, 
3 on page 5 of the Atkiss report? 


MISCELLANEOUS COMMENTS AND INFORMATION 


(Page references are to pages in Atkiss report) 


Lack of recordkeeping (p. 3) 


Recordkeeping can be carried to the extreme. Previous to 1929 we maintained 
a classification cabinet which segregated risks by classes. (We have been print. 
ing N.B. classification numbers on rate cards since at least 1919.) When Manager 
Hess joined us in 1929 (and no one was more satistical minded than he), he 
decided the expense of maintaining the system was not justified by the use we 
found for it, and it was discontinued. 

When we started using the revised mercantile schedules, I directed that a 
ecard cabinet be set up and maintained which would contain a card for all risks 
rated on those schedules. I hope it is up to date. 

Whenever we wish any information as to the number of risks in a class or the 
average rate on a class, we put a number of employees on the job going through 
our active rate cabinet to obtain the information. If the information is needed 
in a hurry, we increase the number of employees on the special job accordingly, 
By this method we are able to get any information we wish and we know the 
cabinet we are referring to is up to date. 


Descriptive material sources—condition of rules and schedules, (pp. 8—4-9-10) 


Our publication in November 1950 of the book of schedules and rating rules 
should remove most, if not all, of this criticism. 


Single schedule of charges and credits (pp. 7 and 44) 


The gradual transfer of as many classes as possible to the two mercantile 
schedules (the name can eventually be changed), will bring this about. The 
adoption of the schedule known as rational rating, which we drafted several 
years ago, would by now have resulted in practically all classes being rated on 
that schedule. Personally, I felt at that time criticisms or suggestions made by 
the insurance department and others could have been met and the schedule put 
into effect; but for some reason it was abandoned entirely. The two revised 
mercantile schedules are an attempt to reach by gradual means what rational 
rating would have done in one sweep. 

If we could say that we are going to transfer all future ratings on all classes 
to the mercantile schedules without regard to the results, we would have this 
criticism removed in 5 years. But as each individual class is considered for 
transfer to the schedule, extensive tests must first be made of thousands of rates 
to see what change in rate level will result and even how many individual rates 
will decrease, increase or remain unchanged. 

On page 33, Mr. Atkiss says “On the whole the charges for the mercantile 
schedules, both fire resistive and nonfire resistive are simpler; and the instruc- 
tions for applying the individual charges are clearer. The makeup of both of 
these schedules has been revised within the past 8 years, and the new sets 
of charges and credits represent an improvement as far as gains in simplicity 
and clearness are concerned.” 


Research department (pp. 9, 10, 58) 


Agree. The central office has recently made certain additions to its staff 
along this line. In city division, Mr. Knapp was transferred to the executive 
department a few years ago to set up such a department in connection with New 
York City schedules. Retirement of Mr. Hess and illness of successor has 
hampered the intended building up of this phase of our work, long in contem- 
plation by the present management. 


Top page 11 of report 
I fail to see how the establishment of a stamping office in New York City 

would furnish “sources of informative data * * * for research study” to achieve 

and maintain a satisfactory rating system. 

Sprinklered risks and sprinkler schedule (pp. 9, 11, 12, 59) 

See my comments on page 10 of this memo on sprinklered risks. 
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Class rates (p. 12, 15 to 23) 

Mr. Atkiss says on page 12: “in general, the study of class rates indicates a 
reasonable degree of coherence within the group.” 

As to class contents rates, he says on page 19: “The averages may be taken 
as general indicators that a reasonable relativity is maintained between the 
occupancy grades when classified according to standard classification” * * * 
“other averages of rates are logical.” (See also comments on p. 15 of this 
memo re general class rates, also see F. J. Donovan’s separate report on class 
rates for stocks. ) 


Mercantile schedule occupancy charges (p. 39-41) 


Mr. Atkiss says on page 39: “The set of occupancy charges for use in conjunc- 
tion with the new mercantile schedules appears to have a logical basis and the 
actual charges are applied in a direct manner.” (See also similar comments top 
p. 41.) 

Occupancy charges for other schedules (pp. 39, 40, 41, 42, 43) 

In referring to occupancy charges used on other schedules than mercantiles 
and sprinklered, Mr. Atkiss says on page 41: “It would seem more reasonable 
ifa single set of occupancy charges were used.” 

Of course this will be done when we finally get all risks now rated on the general 
schedule, the two comprehensive schedules and the two manufacturing schedules, 
and the theater schedule transferred to what we now call the mercantile sche- 
dules. To use the mercantile schedule occupancy charges now in ratings under 
the schedules just mentioned would upset many thousands of individual rates 
and disturb rate levels on large classes and make statistical reports on those 
classes worthless for several years, until we had a worthwhile experience built 
up on the basis of the new rates. 

As previously stated by us, we hope to do away eventually with the following 
schedules by transferring classes now rated thereon to the mercantile schedules: 

Manufacturing schedules—Fire-resistive and non-fire-resistive. 
Comprehensive schedules—Fire-resistive and non-fire-resistive. 
General schedule. 

Brewery schedule. 

Theater schedule. 

Church schedule. 

Then we will be using one set of occupancy charges for all these classes. 

This will leave us only the following schedules: 

Mercantiles—Fire-resistive and non-fire-resistive (probably with name 
changed to “Comprehensive” ). 

Sprinkler schedule. 

Piere and wharf schedule. 

Electric generating station schedule. 

Gas plants and oil schedules. 

On page 26 of his report, Mr. Atkins, in listing the schedules used by the city 
division, includes “ferry house schedule” and “flour mill—fire-resistive schedule.” 
These schedules were abrogated and discontinued a great many years ago. I 
don’t know where he got the names of them, even. 

At the moment our efforts are being directed to the task of getting rid of the 
general schedule (which is used more than any other schedule), by transferring 
risks rated thereon to the non-fire-resistive mereantile schedule. At the moment 
we are working on garages. About 2 years ago we had progressed considerably 
toward a transfer of stores and dwellings rated on the general schedule for vari- 
ous reasons, to the mercantile schedule, but dropped that work in favor of com- 
pleting the publication of the “Book of Schedules and Rating Rules.” If the 
work on the stores and dwellings could be completed we would be a long way 
toward doing away with the general schedule. 

At this point, I would recommend to Mr. Rice that every effort be made as soon 
as possible to set up a separate staff in the city division to do this research and 
rerating work. At the present time the numerous test computations which must 
be made are necessarily done by experienced raters which we must take off regu- 
lar current work, with the result that one or the other suffers, the research or the 
regular work, and it is of necessity the research work. 


Should be wniformity in charges and credits on all schedules? (pp. 7, 10) 


This uniformity will be attained when we reduce the numbers of schedules used, 
as planned and as previously mentioned in these notes. 
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Should a charge be the same for all types of construction, or should the degree of 
a hazard in relation to construction be the guide in determining a charges 
(p. 7) 
The construction and the degree of hazard should be the guide. See our treat. 
ment of certain charges on fire-resistive mercantile schedule because of “light oe. 
cupancy.” See also italicized wording on page 23 of this memorandum. 


Condition of rating rules bulletins at time of Mr. Atkiss’ study. (p. 4, 3d par.) 


Mr. Atkiss states that “A supervisory staff member of the New York City diyj. 
sion * * * was not certain of the current correctness of his rating rules bulletip 
on the subject of district charges,” etc. I do not know who the member of the 
staff was, but if Mr. Atkiss had consulted the manager or assistant manager he 
would have been correctly informed. 


District charges—(p. 33) 


On this subject, Mr. Atkiss states on page 33: “* * * Risks located in certain 
geographically defined areas within New York City are subject to increases jp 
rates. One of these territories covers a portion of the congested East Side dis. 
trict of Manhattan: * * *” 

My comment: For the rules on this subject see pages 97 to 102, inclusive, ap- 
pendix to general rating rules, book of rating schedules and rating rules of the 
New York City division. 

Mr. Atkiss omits to mention the other district in the lower end of Manhattan, 
known as Manhattan District No. 1, where reductions in rates apply to certain 
risks on certain schedules. 

These “district differentials” in these two districts, “Manhattan Districts No, 1 
and No. 2” are of long standing. We intend ultimately to supersede them. This 
is being accomplished whenever a new schedule is adopted or an existing schedule 
revised, as witness the fire-resistive merchantile schedule, the non-fire-resistiye 
mercantile schedule and the pier schedule, which no longer include these district 
differentials. 

The charges and reductions in the above districts apply only to specifically rated 
risks, not to class-rated risks. Mr. Atkiss says “* * * the question may be raised 
as tou whether unfair discrimination is practiced in the sections where they are 
applied, particularly as class rated risks are not always affected the same as 
specifically rated risks by such charges.” 

As to Manhattan Districts Nos. 1 and 2, my recollection is that these reductions 
and increases had something to do with the removal of the rate increases put into 
effect in this territory following the San Francisco earthquake and fire (was it 
in 1907?). We would have to go back in the records and determine whether or 
not at that time class or minimum-rated risks were included in that advance, and 
how they were treated in respect of the application of the old district charges 
and credits for the installation of the high pressure water system in those dis- 
tricts. As we intend to do away entirely with these districts and the differentials 
referred to, the subject would appear to be academic at this time. 

As to the Coney Island and Manhattan Beach districts, the district charges 
apply in like amount to both specifically rated and class-rated risks within the 
defined districts. 


General class rates—(pp. 12 and 16 of Atkiss report) ratios between brick and 
frame buildings rates with and without mercantile occupancy 


The present class rates for buildings and household furniture are as follows: 
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On page 16 of his report, in referring to general class rates, Mr. Atkiss states: 
“Relationships between the rates by classes appear to be reasonable, but some 
questions may be raised in regard to the relationships of rates by the two types 
of construction. Mercantile occupancy and the combination of dwelling and 
mercantile occupancy result in higher rates than for only dwelling occupancy. 
This is true for both building and household contents rates”. 

My comment is that this is perfectly logical, and Mr. Atkiss does not indicate 
that he disagrees with this result. 

Mr. Atkiss goes on: “Frame construction calls for higher rates than brick 
construction, but the differential between the rates for the two types of con- 
struction becomes greater with the introduction of mercantile occupancy. For 
instance, the class rate for frame constructed apartment buildings with mer- 
cantile occupancies (0.50) is double the rate for the same type of risk of brick 
construction (0.25). A comparison of the rates for apartment buildings without 
mercantile occupancy indicates that the rate for frame constructed risks (0.20) 
js only one and one-third times the brick rate 0.15.” Mr. Atkiss then asks this 
question: “Would it not be more logical for the ratio between brick and frame 
construction for risks containing merchantile occupancy to be less than the 
corresponding ratio for dwelling risks without mercantile occupancy?” 

(I insert the above rates in parentheses. They were the rates which applied 
at the time Mr. Atkiss prepared his report. The ratios between them still 
obtain.) [Italic is ours.] 

My answer to Mr. Atkiss’ last question is ‘“‘No,” for the following reasons: 

Underwriters have long regarded dwelling occupancy, including as it does the 
constant presence of human habitation, as entitled to the lowest fire insurance 
rates. The entrance of any type of business occupancy into the risk, whether 
it be light mercantile or manufacturing, dilutes that all-dwelling quality and 
reduces the desirability of the risk. When there is nothing but dwelling ocecu- 
pancy present in an apartment house to which Mr. Atkiss refers the difference 
between brick and frame construction is recognized by a higher rate for the 
frame building. The difference between the brick and frame rates in this case 
is not as great as it is if the two buildings both contain mercantile occupancies 
because of the belief that the constant presence of the dwelling tenants in the 
all-dwelling building lessens to some extent the difference between brick and 
frame construction, while the entrance of mercantile and business occupancies, 
with their varied types of contents and “housekeeping” practices with un- 
oecupancy during nonbusiness hours, and other less desirable features, increase 
the probabilities of loss in frame constructed buildings and, therefore, justify 
the wider spread between the rates for brick and frame construction in the store 
and dwelling or part mercantile risk than in the all-dwelling building. 

Mr. Atkiss’ last comment on this subject on page 16 is: “The differential 
between building rates and household contents rates narrows when mercantile 
occupancy is present.” I think this is logical because of the same belief that 
the introduction of mercantile occupancy increases the possibility of loss to 
the household contents and makes them less desirable from an underwriting 
standpoint than in a building occupied solely for dwelling purposes. You will 
note in the case of frame construction that in a frame store-and-dwelling the 
present class rates for building and household furniture are exactly the same, 
while in a frame apartment dwelling (without mercantile occupancy) the build- 
ing rate is 0.21 and the household furniture rate is 0.26. 

In any discussion today of the subject of ratios between classes, whether the 
distinction be between classes of occupancy or classes of construction, it must 
be borne in mind that the present trend toward the extensive use of statistical 
or classified experience on a large number of classes, based upon occupancy 
and construction, in directing class rate revisions upward or downward, is 
bound to render “visual comparison” between types of occupancy and types of 
construction of little value. By “visual comparison” I mean the natural or 
inherent opinion on the part of an underwriter or a rater, or the average lay- 
man for that matter, that fire insurance rates for a brick building and its 
contents should be reasonably higher than for a fire-resistive building, and that 
rates for frame construction and its contents should be reasonably higher than 
for brick construction ; that the rates for office occupancy should be lower than 
the rates on a garage occupancy. But if the use of statistical or classified 
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experience is carried to the extreme, and each class adjusted periodically jp 
strict accordance with the experience on that class, by occupancy and ¢op. 
struction, inconsistencies such as distortion of the rate differential as betweey 
brick and frame construction and as between protected and unprotected rat, 
are bound to occur. Class revisions, such as we have had in 1944, 1947 and 195] 
should, in my opinion, be made more on the basis of occupancy classification 
and with less emphasis on subdivisions of construction. 

A classic example of this point was our action in 1947 of providing for q 5. 
percent increase for brick sprinklered, manufacturing risks and a 20-percent 
reduction for frame risks of the same class. The ratio between all types of 
construction in sprinklered risks is not great to begin with (on the theory of 
sprinkler experts that automatic sprinklers “level all hazards”) and any gych 
difference in class revision treatment, based on construction, especially when the 
number of risks in the frame class were comparatively few, should have beep 
avoided. It was not long before we received a complaint from the owner of 
brick sprinklered risk questioning a greater class reduction and a lower rate 
on his friend’s frame sprinklered risk. By “visual comparison” of the rates 
it looked silly; but if we are to be guided entirely by classified experience ang 
the statistics show that the loss experience on frame risks is better than op 
brick risks, then the frame risks are entitled to lower rates; and if the expe. 
rience on garages is better than on offices, then garage rates should be lower than 
office rates. 

All of the above is by way of a preamble to the point that even though the 
present ratios between brick and frame construction for buildings with only 
dwelling occupancy and brick and frame risks with both dwelling and mercap- 
tile occupancy might appear to Mr. Atkiss logical and not warranting criticism, 
these ratios could eventually be distorted and thrown out of line by a general 
class revision that because of classified experience indicated an increase ip 
brick rates or a reduction or no change in frame rates; or a reduction in frame 
rates and no change in brick rates; or different percentage increases or reduc. 
tions for both types of construction or occupancy. 


GENERAL 


I think that what supervisory officials, legislative investigating committees, 
chambers of commerce, trade associations and individual inquirers into our 
rating methods and systems should have emphasized to them is that their para- 
mount concern should be with the final rates which we provide, whether they are 
general levels of rates or rates on certain classes of risks or on individual risks, 
rather than with the methods by which the rates are arrived at. If those rates 
are reasonable and can be defended by the rating organization, what difference 
should it make to an insured or a group of insureds, if the individual rates are 
arrived at by a hundred charges and credits or 10 charges and credits or by 
class rate methods. No matter what system or method is used to produce the 
final rate—if that rate is too high numerous pressures will see that it soon reaches 
its proper level. 

Naturally, supervising officials should be concerned if the cost of rating work 
is unreasonably expensive because of the methods used and thus is reflected in 
general costs of the business and in the level of rates. The insurance con- 
panies themselves should be and are watchful of the same cost. But recom- 
mendations of the type Mr. Atkiss makes, such as the development of a system 
that will segregate charges covering the expense cost of fire insurance from the 
fire loss cost in order to justify fire insurance rates, and the possible gathering 
of statistical data relating to fire loss experience from various building defi- 
ciencies and unsafe conditions in order to justify the charges made for such 
items in our schedules, would add to the expense of our rating work, would in- 
ject additional controversial factors, and would leave us with what? A rate 
which would still be adjusted, either up or down, because of experience on the 
class. 

Note should be made of the fact that Mr. Atkiss proposes the introduction of 
such additional research and statistical work, while his very first conclusion 
and recommendation on page 9 of his report reads: “Simplification of rating 
procedures is the greatest need in the present methods of making fire insurance 
rates in New York City.” 
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I don’t mean to give the impression from the above that we don’t believe we 
should be required to justify our rates. I think we do that now under the pres- 
ent supervisory laws and practices. What I am opposed to is the injection of 
theoretical and statistical requirements into our work to the point where we 
will be spending more time and money in gathering statistics than in putting 
out our product. 

As stated previously, perhaps to the point of boredom to any one who may 
read these notes, our plan is to use one rating schedule for the rating of all 
classes of risks except those which are so different from the average as to re- 
quire separate schedules. Our progress toward that end is slow for the follow- 
jpg reasons : 

(a) Any wholesale rerating of a class under a new rating method is bound 
to result in some increased rates and some reduced rates, even though the gen- 
eral average rate of the class is maintained. The insurance department is re- 
juctant to agree to any increases but for the sake of progress they have done 
so. Individual insureds whose rates increase complain, and they are not solaced 
by our explanation that we adopted a new method of rating. They are not 
interested in our methods. 

(b) The schedule to which the class is being transferred was originally geared 
to produce a level of rates on other classes and to recognize the peculiar con- 
structional and occupancy conditions of those classes. Consequently, additional 
items and rules must be added to the schedule to make it fit the new class and to 
provide the desired level of rates on the new class, without disturbing the rates 
on the risks already rated on the schedule. This requires months of tests and 
retests of thousands of ratings before an acceptable solution is reached, and 
in the process perhaps some prized rating theory has to be sacrificed for prac- 
ticality. 

(c) This work requires a trained staff of raters under the supervision of one 
trained in mathematical and statistical work and grounded in the theoretical 
and practical sides of rating work, with a thorough knowledge of building con- 
struction, occupancy hazards and protective features. This, of course, is the 
problem of the rating organization—to build up the proper department to carry 
on this work. 

In connection with this general subject it is well to note and repeat the com- 
ments of Mr. Atkiss on page 1 of his report under the heading of “Purpose and 
Objectives”. In the second paragraph he states, in referring to the legislative 
directives under which the insurance department operates, “These directives, 
it should be made plain, leave the power to initiate rating methods in the hands 
of the fire insurance business. The insurance department has the authority 
to reject rating methods which produce rates that are excessive, inadequate, un- 
fairly discriminatory or otherwise unreasonable; it docs not have authority to 
originate rating methods, nor to insist upon the use of a particular method of a 
different method is proposed by the industry which will produce rates that will 
meet the standards of the rating law. The choice between two or more methods 
of ratemaking lies with management and not with Government, where such 
methods are not violative of law.! [The italic is mine.—F. J. D.] 


STATISTICAL OR CLASSIFIED EXPERIENCE 


“Experience” in its insurance sense is expressed as the relation between 
premiums and losses for a given time interval. It is obvious that some form of 
classification of premiums and losses is necessary to any refined analysis of 
overall experience, and a refined analysis of overall experience is necessary if we 
are to avoid unfair discrimination against readily definable groups. 

It will probably always be true that profitable business will have to “carry” 
the unprofitable classes, because the requirement that each group stand on its 
own experience would place an intolerable burden on small classes and bring 
premium levels on profitable groups to.a point where even careful management 
on the part of insurers would not produce an adequate margin of premium in- 
come to take care of the unexpected and unusual loss trends that make fire in- 
surance the necessity it is. 





4Important point for ratemakers.—F’. J. D. 
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The use of statistical experience as a basis for schedule fire rating is quite g 
controversial subject. Opinion ranges all the way from the making of fire in- 
surance rates by the use of elaborate statistics showing burning ratios of large 
numbers of classes with a minimum amount of schedule rating, to the other ex. 
treme of elaborate detailed schedule rating and no reliance upon classified statis. 
tics. Somewhere between these two extremes lies the desirable mean, 

Any classification to be helpful in ratemaking should be based upon a reagop. 
able grouping of similar risks and should be based on a wide area of territo 
and a long stretch of time, with such modifications for different local conditions 
as are clearly justified not so much by the past experience of the locality ag by 
the reasonable expectation of the continuance of that experience in the future, 
The making of fire insurance rates is an exercise in prophecy, not in history, 
the history of past experience being available for ratemaking purposes only go 
far as it justifies a prophecy as to future experience. 


RATES—THEIR OBJECTS 


The objects of the rating organization in fixing the rates of premiums to be 
charged for risks or classes of risks in this territory are three: 

1. To provide such a program income from the aggregate of fire underwriting 
operations in the metropolitan district (or New York State as the case may be) 
as will in average years be sufficient to pay the losses incurred in that district, 
plus the specific expense and a pro rata share of the general expense of doing 
the business, and yet leave margin enough both to pay a fair profit on the capital 
and surplus invested and to provide for the accumulation of a reserve against 
extraordinary or conflagration losses not occurring in average years and not to 
be treated as exclusively a metropolitan district (or New York State as the case 
may be) contingency. 

2. So to apportion this levy, or insurance tax, among the various classes of 
risks as to make each class come as near as possible to the payment of its own 
losses and the contribution of its proper proportion toward the expense, profit, 
and reserve accounts. 

3. So to distinguish between individual risks of the same class, that— 

(a) proper credit will be given or proper made for all variations above or below 
the standard of the average risk of the class, according to the best judgment of 
underwriters and fire protection experts; 

(b) every property owner can be made to see just what it is that operates, 
and how far it operates, to make his insurance cost more or less than his neigh- 
bor’s in the same business, so that the suspicion as well as the actual practice 
of unfair discrimination may be removed; and 

(ec) every proper kind of pressure and inducement may be brought to bear in 
the direction of the improvement of the fire hazard and the reduction of the fire 
waste. 


RATING METHODS—CLASS RATED RISKS 


It is estimated that of approximately 694,000’ buildings in New York City, 
602,000, or 87 percent of the entire number are, with their contents, exempted 
from schedule rating altogether and left in what is called the class-rated class, 
i.e., subject to a class rate based wholly on the character of the occupancy. 
In the main, these are dwellings, apartment dwellings and store-and-dwelling 
risks. These class rates are based on the experience and general judgment of 
underwriters as expressed in a long series of such ratings made in New York 
and elsewhere, and which have been subject to constant modifications as conditions 
and underwriting results have changed. On such risks usually no additional 
charge above the class rate is made, even for exposure. 


RATING METHODS—-SCHEDULES 


There remain about 92,000 buildings, comprising all the important mercantile, 
manufacturing and general hazards which are rated, and constantly rerated as 


*In 1947—figures from New York City Tax Department. 











te a 
in. 
irge 
ex- 
itis. 


son- 


ons 
} by 
ure, 
ory, 
r $0 


be 
ing 
ict, 
ing 
ital 
st 


| to 
ase 


of 
wn 
vfit, 


ity, 


88, 
cy. 
ing 


ork 


ons 
nal 


ile, 


THE INSURANCE INDUSTRY 3321 


changes of condition, occupancy, construction or equipment occur, under one or 
other of several schedules or detailed tables of charges and credits in use. The 
four principal schedules employed in the making of specific rates by the New 
York City division are the following: ‘ 

1. The general schedule: It is generally used for rating stores and dwellings 
which are under the limit of area but of grade floor occupancy taking them out 
of the class-rated class. It is also used for rating livery stables and garages. 

2. The mercantile schedules (fire-resistive and non-fire-resistive) : These sched- 
ules apply primarily to risks occupied throughout for business purposes, as the 
puying and selling of goods, or light manufacturing, including all kinds of 
clothing manufacturing. Heavy printing establishments, woodworking and 
metalworking are not rated on this schedule, but on the manufacturing schedule, 
described below, while a mercantile building with two or more floors occupied 
for dwelling purposes would also not be rated on the mercantile schedule, but on 
the general schedule. ; 

38. The manufacturing schedule: This begins where the mercantile schedule 
leaves off, embracing all serious manufacturing hazards, as distinguished from 
the light manufacturing classes such as clothing. All frame risks having even 
light manufacturing occupancy are rated on same schedule, never on mercantile 

hedule. 

. In addition te the 4 chief varieties of schedules described above, there are some 
12 special schedules limited to single and peculiar classes of risks, as theaters, 
ehurches, hotels, and public buildings, piers, breweries, etc.; and including the 
schedule known as the sprinkler schedule, which provides exceptionally low rates 
for risks protected by high-grade automatic sprinkler equipments. 

In construction, the various schedules of all the foregoing classes differ chiefly 
in the number of separate items that enter into consideration in computing the 
separate ratings and in the relative values given in them to the same items 
because of the wholly different hazard constituted by like physical features when 
found in risks wholly unlike in occupancy and general construction. But they 
agree in starting from some characteristic base rate, to which additions, each 
in itself usually extremely small, are made to cover all the classifiable hazards 
of defective construction and fire protection, the presence of dangerous sub- 
stances, processes, and conditions, exposures, etc.; and from the total thus 
reached deductions or allowances are made for any features better than those 
assumed in the standard risk of the class dealt with. Usually, the final rate thus 
reached is differentiated by definite though varying methods to make (1) a 
building rate, and (2) a contents rate that will cover the greater damageability 
of the various kinds of insurable contents. The final rate reached on a schedule- 
rated risk may be the result of adding or subtracting as many as 30 or 40 items 
or as few as 3 or 4, according to its class and its particular features. Theoreti- 
cally, the total of items on the New York City fire-resistive mercantile schedule 
is 40, but it is never possible to find and deal with them all in the rating of any 
one risk. 

All schedules for rating are originally worked out backward, of course. That 
is to say, their aim being to produce a proper rate for the average or typical risk 
of the class dealt with, and then to make that average rate automatically vary 
in due proportion for risks below or above the average of the class, it follows that 
any schedule must be experimentally worked out by repeated tests and changes 
until its results do in fact secure these objects as nearly and as generally as 
possible. And the work of mending schedules never stops. Changed conditions, 
processes and methods of construction, and any apparently permanent changes 
in the fire waste of a class or locality, even if not connected with discoverable 
changes of physical hazard, all require constant revision and readaptation of 
rating schedules. This work to some extent originates with and is carried on 
by the working members of the rating organization staff or its management, 
but it is under the control or direction of a standing committee on rates. This 
committee is composed of practical underwriters who are in constant and close 
touch with the whole subject, and who from their own experience and that of 
their associates, and from their dealings with wideawake brokers and trade 
representatives of all kinds, are specially fitted to constitute, as they do, a 
court of appeals for the hearing of all questions affecting the application of exist- 
ing schedules to peculiar individual risks, and a board of advisers to the rating 
organization itself, as to the introduction of new schedules or the modification 
of old ones. No new or modified schedule is put in force until after it has been 
tentatively applied to a considerable number of risks of the class for which it is 
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intended, and the results have been closely studied with special reference to the 
exact effect of its specific charges and credits in differentiating good and bad 
risks. 





APRIL 24,1959. 
Dr. J. H. FINNEGAN, 
The National Board of Fire Underwriters, 
New York, N.Y. 

DEAR Mr. FINNEGAN: I am returning herewith, the papers you loaned me 
under date of March 21 in connection with the Atkiss report. With the support 
of your comments, I wrote to the American Municipal Association suggesting 
that the whole report was controversial, that Mr. Atkiss’ conclusions were yp. 
acceptable to the industry, and that we might ultimately have to make some 
rebuttal to it. While I have not heard directly from Executive Director Chat. 
ters, I have copies of correspondence he has had with Mr. Neale and it now 
appears that he has withdrawn those sections of their proposed report which hag 
to do with rating and grading. I am accordingly sending the papers to file and 
so am returning your notes which I think you would want to keep available 
because this subject may come up again in the future. 

I am taking the liberty of noting in my file that you have some observations 
on the report which might be useful in the event that we shall have to go into 
the matter again. 

Sincerely yours, 
H. D. Rice. 


MINUTES OF THE ANNUAL MEETING OF THE NEW YORK FIRE INSURANCE Ratna 
ORGANIZATION HELD IN New York City ON TueEspAy, Fesruary 9, 1954 


The meeting was called to order at 2 p.m. with Chairman Ross presiding. 

It was reported that there were 101 companies represented and that this 
constituted a quorum. 

The reading of the minutes of the meeting of February 10, 1953, was dispensed 
with because these minutes had been printed and distributed to all affiliated 
companies. 

REPORTS OF OFFICERS AND COMMITTEES 


Reports of officers and committees were presented as follows: 

Report of the secretary by Mr. Stanley. 

Report of the treasurer by Mr. Cullen. 

Report of the subcommittee on finance by Chairman Patton. 

Report of the subcommittee on rates, rules, and forms by Mr. Smith for 
Chairman Magrath. 

Report of the subcommittee on salaries and personnel by Mr. Stanley for 
Mr. Wallace. 

Report of the governing committee by Chairman Ross. 

A motion was made to approve the actions of the governing committee during 
1953 and the motion was seconded and unanimously carried. 

A motion to accept all reports of officers and committees and to authorize 
their publication and distribution to all affiliated companies and interested 
organizations was made, seconded, and unanimously carried. 


REPORT OF NOMINATING COM MITTEE 


Chairman Priors, in behalf of the nominating committee, presented for con- 
sideration of the membership the names of Messrs. K. B. Hatch, J. A. North, 
J. V. Herd, R. 8. Garvie, and W. L. Nolen for 3-year terms as members of the 
governing committee. There were no other nominations and a motion was made, 
seconded, and carried to close nominations and instruct the secretary to cast 
one ballot for the candidates named. The secretary reported that the ballot had 
been cast and the nominees were declared elected. 


NEW BUSINESS 


Mr. Reynolds paid tribute to retired General Manager Rice and moved that a 
special subcommittee be appointed to prepare a suitable resolution expressing 
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the appreciation of the companies for his long and devoted service to the indus- 
try and that such resolution be made a part of the printed record of this meeting 
and also be suitably engrossed and presented to Mr. Rice. The motion was 
seconded and unanimously carried by a rising vote. 

After announcement of a meeting of the governing committee to be held im- 
mediately following the annual meeting, Chairman Ross entertained a motion 
to adjourn which was duly carried. 

Meeting adjourned. 

H. 8S. Strantey, Secretary. 

Approved. 

A. L. Ross, Chairman. 


MEETING OF THE GOVERNING COMMITTEE OF THE NEW YORK FIRE INSURANCE RATING 
ORGANIZATION, HELD FresruarY 9, 1954, aT 2:45 P.M. IN THE BoaRp Room, 2p 
FLoor, RE JOHN STREET, NEw YorK City 


There were present : 

Mr. A. L. Ross, Mr. W. L. Falk, Mr. J. V. Herd, Mr. E. D. Patton, Mr. R. 8. 
Garvie, Mr. W. L. Nolen, Mr. J. T. Goeller (representing Mr. Gilbert 
Kingan), Mr. Norman Frost (representing Mr. John Glendening), Mr. §S. T. 
Skirrow (representing Mr. J. C. Evans), Mr. H. 8S. Stanley. 


ORGANIZATION OF COMMITTEE 


Nominations were solicited for chairman of the governing committee for the 
ensuing year and Mr. A. L. Ross was nominated. There being no other nomina- 
tions, Mr. Ross was formally elected. 

Mr. John Glendening was then nominated and elected to serve as vice chair- 
man for the ensuing year. 


BEEKMAN-DOWNTOWN HOSPITAL 


The donation of $500 to the Beekman-Downtown Hospital 1954 maintenance 
fund was authorized. 


REPRESENTATIVE FOR PROCESS SERVICE 


In conformance with the rating law of New York State, Assistant General 
Manager Kenneth O. Smith was designated to replace Mr. Miller as a resident of 
New York State, authorized to receive service of process on behalf of the rating 
organization. 

LEGAL COUNSEL 


The committee was advised of the expiration of the contract for services of 
legal counsel and after a formal motion, it was voted to authorize a special sub- 
committee, with power, consisting of Messrs, Reynolds, chairman, and Herd to 
make arrangements for the employment of counsel for the coming year. 

Note—The special subcommittee reported, on February 10, 1954, that it had 
reached an agreement with Powers, Kaplan & Berger to continue their services 
as legal counsel for the organization for the year ending February 28, 1955, on 
the same terms as prevailed during the past year. 

Meeting adjourned. 

H. 8. STANLEY, Secretary. 
A. L. Ross, Chairman. 
Approved. 


REPORT OF THE SUBCOMMITTEE ON RATES, RULES, AND ForRMS For 1954 


A number of significant revisions in rates, rules, and forms were authorized 
by the committee at the eight meetings held during 1954. Altogether, 64 agenda 
items received study. Considerable attention was given to the dwelling class, 
and several broadened dwelling forms were adopted. The standard dwelling 
form was revised, including provisions added to extend coverage to certain 
private structures, and to rental value. The All Physical Loss Dwelling Build- 
ing Form No. 850 and the Dwelling Building and Contents Broad Form No. 849 
were also approved. The comprehensive dwelling policy recommended by the 
interbureau insurance advisory group was filed in behalf of 162 companies re- 
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questing such filing. The 1948-52 underwriting experience was considered and 
reductions adopted in dwelling classes and for builders risk property. Exten. 
sion of the limit of class C protection and revised definition of classes A, B,C 
and O public protection were approved. P 

Another important subject that received study by the committee was the 
Multiple Location Rules and Forms Nos. 1, 2, 4 and 5, which included changes 
in the rating formula and in the application of term rules to forms Nos. 1 and 2 
as recommended by advisory organizations. Certain revisions to the General 
Rules for Reporting Form A were accomplished at the same time. 

Filing of the rating plan for highly protected risks was authorized by the 
committee. The broad form replacement cost insurance endorsement was also 
revised to reduce the minimum coinsurance requirement from 100 percent to 
90 percent. 

Interpretive revisions in the uniform schedules and in the New York Gity 
division schedules were filed during the year, including a simplified edition of 
the uniform exposure schedule. The committee also approved changes in the 
uniform schedule for rating sprinklered risks, the petroleum properties schedule, 
and the schedule for rating of natural-gas pumping stations. 

In recognition of the favorable loss experience, fire insurance rates on pier 
and wharf structures and pier and wharf extended coverage endorsement rates 
in New York City were reduced 15 percent. 

After reviewing an industry study of the subject, the committee authorized 
filing of rates, rules, and forms for earnings insurance, available for all risks 
other than those classed as manufacturing. 

Several other subjects were considered by the committee and action taken 
included the following : 

The automatic sprinkler clauses were revised, as recommended by the Hastern 
Underwriters Association, to require the insured’s notification to the New York 
Fire Insurance Rating Organization of unsprinkled additions or extensions ip 
risks rated as sprinklered. 

A simplified form for the installment premium endorsement was adopted. 

Statewide uniformity of treatment of decimal places in rate computation was 
accomplished by providing the necessary instructions in the general rules. 

The general rules were revised to permit attachment of smoke damage, van- 
dalism, and malicious mischief and extended coverage endorsements to fire 
liability forms. 

A provision was added to the general rules for business interruption insur- 
ance for the computation of fire and extended coverage endorsement rates for 
radio and television studios and transmitting stations, including antennas and 
towers. 

Revisions were made in rent forms, errors and omissions insurance forms, 
manufacturing and special hazards forms, and business interruption forms 1, 
2, 3, and 4. 

The 5-percent surcharge, formerly imposed on specific or average rates, used 
with oil reporting form No. 140, was withdrawn. 

A rule was added to provide for coverage under a contractor’s automatic 
builder’s risk form. 

The general rule relative to exclusions of property was broadened to permit 
exclusion of coverage for new additions and extensions in process of construc- 
tion. This has the effect of providing for permissive separate insurance during 
the construction period. 

The rule for off-premises power was revised, to provide coverage against 
business interruption loss by radio and television stations due to damage to 
off-premises public utility plants, facilities, or transmission lines, including 
coaxial cables or microwave radio relays. 

As rule manual pages required revision, other editorial changes were made in 
several of the general rules and published forms to accomplish regional uni- 
formity. 

The advice and assistance of the conference committee of the New York State 
Association of Insurance Agents is again acknowledged, with many thanks. I 
would like also to express my gratitude to the members of the subcommittee 
for their time and effort contributed in the course of the meeting during the 
year. 


J. J. MAGRATH. 
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ReEPoRT OF THE SUBCOMMITTEE ON Rates, RULES, AND ForRMS 


During the four regular meetings of the subcommittee on rates, rules, and 
forms held during 1953, 58 agenda items were considered. Among important 
gubjects studied or filing authorized by the committee were the following: 

In order to make it possible to cover service risks under the Business Inter- 
ruption Gross Earnings Form 3, a revised definition of grass earnings was filed 
and a new form provided. 

Reporting form A rules again received consideration by the committee and the 
studies resulted in a filing to provide for eligibility of single location risks to 
coverage under this form. By separate action, the single plan of rates, forms, 
and rules for Multiple Location Reporting Forms 1, 2, 5, and class floater were 
adopted and filed with the insurance department to replace the two plans which 
had previously been in use. 

Another subject that received lengthy study by the committee was the report 
of the examination by the State of New York Insurance Department. A reply 
to the recommendations and summary contained within the report was prepared 
and recommended to the governing committee. 

Experience with the two types of deferred payment plans was studied and 
in view of the limited use of the annual extension (renewal) plan, all reference 
to that plan was withdrawn from the rules of this organization. Provision was 
made for conversion of outstanding policies bearing the renewal plan option 
to the installment payment plan where desired. 

A revised additional extended coverage endorsement form containing a new 
format and numerous editorial changes and clarifications was adopted. 

The informal criticism procedure used in connection with insurance on 
dwelling properties was extended to insurance covering household furniture in 
use. In other studies of stamping department procedures, the methods employed 
at the Buffalo office were revised to conform with the balance of the State. 

Other significant subjects considered and actions taken by the committee 
included the following : 

The comprehensive personal liability endorsement for use with fire insurance 
policies, and rules and rates therefor as originally filed by the National Bureau 
of Casualty Underwriters were adopted and filed in behalf of all member and 
subscriber companies. 

A filing was made to provide for separate treatment of new additions and 
extensions as builder’s risks subject to builder’s risk rules and rates. 

In recognition of new methods of pier construction, revised builder’s risk 
rates for piers were filed and published in the New York City division handbook 
of general rules. 

After reviewing a recommendation of the Underwriters Association of New 
York State, reduced rates for unprotected tourist courts were provided. 

In order to provide for coverage of landowner’s contingent interest in improve- 
ments similar to that availabel for land mortgages, provision was made in the 
general rules for such coverage by appropriate modification of the land 
mortagee’s contingent interest form. 

The committee adopted for filing rule changes to provide for an increase in the 
minimum charge from $1 to $2 in the rule for maximum and minimum charges. 

Necessary filing was authorized and the forms revised to increase to $200 the 
deductible amount in the inherent explosion clause and in the extended coverage 
endorsement for electric generating stations. 

Rules for average rate promulgations were revised by the addition of a provi- 
sion that business interruption insurance blanket rates shall not be valid for 
longer than 3 years. 

Rules, rates, and clause for coverage against interruption of off premises power 
and communication services for radio and television stations were adopted. 

Minor amendments to several uniform and New York City division schedules 
were made, directed toward greater uniformity in schedule application. 

Other subjects of a routine nature were considered and the actions taken have 
resulted in clarification of certain published forms, general rules, and rating 

Again, thanks are due the New York State Association of Insurance Agents and 
its conference committee, and the Underwriters Association of New York State 
for their help and advice to this committee in the studies of this year. I would 
like at this time to acknowledge also the contribution of the members of the 
subcommittee to the work accomplished in the course of the regular meetings 
during the year. 


J. J. Macratu, Chairman. 
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MEETING OF THE GOVERNING COMMITTEE OF THE NEW YoRK FIRE INsuranog 
RATING ORGANIZATION, HELD JUNE 22, 1954, aT 10:30 A.M., IN THE CoMMirim 
Room, 7TH Foor, 85 Joun Srreet, New YorK Ciry 


There were present : 
Mr. A. L. Ross, chairman. 
Mr. John Glendening, vice chairman. 
Mr. A. C. Wallace. 
Mr. E. D. Patton. 
Mr. R. S. Garvie 
Mr. P. W. Barnes (representing Mr. K. B. Hatch). 
Mr. BE. J. Martin (representing Mr. J. A. North). 
Mr. Victor Kurbyweit (representing Mr. J. V. Herd). 
Mr. H. T. Lewis (representing Mr. W. L. Falk). 


Mr. J. T. Goeller (representing Mr. Gilbert Kingan). 
Mr. H. C. MacAllister (representing Mr. L. S. Harvey). 
Mr. W. H. Rusher (representing Mr. A. L. Polley). 

Mr. A. Wyatt (representing Mr. H. B. Collamore). 
Mr. J. L. Magenheimer (representing Mr. W. L. Nolen). 
Mr. S. T. Skirrow (representing Mr. J. C. Evans). 

Mr. J. R. Barry for first item. 

Mr. W. J. Reynolds for first item. 

Mr. J. J. Magrath for first item. 


Mr. K. O. Smith. 
Mr. R. C. Hayden. 
Counsel Kaplan. 
Counsel Gross. 
Mr. H. 8. Stanley. 


UNDERWRITING EXPERIENCE 1948-52 


Messrs. Barry and Reynolds presented an appeal in behalf of the American 
Equitable Assurance Co., Globe & Republic Insurance Co., the Merchants & 
Manufacturers Insurance Co., and the New York Fire Insurance Co. from action 
taken by the subcommittee on rates, rules, and forms at a meeting on June 2, 1954, 
by which action certain revisions in rates on residential property were autho- 
rized. 

After full discussion and review of the subject, the committee voted to refer 
the proposed revisions to the subcommittee on rates, rules, and forms for further 
study and report to the governing committee. 


CROP HAIL INSURANCE ACTUARIAL ASSOCIATION 


A letter from the Crop Hail Insurance Actuarial Association was reviewed and 
held over for further study. 


REPORT OF SUBCOMMITTEE ON FINANCE 


Consideration was given to a recommendation made by the finance committee 
that an assessment be authorized to be levied as of July 1, 1954, on 1953 net direct 
fire premiums including extended coverage, windstorm and hail (except hail on 
growing crops), sprinkler leakage, riot and civil commotion and explosion, air- 
eraft and vehicle property damage, vandalism and malicious mischief, water 
damage and rain; the assessment rate for all of the above perils except water 
damage and rain to be 1.1 percent for the entire calendar year of 1954; water 
damage and rain premiums to be assessed at the rate of 0.1 percent for the same 
term and assessments paid for the first 6 months of 1954 to be credited against 
the total assessment for the year. A formal motion prevailed approving the 
recommendation of the finance committee and authorizing the recommended 
assessment. 

Meeting adjourned. 

H. S. STANLEY, Secretary. 

Approved : 


A. L. Ross, Chairman. 
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- EG TTEE OF THE NEW YORK FIRE INsSvUR- 
_ MEETING OF THE GOVERNING COMMI 3 
en RATING ORGANIZATION, HELD JuLy 20, 1954, aT 11 a.M., IN THE COMMITTEE 
RooM, SEVENTH Foor, 85 JouN Street, New YorkK City 


There were present : ; 
Mr. A. L. Ross, chairman. ; 
Mr. J. H. Wilson (representing Vice Chairman Glendening). 
Mr. J. T. Goeller (representing Mr. Gilbert Kingan). 
Mr. W. L. Bellmer (representing Mr. H. B. Collamore). 
Mr. S. T. Skirrow (representing Mr. J. C. Evans). 
Mr. M. W. Mays (representing Mr. J. V. Herd). 
Mr. H. T. Lewis (representing Mr. W. L. Falk). 
Mr. Lester S. Harvey. 
Mr. A. L. Polley. 
Mr. R. S. Garvie. 
Mr. W. L. Nolen. 
Mr. J. J. Magrath. 
Counsel Kaplan. 
Counsel Gross. 
Mr. H. 8. Stanley. 
UNDERWRITING EXPERIENCE 


The committee reviewed a report by the special subcommittee on underwriting 
experience reaffirming their previous recommendation for rate revisions in the 
residential classes, action by the subcommittee on rates, rules, and forms which 
had adopted the recommendation for reference to the governing committee and a 
minority report prepared by Mr. John R. Barry. : ; 

After discussion, a motion to adopt the recommendation and authorize filing 
of the rate revisions was made, seconded, and unanimously carried. 

* ing adjourned. 

ao cel H. 8S. STANLEY, Secretary. 
a . Approved : ; 

1954. A. L. Ross, Chairman. 


utho- 


SPECIAL MEETING OF THE GOVERNING COMMITTEE OF THE NEW YorRK FIRE INSUR- 
refer ANCE RATING ORGANIZATION, HELD SEPTEMBER 23, 1954, aT 1:30 P.M., IN THE 
ther CoMMITTEE RooM, SEVENTH Foor, 85 JoHN Street, New York Ciry 


There were present: 

Mr. A. L. Ross, chairman. 

Mr. John Glendening, vice chairman. 
| and Mr. A. L. Polley. 

Mr. B. D. Patton. 

Mr. A. C. Wallace. 

Mr. W. L. Falk. 
‘ Mr. J. V. Herd. 
ittee Mr. R. S. Garvie. 


ae Mr. W. L. Nolen. 
inte Mr. J. R. Barry. 
Mr. P. W. Barnes (representing Mr. K. B. Hatch). 
vater Mr. BD. J. Martin (representing Mr. J. A. North). 
rater Mr. S. T. Skirrow (representing Mr. J. C. Evans). 
vater Messrs. Bellmer and Deegan (representing Mr. H. B. Collamore). 
row: Mr. W. W. Smith (representing Mr. Gilbert Kingan). 
’ the Counsel Kaplan. 
. ded Counsel Gross. 
e Mr. H. S. Stanley. 
Chairman Barry of the special subcommittee and Counsel Kaplan reported to 
the committee on the decision of the State of New York Insurance Department in 
ry. connection with the filings of the North America companies. They also reported 
ds on a filing recently made by the Allstate Insurance companies. 


After discussion it was regularly moved, seconded, and unanimously voted that 
the special committee be authorized forthwith to devise a program in conjunction 
with counsel to institute judicial proceedings to protect the property and other 
rights of this organization in connection with the recent ruling of the insurance 
department regarding the North America companies, and any filings that may be 
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made by other companies in violation of the rights of this organization, and that 
the special committee report back to this governing committee on the 6th day 
of October, 1954. 

The committee further voted to call a special meeting of the membership for 
Thursday, October 7, at 2 p.m. in the board room, second floor, 85 John Street, 
New York City, to consider the subject. 

Following the meeting Chairman Ross appointed Messrs. Glendening ang 
Nolen to serve with Messrs. Barry, Falk, and Herd on the special committee 

Meeting adjourned. . 

H. 8. STANLEY, Secretary, 

Approved : 

A. L. Ross, Chairman. 


New YORK FIRE INSURANCE RATING ORGANIZATION, 
New York, N.Y., September 24, 1954. 


NOTICE TO COMPANIES 


At meeting on September 23 the governing committee voted unanimously that 
the special committee be authorized forthwith to devise a program in conjunction 
with counsel to institute judicial proceedings to protect the property and other 
rights of this organization in connection with the recent ruling of the insurance 
department regarding the North America companies, and any filings that may 
be made by other companies in violation of the rights of this organization, and 
that the special committee report back to this governing committee on the 6th 
day of October 1954. 

The committee further voted to call a special meeting of the membership for 
Thursday, October 7, at 2 p.m. in the board room, second floor, 85 John Street, 
New York City, to consider the subject. 

We hope that it will be possible for you to be present or represented at this 
meeting. 

H. S. STAN ey, 


Note.—A copy of the decision is enclosed for your information. 


MINUTES OF SPECIAL MEETING OF NEW YorRK FIRE INSURANCE RATING ORGANIZATION 
Hep In New York Crtry on THURSDAY, OCTOBER 7, 1954 


The meeting was called to order at 2 p.m. with Chairman Ross presiding. 

It was reported that there were 110 member companies represented and that 
this constituted a quorum. 

The attached report of the governing committee was read to the membership 
by the secretary. A motion to ratify the report of the governing committee 
and the action taken by the governing committee on the 6th day of October 1954 
was made, seconded, and carried. 

The following companies asked to be recorded as voting in the negative: 
Sea Insurance Co. Ltd., Federal Insurance Co., Vigilant Insurance Co., Potomac 
Insurance Co. 

The Home Insurance Co. asked to be recorded as voting in the negative on the 
motion as presented. It was further stated that the Home Insurance Co. is in 
agreement with the authorization for a judicial review of the recent ruling of 
the insurance department in connection with the North America filings, but 
does not agree that the other actions authorized by the committee should be 
taken at this time. 

Meeting adjourned. 

H. S. Stantey, Secretary. 

Approved : 

A. L. Ross, Chairman. 


Report oF GOVERNING COMMITTEE TO THE MEMBERSHIP 


At a meeting of the governing committee held on September 23, 1954, it was 
unanimously voted that the special committee which previously had been ap- 
pointed by the governing committee be authorized forthwith to devise a program, 
in conjunction with counsel, to institute judicial proceedings to protect the prop- 
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erty and other rights of this organization in connection with the recent ruling 
of the insurance department regarding the North American companies filings and 
any filings that may be made by other companies in violation of the rights of this 
organization, and that the special commitee report back to the governing com- 
mittee of this organization on October 6, 1954. 

The special committee having met and considered such a program, it reported 
pack to the governing committee of this organization on October 6, 1954, with a 
program it unanimously recommended. 

The governing committee at its meeting on the above date, to wit: October 6, 
1954, received the report of the special committee and unanimously voted the 
following : 

(a) Toapprove the report of the special committee. 

(b) To authorize a judicial review of the recent ruling of the insurance depart- 
ment of this State re North America companies filings. 

(c) To authorize the institution of an action in equity on behalf of this rating 
organization against the North America companies and others to seek an injunc- 
tion to prevent the North America companies from using the property of this 
organization without its consent, and damages, and to prevent the Insurance 
Department of the State of New York from permitting such use, and to seek such 
other remedies and relief as may be deemed appropriate by the special committee. 

(d) To authorize the filing of a demand upon the insurance department for a 
hearing in connection with the recent rate filings in this State by Allstate Insur- 
ance Co. and any other companies, which filings, in the opinion of the governing 
committee, are in violation of the rating laws of this State. 

(e) To authorize the institution of an action in equity on behalf of this rating 
organization against the Allstate Insurance Co. and others to seek an injunction 
to prevent the Allstate Insurance Co. from using the property of this organiza- 
tion without its consent, and damages, and to prevent the Insurance Department 
of the State of New York from permitting such use, and to seek such other 
remedies and relief as may be deemed appropriate by the special committee. 

(f) To continue the special committee with full authority andpower to act 
on behalf of this organization in connection with the subject matters above re- 
ferred to and to employ such technical and other experts as the special com- 
mittee may deem necessary in connection with subject matter of this report. 

(g) To report this action of the governing committee to a meeting of the 
members of this rating organization for ratification of the action above set forth 
taken by the governing committee. 


New YorK Fire INSURANCE RATING ORGANIZATION, 
New York, N.Y., September 24, 1954. 


NOTICE TO COMPANIES 


At a meeting on September 23 the governing committee voted unanimously 
that the special committee be authorized forthwith to devise a program in con- 
junction with counsel to institute judicial proceedings to protect the property 
and other rights of this organization in connection with the recent ruling of the 
insurance department regarding the North America companies, and any filings 
that may be made by other companies in violation of the rights of this organiza- 
tion, and that the special committee report back to this governing committee 
on the 6th day of October 1954. 

The committee further voted to call a special meeting of the membership for 
Thursday, October 7, at 2 p.m. in the board room, second floor, 85 John Street, 
New York City, to consider the subject. 

We hope that it will be possible for you to be present or represented at this 
meeting. 

H. 8S. STANLEY. 

Note: A copy of the decision is enclosed for your information. 

On Sept. 24, 1954, a copy of this notice was mailed to each member and sub- 
scriber company (except subscribers for S/L only). In the case of company 
groups all the notices for the various affiliates of a group were mailed in one 
envelope to the parent company of the group. 

©. P. CULLEN, 
Treasurer. 
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MINUTES OF SPECIAL MEETING OF NEW YORK FIRE INSURANCE RATING ORGANIZATION 
HeLpD IN NEw YorK City ON THURSDAY, OCTOBER 7, 1954 


(Sent to members and subscribers, October 8, 1954) 


The meeting was called to order at 2 p.m. with chairman Ross presiding, 

It was reported that there were 110 member companies represented and that 
this constituted a quorum. 

The attached report of the governing committee was read to the member. 
ship by the secretary. A motion to ratify the report of the governing com. 
mittee and the action taken by the governing committee on the 6th day of October 
1954 was made, seconded and carried. 

The following companies asked to be recorded as voting in the negative: Seq 
Insurance Co. Ltd., Federal Insurance Co., Vigilant Insurance Co., Potomac Ip. 
surance Co. 

The Home Insurance Co. asked to be recorded as voting in the negative op 
the motion as presented. It was further stated that The Home Insurance (Co, 
is in agreement with the authorization for a judicial review of the recent ruling 
of the insurance department in connection with the North America filings, but 
does not agree that the other actions authorized by the committee should be 
taken at this time. 

Meeting adjourned. 

H. 8. STANLEY, Secretary, 

Approved : 

A. L. Ross, Chairman. 


REPORT OF GOVERNING COMMITTEE TO THE MEMBERSHIP 


At a meeting of the governing committee held on September 23, 1954, it was 
unanimously voted that the special committee which previously had been ap. 
pointed by the governing committee be authorized forthwith to devise a program, 
in conjunction with counsel, to institute judicial proceedings to protect the prop- 
erty and other rights of this organization in connection with the recent ruling of 
the insurance department regarding the North America companies’ filings and 
any filings that may be made by other companies in violation of the rights of 
this organization, and that the special committee report back to the governing 
committee of this organization on October 6, 1954. 

The special committee having met and considered such a program, it reported 
back to the governing committee of this organization on October 6, 1954, with 
a program it unanimously recommended. 

The governing committee at its meeting on the above date, to wit: October 6, 
1954, received the report of the special committee and unanimously voted the 
following : 

(a) To approve the report of the special committee. 

(b) To authorize a judicial review of the recent ruling of the insurance de- 
partment of this State re North America companies’ filings. 

(c) To authorize the institution of an action in equity on behalf of this rating 
organization against the North America companies and others to seek an in- 
junction to prevent the North America companies from using the property of 
this organization without its consent, and damages, and to prevent the Insur- 
ance Department of the State of New York from permitting such use, and to 
seek such other remedies and relief as may be deemed appropriate by the 
special committee. 

(d@) To authorize the filing of a demand upon the insurance department for 
a hearing in connection with the recent rate filings in this State by Allstate 
Insurance Co. and any other companies, which filings, in the opinion of the 
governing committee, are in violation of the rating laws of this State. 

(e) To authorize the institution of an action in equity on behalf of this rating 
organization against the Allstate Insurance Co. and others to seek an injune- 
tion to prevent the Allstate Insurance Co. from using the property of this 
organization without its consent, and damages, and to prevent the Insurance 
Department of the State of New York from permitting such use, and to seek 
such other remedies and relief as may be deemed appropriate by the special 
committee. 

(f) To continue the special committee with full authority and power to act 
on behalf of this organization in connection with the subject matters above 
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referred to and to employ such technical and other experts as the special com- 
mittee may deem necessary in connection with subject matter of this report. 

(g) To report this action of the governing committee to a meeting of the 
members of this rating organization for ratification of the action above set 
forth taken by the governing committee. 


Minutes OF SPECIAL MEETING oF NEw YorK FIRE INSURANCE RATING ORGANIZA- 
TION HELD IN NEw YorK City ON THURSDAY, OCTOBER 7, 1954 


The meeting was called to order at 2 p.m. with Chairman Ross presiding. 

It was reported that there were 110 member companies represented and that 
this constituted a quorum. 

The attached report of the governing committee was read to the membership 
py the secretary. A motion to ratify the report of the governing committee and 
the action taken by the governing committee on the 6th day of October 1954 was 
made, seconded, and carried. 

The following companies asked to be recorded as voting in the negative: 

Sea Insurance Co., Ltd., Federal Insurance Co., Vigilant Insurance Co., Po- 
tomac Insurance Co. 

The Home Insurance Co. asked to be recorded as voting in the negative on the 
motion as presented. It was further stated that the Home Insurance Co. is in 
agreement with the authorization for a judicial review of the recent ruling of 
the insurance department in connection with the North America filings, but does 
not agree that the other actions authorized by the committee should be taken at 
this time. 


Meeting adjourned. 
H. 8S. STanzey, Secretary. 
Approved. 
A. L. Ross, Chairman. 


REPORT OF GOVERNING COMMITTEE TO THE MEMBERSHIP 


At a meeting of the governing committee held on September 23, 1954, it was 
unanimously voted that the special committee which previously had been ap- 
pointed by the governing committee be authorized forthwith to devise a pro- 
gram, in conjunction with counsel, to institute judicial proceedings to protect 
the property and other rights of this organization in connection with the recent 
ruling of the insurance department regarding the North America companies’ 
filings and any filings that may be made by other companies in violation of the 
rights of this organization, and that the special committee report back to the 
governing committee of this organization on October 6, 1954. 

The special committee having met and considered such a program, it reported 
back to the governing committee of this organization on October 6, 1954, with a 
program it unanimously recommended. 

The governing committee at its meeting on the above date, to wit: October 6, 
1954, received the report of the special committee and unanimously voted the 
following : 

(a) To approve the report of the special committee. 

(b) To authorize a judicial review of the recent ruling of the insurance de- 
partment of this State re North America companies’ filings. 

(c) To authorize the institution of an action in equity on behalf of this rating 
organization against the North America companies and others to seek an injunc- 
tion to prevent the North America companies from using the property of this 
organization without its consent, and damages, and to prevent the Insurance 
Department of the State of New York from permitting such use, and to seek 
such other remedies and relief as may be deemed appropriate by the special 
committee. 

(d@) To authorize the filing of a demand upon the insurance department for 
a hearing in connection with the recent rate filings in this State by Allstate 
Insurance Co. and any other companies, which filings, in the opinion of the gov- 
erning committee, are in violation of the rating laws of this State. 

(e) To authorize the institution of an action in equity on behalf of this rating 
organization against the Allstate Insurance Co. and others to seek an injunction 
to prevent the Allstate Insurance Co. from using the property of this organiza- 
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tion without its consent, and damages, and to prevent the Insurance Department 
of the State of New York from permitting such use, and to seek such Other 
remedies and relief as may be deemed appropriate by the special committee, 

(f) To continue the special committee with full authority and power to act on 
behalf of this organization in connection with the subject matters above referred 
to and to employ such technical and other experts as the special committee may 
deem necessary in connection with subject matter of this report. : 

(g) To report this action of the governing committee to a meeting of the 
members of this rating organization for ratification of the action above set forth 
taken by the governing committee. 


SPECIAL MEETING OF THE GOVERNING COMMITTEE OF THE NEW YorkK Fire INsur- 
ANCE RATING ORGANIZATION, HELD OCTOBER 6, 1954, AT 1:30 P.M., IN THE Comair. 
TEE ROOM OF THE EASTERN UNDERWRITERS ASSOCIATION, 4TH FLOOR, 85 Jony 
STREET, NEw YorK CITY 


There were present: 
Mr. A. L. Ross, chairman. 
Mr. John Glendening, vice chairman. 
Mr. W. L. Falk. 
Mr. A. L. Polley. 
Mr. E. D. Patton. 
Mr. R. S. Garvie. 
Mr. W. L. Bellmer (representing Mr. H. B. Collamore). 
Mr. J. T. Goeller (representing Mr. Gilbert Kingan). 
Mr. P. W. Barnes (representing Mr. K. B. Hatch). 
Mr. H. C. MacAllister (representing Mr. L. S. Harvey). 
Mr. Victor Kurbyweit (representing Mr. J. V. Herd). 
Mr. B. McLoughlin (representing Mr. W. L. Nolen). 
Messrs. Skirrow and Ahearn (representing Mr. J. C. Evans). 
Mr. F. John Barclay. 
Mr. B. B. Gracey. 
Mr. J. R. Barry. 
Counsel Kaplan. 
Counsel Gross. 
H. 8S. Stanley. 

Chairman Barry of the special subcommittee and Counsel Kaplan reported to 
the committee on a program unanimously recommended by the special subcom- 
mittee. 

After discussion and upon motion duly seconded, the following was unani- 
mously voted— 

(a) to approve the report of the special committee ; 

(b) to authorize a judicial review of the recent ruling of the insurance de- 
partment of this State re North America companies filings ; 

(c) to authorize the institution of an action in equity on behalf of this rating 
organization against the North America companies and others to seek an injune- 
tion to prevent the North America companies from using the property of this 
organization without its consent, and damages, and to prevent the insurance de- 
partment of the State of New York from permitting such use, and to seek such 
other remedies and relief as may be deemed appropriate by the special com- 
mittee ; 

(d) to authorize the filing of a demand upon the insurance department for a 
hearing in connection with the recent rate filings in this State by Allstate In- 
surance Co. and any other companies, which filings, in the opinion of the govern- 
ing committee, are in viclation of the rating laws of this State; 

(e) to authorize the institution of an action in equity on behalf of this rating 
organization against the Allstate Insurance Co. and others to seek an injunction 
to prevent the Allstate Insurance Co. from using the property of this organiza- 
tion without its consent, and damages, and to prevent the insurance department 
of the State of New York from permitting such use, and to seek such other 
remedies and relief as may be deemed appropriate by the special committee; 

(f) to continue the special committee with full authority and power to act on 
behalf of this organization in connection with the subject matters above referred 
to and to employ such technical and other experts as the special committee may 
deem necessary in connection with the subject matter of this report; 
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(g) to report this action of the governing committee to a meeting of the mem- 
pers of this rating organization for ratification of the action above set forth 
taken by the governing committee. 

Meeting adjourned. 

H. 8. STan ey, Secretary. 

Approved : 

A. L. Ross, Chairman. 


Minutes OF SPECIAL MEETING OF NEW YorK FIRE INSURANCE RaTING ORGANIZA- 
TION, HELD IN NEW YorK CITy ON THURSDAY, OCTOBER 7, 1954 


The meeting was called to order at 2 p.m. with Chairman Ross presiding. 

It was reported that there were 110 member companies represented and that 
this constituted a quorum. 

The attached report of the governing committee was read to the membership 
py the secretary. A motion to ratify the report of the governing committee and 
the action taken by the governing committee on the 6th day of October 1954 was 
made, seconded, and carried. 

The following companies asked to be recorded as voting in the negative: Sea 
Insurance Co., Ltd., Federal Insurance Co., Vigilant Insurance Co., Potomac In- 
surance Co. 

The Home Insurance Co. asked to be recorded as voting in the negative on the 
motion as presented. It was further stated that the Home Insurance Co. is in 
agreement with the authorization for a judicial review of the recent ruling of 
the insurance department in connection with the North America filings, but does 
not agree that the other actions authorized by the committee should be taken at 
this time. 

Meeting adjourned. 

H. S. STANLEY, Secretary. 

Approved : 

A. L. Ross, Chairman. 


REPORT OF GOVERNING COMMITTEE TO THE MEMBERSHIP 


At a meeting of the governing committee held on September 23, 1954, it was 
wanimously voted that the special committee which previously had been ap- 
pointed by the governing committee be authorized forthwith to devise a pro- 
gram, in conjunction with counsel, to institute judicial proceedings to protect 
the property and other rights of this organization in connection with the recent 
ruling of the insurance department regarding the North America companies 
filings and any filings that may be made by other companies in violation of the 
rights of this organization, and that the special committee report back to the 
governing committee of this organization on October 6, 1954. 

The special committee having met and considered such a program, it reported 
tack to the governing committee of this organization on October 6, 1954, with 
aprogram it unanimously recommended. 

The governing committee at its meeting on the above date, to wit: October 6, 
1954, received the report of the special committee and unanimously voted the 
following : 

(a) To approve the report of the special committee ; 

(b) To authorize a judicial review of the recent ruling of the insurance depart- 
ment of this State re North America companies filings ; 

(c) To authorize the institution of an action in equity on behalf of this rat- 
ing organization against the North America companies and others to seek an 
injunction to prevent the North America companies from using the property of 
this organization without its consent, and damages, and to prevent the insurance 
department of the State of New York from permitting such use, and to seek such 
other remedies and relief as may be deemed appropriate by the special commit- 
tee ; 

(d) To authorize the filing of a demand upon the insurance department for a 
hearing in connection with the recent rate filings in this State by Allstate Insur- 
ance Co. and any other companies, which filings, in the opinion of the govern- 
ing committee, are in violation of the rating laws of this State; 

(e) To authorize the institution of an action in equity on behalf of this rating 
organization against the Allstate Insurance Co. and others to seek an injunction 
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to prevent the Allstate Insurance Co. from using the property of this organiza. 
tion without its consent, and damages, and to prevent the insurance department 
of the State of New York from permitting such use and to seek such other 
remedies and relief as may be deemed appropriate by the special committee: 

(f) To continue the special committee with full authority and power to act 
on behalf of this organization in connection with the subject matters above 
referred to and to employ such technical and other experts as the special com. 
mittee may deem necessary in connection with subject matter of this report; 

(g) To report this action of the governing committee to a meeting of the 
members of this rating organization for ratification of the action above get 
forth taken by the governing committee. 





MINUTES OF THE MEETING OF THE SUBCOMMITTEE ON RATES, RULES, AND ForMs oy 
NOVEMBER 17, 1954, 10:30 A.M., IN THE COMMITTEE Room, 85 JOHN StrREEtr 


There were present: 
Chairman Magrath, Messrs. Reynolds, Kurbyweit, Cadman (for Lewis), 
Allen, Barnes, Pickens (for W. E. Smith), Heiser. 
Messrs. Freeman, Powers, Hayden, Knapp, Bucksar, K. O. Smith, and 
Stanley. 


MULTIPLE LOCATION RULES AND FORMS; GENERAL RULES AND FORMS FOR REPORTING 
FORM A 


At the request of a member company, reconsideration was given to the com- 
mittee action of November 3, 1954, in connection with recommended revisions 
of the term rule as applied to reporting form business. After discussion, the 
committee voted to authorize filing of the recommended revisions of the term 
insurance rule as applied to the multiple location reporting forms 1 and 2 but 
took no action regarding term insurance provisions for reporting form A at 
this time. Messrs. Kurbyweit and Reynolds asked to be recorded as not voting, 


PIER AND WHARF RATES, NEW YORK CITY 


The committee reconsidered recent authorizations for reductions to pier and 
wharf rates in New York City. After discussion, it was voted to adopt a 15 
percent reduction on all classes of pier construction, for fire and pier and wharf 
extended coverage endorsement, and filing authorized. 


EXTENDED COVERAGE ENDORSEMENT AND WINDSTORM AND HAIL INSURANCE RULES AND 
RATES FOR COMMERCIAL RADIO AND TELEVISION TOWERS AND ANTENNAS 


The committee voted to adopte the EUA recommendation for exclusion of com- 
mercial radio and television towers and antennas from eligibility to grade A 
extended coverage endorsement rates, retaining the present grades as provided in 
the extended coverage endorsement and windstorm and hail insurance occupancy 
indexes specifically applicable to such property, and appropriate filing was 
authorized. 

K. O. SmirH. 





MINUTES OF THE MEETING OF THE SUBCOMMITTEE ON RATES, RULES AND ForMS 
ON OcToBER 6, 1954, 10:30 A.M. IN THE COMMITTEE Room, 85 JOHN STREET, 
NEw York CITY 


There were present : 
Chairman Magrath, Messrs. Reynolds, Kurbyweit, Cadman (for Lewis), 
Frost (for Allen), Polley, Barnes, W. E. Smith, Heiser, Powers, Knapp, 
Hayden, Bucksar, Skillman, K. O. Smith, and Stanley. 


DWELLING FORMS NOS. 849 AND 850 


After discussion, the committee authorized the management, subject to con- 
currence by the Eastern Underwriters Asseociation, to provide in form No. 850 
an exclusion of coverage on seasonal and farm dwelling risks, and in form No. 
849 an exclusion of coverage on seasonal dwellings, unless the dwelling is 
described as seasonal on the first page of the policy. 
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The committee voted to provide for four family dwelling warranties in 
forms Nos. 849 and 850, and to revise endorsement form No. 850A to read as 
follows: “It is a condition of this insurance that the words ’windstorm, hail’ 
are deleted from section III of form No. 850 and that the sum of $50 shall be 
deducted from amount of loss resulting from each windstorm or hail storm. 
This condition shall apply separately to each building or structure.” 

A motion was made and carried to revise the title of dwelling form No. 850 
to read “dwelling building(s) physical loss form.” 


LARGE AREA DWELLING SCHEDULE, SPECIFICALLY RATED CONGESTED DWELLING DISTRICT 
OF SUBURBAN DIVISION AND APARTMENT HOUSES RATED FOR AREA 


After-a brief discussion the committee voted to defer consideration of these 
subjects until the next meeting. 


EXTENDED COVERAGE ENDORSEMENT NO. 4 AND WINDSTORM AND HAIL INSURANCE 


(a) The committee voted to authorize filing of an added exclusion in the 
provisions applicable to windstorm and hail in the extended coverage endorse- 
ment Nos. 4 and 4A, and in the windstorm and hail conversion form, to apply 
to loss to outside radio and television antennas and aerials including their 
masts and towers (except those used for commercial transmitting or retrans- 
mitting,) and to provide windstorm rates for such antennas and aerials in the 
rates and rules for windstorm insurance as follows: Antennas and aerials 
(radio or television) including their masts and towers (except those used for 
commercial transmitting or retransmitting) may only be covered by deleting 
the antenna and aerial exclusion under exclusions in the windstorm and hail 
conversion form and providing such coverage specifically under a separate item 
or policy at the following rate levels, with 80 percent coinsurance clause re- 
quired : 


Ss re DON GOmmctINGs- CHS nn ceemshnsiininndinseecmennintinasamehateanedl $3 
». With $50 loss deductible clause deleted * 5 


1Subject to minimum premium of $7.50 per policy. 


(b) Acting upon the recommendations of the rating methods research com- 
mittee of the Eastern Underwriters Association, the committee voted to delete 
the exclusion of “buildings (or their contents) in process of construction unless 
entirely enclosed and under roof with all outside doors and windows perma- 
nently in place,” in the third paragraph of the provisions applicable only to 
windstorm and hail in extended coverage endorsement No. 4, 4A, and in the 
windstorm and hail conversion form; and delete reference to builders risk 
endorsement “D” from the rules for extended coverage endorsement and wind- 
storm and hail insurance. 


DEFINITIONS OF CLASS A, CLASS B, CLASS C, AND CLASS O PROTECTION 


The committee considered revised protection definitions applicable to New 
York State outside of New York City. After discussion a motion was made 
and carried to adopt and authorize filing of the following definitions: 


Class A protection 


Class A risks are those located within a municipality or legally organized fire 
district, or portion thereof, listed as A, where the following requirements. are 
met: 

1. Grading of protection, national board class 4 or better. 

2. Water system with sufficient hydrants to protect all dwellings and with a 
minimum fire flow of 500 gallons per minute at 20 pounds residual pressure. 

3. A fire department with, exclusive of chief officers, at least two paid men 
per company for required residential response, on constant duty, and with the 
equivalent of a three paid man total per company responding on first alarm; 
or a fire department which grades national board class 4 or better. 

4. Approved fire alarm system with accessible street boxes covering residential 
areas and with constant attendance to handle telephone alarms. 


Class B protection 


Class B risks are those located within a municipality or legally organized 
fire district, or portion thereof, listed as B or BB where the following require- 
ments are met: 


1, Grading of national board class 7 or better. 
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2. An approved water system with minimum flow of 500 gallons per minute 
we 20 pounds residual pressure available from public hydrants for at least 4 

ours. 

3a. An organized department of paid, call, or volunteers. Each volunteer 
company to have at least 25 members with at least 15 quickly available for 
response at all times; regular monthly drills shall be held. 

b. Equipment to be at least an approved 500-gallons pumper with 200-gallon 
booster tank, 200 feet of booster hose, 1,000 feet of 24-inch hose, necessary 
minor and adequate ladder equipment. ‘ 

4. Fire alarm shall consist of a satisfactory audible device. Someone ‘shalj 
always be available to receive telephone alarms, with proper facilities fo; 
notifying the firemen and giving the location of the fire. 


Class C protection Buffalo, Rochester, Syracuse, and Albany districts 
Class O protection in suburban division 

Class C or class O risks are those located within a district listed as class ¢ 
or class O and within 3 miles, measured by the most direct route over public 
highway, of the fire department station obligated to respond. 


FIRE DEPARTMENT 


There shall be an organized fire department with sufficient available person- 
nel so that there will be 10 men normally available for response to a day or 
night fire at any time of the year. It is expected that with 10 men available 
at least 5 men can be counted on for quick response at all times. Additional 
manpower may be necessary for effective operation if more than one piece of 
apparatus normally responds to alarms. 

If because of area covered (distance from fire station) more than one fire 
station is needed to cover a district and additional stations are provided, recog- 
nition will be given only to those stations which meet the manpower, apparatus, 
and fire alarm requirements herein. 

Regular monthly department meetings shall be held and also frequent drills 
in the use of the equipment under the direction of a competent chief. 

Apparatus shall consist of a mortorized machine properly designed for the 
service with as basic equipment, at least 200-gallon booster tank, a permanently 
mounted booster pump, 200 feet of booster hose, nozzles, hand extinguishers, 
12-foot roof and 24-foot extension ladders, pike pole, ax, crowbars, electric 
lamps, and other usual minor equipment. 

Apparatus shall be housed in centrally located heated buildings preferably 
used only for fire department and community purposes. 


FIRE ALARM 


Fire alarm shall consist of a satisfactory audible device. Someone shall 
always be available to receive telephone alarms, with proper facilities for 
notifying the firemen and giving the location of the fire. All facilities to have 
daily test. 


CONTINGENT BUSINESS INTERRUPTION RATES FOR INTERSTATE GAS TRANSMISSION 
PIPELINES 


The subject had been considered by the committee at the meeting of June 2, 
1954, and held over for further study. After discussion the committee voted to 
refer the subject to the Eastern Underwriters Association, with a recommenda- 
tion that the contingent business interruption rate for interstate gas trans- 
mission pipelines be 0.11 cents for fire and inherent explosion and 0.025 for 
windstrom, extended coverage and V. & M.M. 


UNIFORM SCHEDULE FOR RATING SPRINKLERED RISKS 


The committee voted to authorize revision of the New York State uniform 
schedule for rating sprinklered risks to provide rate recognition for approved 
sprinkler water flow alarms directly connected to the fire alarm headquarters 
in class A communities. 
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PIER AND WHARF SCHEDULE, NEW YORK CITY AND SUBURBAN DIVISION 


The fire insurance rates for piers and wharfs in New York City were reviewed 
and the committee voted to authorize a 10 percent reduction to rates for brick 
and frame structures rated on the pier and wharf schedule, as a counter class 
djustment. : 

Xa K. O. SMITH. 





MINUTES OF THE MEETING OF THE SUBCOMMITTEE ON RATES, RULES, AND FoRMS 
on JULY 7, 1954, 11 A.M., IN THE COMMITTEE RooM, 85 JOHN STREET, NEW YORK 
City 


There were present : 
Chairman Magrath, Messrs. Reynolds (accompanied by Mr. Barry), Horan 
(for Kurbyweit), Cadman (for Lewis), Allen, Walter E. Smith and Heiser, 
K. O. Smith, Hayden, Bucksar, Knapp, Freeman, Skillman, and Stanley. 


UNDERWRITING EXPERIENCE 


A further report by the special subcommittee on underwriting experience 
reaffirming their previous recommendations for rate revisions in the residential 
classes was reviewed and after discussion it was voted to adupt the recommenda- 
tion of the special subcommittee for reference to the governing committee. 

Mr. Barry, voting for Mr. Reynolds, asked to be recorded as voting in the 
negative and stated his intention to file a minority report. 


DWELLING BUILDING(S) ALL PHYSICAL LOSS FORM (SPECIAL HOMEOWNER’S 
COMPREHENSIVE POLICY) 


A form and rule for coverage of dwelling buildings against all physical loss 
with certain exclusions, recommended by the Eastern Underwriters Association, 
was adopted and filing authorized. Mr. Horan asked to be. recorded as not 
voting. 

MACHINERY OF SOFT-DRINK BOTTLING PLANTS 


A further appeal from the rate treatment accorded machinery of soft drink 
bottling plants was reviewed and after discussion it was voted to deny the 
appeal. 

H. S. STanrey, General Manager. 





MINUTES OF THE MEETING OF THE SUBCOMMITTEE ON RATES, RULES, AND ForMsS 
oN JUNE 2, 1954, 10:30 A.M. IN THE COMMITTEE Room, 85 JoHN Street, New 
YorK Ciry 


There were present: 
Chairman Magrath, Messrs. Polley, Reynolds, Kurbyweit, Heiser, W. E. 
Smith, Allen, and Lewis. 
Messrs. Stanley, K. O. Smith, Bucksar, Skillman, Knapp, and Freeman. 


1948-52 UNDERWRITING EXPERIENCE 


The special subcommittee on underwriting experience reported that, after 
conferences between the management and supervisory officials of the State in- 
surance department, further consideration had been given the subject of rate re- 
vision. The following recommendations of the subcommittee were reviewed and 
flings authorized. Mr. Reynolds, voting in the negative, asked to be recorded 
as opposed to this action and stated the opinion that insufficient study had been 
given to the matter: 

New York City 


Class 0229—Dwellings (building only) : 
Frame: Reduce class rate from $0.17 to $0.13. 
Brick : Reduce class rate from $0.11 to $0.09. 
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Class 081—Apartments (building only) : 
Brick : Reduce class rate from $0.16 to $0.15. 


New York State ex. New York City 


Class 029—Dwellings (building only) : 
Frame protected: Reduce class A coinsurance rate from $0.12 to $0.10, 
Reduce class B Coinsurance rate from $0.14 to $0.12, 
Frame unprotected: Reduce class D rate from $0.36 to $0.34. 
Brick unprotected: Reduce class D rate from $0.34 to $0.32. 
Class 031—Apartments (building only) : 
Brick protected: Reduce class A rate from $0.12 to $0.10. 
Reduce class B rate from $0.14 to $0.12. 


Albany, Buffalo, Rochester and Syracuse Districts 


Class 011—Seasonal dwellings: 
Reduce class C rate from $0.56 to $0.42. 
Reduce class D rate from $0.64 to $0.48. 
Class 029—Dwellings (building only) : 
Reduce class C rates as follows: Brick: $0.22 to $0.20. 
Frame: $0.28 to $0.26. 


DWELLING BUILDING(S) AND CONTENTS, BROAD FORM (INTER-REGIONAL) 


The named peril broad form for dwelling building(s) and contents, devel. 
oped by the Inter-Regional Insurance Conference and recommended by the 
Eastern Underwriters Association, was considered by the committee. It was 
voted to authorize filing of the rule and form for all member and subscriber 
companies. Mr. Kurbyweit asked to be recorded as not voting. 


MACHINERY OF SOFT DRINK BOTTLING PLANTS 


The committee considered requests from a trade association and a New 
York State agent to make bottling machinery eligible to be written with the 
building item at the building rate. After discussion, the committee voted to 
decline the request. 


EXTENDED COVERAGE ENDORSEMENT NO. 4 


(a) Acting upon the request of several member companies, permission to 
apply extended coverage endorsement No. 4 to any item of a scheduled form 
of policy was approved and filing also authorized to make application of the 
loss deductible clause optional to any item of a scheduled form. 

(6) At the suggestion of this committee, the subject of extended coverage 
endorsement No. 4 rate for fire-resistive bowl-type stadiums had been referred 
to and studied by the Eastern Underwriters Association. The results of the 
study were considered and it was voted to authorize filing of grade A classi- 
fication for this class of property. 

(c) At the recommendation of management the committee voted to author. 
ize filing of the following extended coverage endorsement No. 4 (no coinsur- 
ance) rates for farm greenhouses: 





With $50 loss | Without $50 


rr IR ooo ke cee 
2. Steel skeleton frame excluding contents 
3. Contents of steel skeleton frame 
4. Hotbeds or coldframes 


BLANKET INSURANCE RULES 


‘The committee voted to authorize filing of revised rules for blanket insurance, 
effective statewide. 
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LUNCH WAGONS, CLASS RATES 


Inasmuch as lunch wagons of the type described in the minimum rate table are 
virtually nonexistent in New York State, the committee authorized filing of 
deletion of minimum tariffs 143 and 143a. 


EXCLUSION RULE, PIER 34, NORTH RIVER 


A request from a member company to permit exclusion of certain concrete 
piling and steel supports for Pier 34, North River, New York, N.Y. was con- 
sidered by the committee. Because of the unusual construction, for the pro- 
tection of the Holland Tunnel beneath this pier, the committee authorized ap- 
proval of the request. 

TRANSFER OF PROPERTY RULE 


The committee considered a request to permit the transfer of dwelling build- 
ing coverage from one location to a different dwelling at another location. After 
discussion it was regularly moved, seconded and carried to authorize a filing 
to revise the general rules to permit such transfers. 


CONTINGENT BUSINESS INTERRUPTION INSURANCE, INTERSTATE GAS TRANSMIS- 
SION PIPELINES 


An addendum to the coal, water, and oil gas plant schedule to provide for the 
procedure for computation of contingent business interruption insurance rates 
was reviewed and held over for further study. 


OIL REPORTING FORM NO. 140 


Acting upon the request of a member company, the committee voted to au- 
thorize filing of deletion of the 5-percent charge in specific or average rates used 
in connection with Oil Reporting Form No. 140. The committee also authorized 
a filing to eliminate the provision for the class rate of $0.70 applicable to such 
property qualifying under the rule for Oil Reporting Form No. 140. 


UNIFORM EXPOSURE SCHEDULE 


After review by the committee, a simplified edition of the uniform exposure 
schedule was adopted and its filing authorized. 
Meeting adjourned. 


K. O. Smirn, Assistant General Manager. 





MINUTES OF THE MEETING OF THE SUBCOMMITTEE ON RATES, RULES AND 
Forms ON APRIL 20, 1954, 10:30 a.M. IN THE COMMITTEE Room, 85 JoHN 
SrrEET, NEw YORK CITY 


There were present : 
Chairman Magrath, Messrs. Reynolds, Kurbyweit, Lewis, Frost (for 
Allen), Barnes, W. E. Smith, and Heiser. 
Messers, Knapp, Hayden, Bucksar, Freeman, Skillman, K. O. Smith and 
Stanley. 
1948-52 UNDERWRITING EXPERIENCE 


The following recommendations of the special subcommittee were adopted and 
the necessary filings authorized : 

(a) Broad dwelling and contents form. 

(b) Extension of the limit of upstate class C protection from 2 miles to within 
3miles of a public fire department station. 

(c) Reduction of suburban class O dwelling rates from $0.22 to $0.20 for 
brick dwellings and from $0.28 to $0.26 for frame dwellings. 

(d@) An increase in special credits applicable to housing projects of ordinary 
construction (class 030) to: 17% percent for detached central heating plants 
servicing all units; 15 percent special credit for supervision, maintenance and 
control, 
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(e) Reduction in builder’s risks rates as follows: 
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RATING PLANS FOR HIGHLY PROTECTED RISKS 


The plan for rating highly protected risks submitted by the Factory Insurance 
Association was considered by the committee. It was regularly moved, gee 
onded, and carried to authorize filing of the entire plan. Mr. Reynolds wag 
recorded as voting in the negative. 


SPECIAL HOMEOWNERS COMPREHENSIVE POLICY 


Acting upon a request by a member company the committee authorized filing 
in behalf of that company, and other companies requesting it, a special home. 
owners comprehensive policy for use in coverage of dwelling buildings. 


PETROLEUM PROPERTIES SCHEDULE 


The committee voted to authorize filing of the revised petroleum properties 
schedule, dated February 1954. 


EXCLUSIONS IN MANUFACTURING AND SPECIAL HAZARDS FORMS 


Acting upon the suggestion of the executive committee of the Underwriters 
Association of New York State, the committee authorized an addition to the 
manufacturing or special hazard form for unsprinklered risks and the manufac. 
turing form for splinklered risks to exclude coverage of trees, plants, shrubs, 
and lawns. 


UNIFORM SCHEDULE RATE CREDITS FOR CENTRAL STATION AUTOMATIC FIRE ALARM 


The committee considered suggested revisions in the uniform schedule credits 
for central station automatic fire alarm-service. After discussion it was voted 
to authorize filing of the following increased credits : 
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RATES FOR STORAGE OF PULPWOOD 


At the request of a group of member and subscriber companies, class rates for 
pulpwood were reviewed. After discussion, it was regularly moved, seconded 
and carried to authorize filing of the following revised rates and provisions: 








Tariff No. Protected | Unprotected 





Lumber, cordwood, bark, logs, pulpwood or ties (022), in the 


I aes Sun eOa nad teiCarnn eo cehsi tance sguindacscccs POF inicnanceeos $5.00 
Lumber, cordwood, bark, logs, pulpwood or ties in open fields 

in low corded piles, without forest exposure !_______...___--- 140a $1. 25 2.00 
Pulpwood piles (not corded) in the open fields without forest 

IITians racininced cackeaaculennaonteubaadeicassnacuee 140b 2.00 2.25 





1 Lumber pro rata distribution clause required. 
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Pulpwood piles in mill yards of sprinklered plants with adequate yard hydrant 
protection ; Piles should not exceed 50 feet in height. Follow warranties re- 
quired as applicable: Watchman and clock warranty; pile and clear space war- 
ranty—“It is warranted by the insured that the piles hereby covered contain not 
more than cords and that a clear space of shall be maintained between 
piles,” {Note.—Revisions are printed in italic.] 











With watch- | Without 














man and watchman 
clock and clock 
Piles of not more than 5,000 cords; Clear space between piles to be not less than 
50 feet. T ariff 140¢__- $0. 50 | $0. 65 
Piles of 5,000 to 10,000 cords; Clear space between piles to be not less than 70 feet. | 
Tariff 140d 75 | 1.00 
Piles of 10,000 to 15,000 cords; Clear space between piles to be not less than 100 feet. 
Tariff 149e 1.10 1. 40 
Piles of over 15,000 cords. Tariff 140f-_-....-.-__- 1. 50 | 1. 85 











Note.—Revisions are printed in italic. 


The following is added under new minimum tariffs 140g and 140h: 

Pulpwood piles in mill yards of sprinklered plants. Piles not exceeding 20, 000 
cords not over 70 feet high nor 220 feet wide; protected year-round as follows 
2-inch tip monitor nozzles at approved height not over 150 feet apart with two 
nozzles protecting each point of pile, standard equipped three-way independent 
gated type hydrants not over 250 feet apart, two or more deluge sets, supplied 
by unlimited water source providing a minimum of 80 pounds monitor nozzle 
pressure at the most distant monitor with the maximum pump discharge spec- 
ified; and where public protection is available, equipped with fire department 
pumper connection(s) ; alarm, fire brigade, and watchman and clock required. 


With watch. 
| 


man and 
clock 
Piles of not more than 5,000 cords; clear space between piles to be not less than 50 feet, 3,000- 
g.p.m. pump required, supplying 8 ine h or larger mains. Tariff 140g_______- | -40 
Piles of 5,000 to 20,000 cords; clear space between piles to be not less than 100 vn 5,000- -£. p. m. 
pump required, supplying 10 inch or larger mains. Tariff 140h_. ae 7 . 50 








SCHEDULE TREATMENT FOR ROOFS OF NONCOMBUSTIBLE CONSTRUCTION 


The committee reviewed the subject of steel-deck roof construction and author- 
ized filing of the following schedule provisions to recognize this type of con- 
struction : 

1. Fire resistive mercantile schedule, page 39. Fire resistive school and 
institution schedule, page 77. 

The rating of fire resistive, masonry walled buildings with metal deck roofs 
is provided for under these schedules with the following modifications: 

Item 2: Charge for combustible roof on buildings three stories or higher in 
height. Provision added that one-half this charge shall apply to a metal deck 
roof having a combustible roof covering. 

Item 3: Structural steel. Provision made for a $0.10 charge (mercantile 
schedule) or a $0.07 charge (school and institution schedule) for metal deck 
roof construction having combustible roof covering on buildings less than three 
stories in height, this charge not to be cumulative with present charge of $0.05 
($0.085 on school and institution schedule) for unprotected metal lumber type of 
construction. 

2. Fire resistive percentage credit table, page 12. Provision is added that 
noncombustible buildings with steel deck roof construction having combustible 
roof covering may not qualify for better than fourth-class construction. (One- 
story buildings of metal lumber type construction qualify for third-class con- 
struction credits. ) 

3. Classified experience designation, page 2. Provision added simply reaffirm- 
ing use of the code and experience adjustment applicable to buildings of fire- 
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resistive construction as applied to such buildings having masonry walls and 
metal deck roofs even though containing combustible contents. 

4(a). Item A-1 on page 1 of the uniform schedule: “Nore.—A roof of non- 
combustible material, including metal deck construction, will not disqualify 9 
building for such fire resistive schedule application.” 

(b) Item B(2) on page 2 of the uniform schedule: ‘“(Noncombustible or meta) 
deck roof construction permitted.)” 

The term “metal lumber” will be defined on page 12a following the fire 
resistive percentage credit table as “Channels or fabricated (bar) steel joists 
used as floor or roof supports.” 


REVISIONS IN THE AUTOMATIC SPRINKLER CLAUSES 


The committee voted to authorize filing of revised automatic sprinkler clauses 
as recommended by the Eastern Underwriters Association. 


BUSINESS INTERRUPTION INSURANCE 


(a) Blanket business interruption insurance.—A recommended method for 
computation of blanket business interruption fire and extended coverage endorse- 
ment rates for radio and television studios and transmitting stations including 
antennas and towers was adopted and the necessary filings authorized. 

(b) Specific Windstorm Insurance. Similar changes were authorized in the 
rules for specific business interruption windstorm insurance as provided for 
under part “(a)” above. 

(c) Revised Business Interruption Forms 1, 2, 3, and 4. The committee con- 
sidered revised business interruption forms as recommended by the interregional] 
committee. After discussion it was voted to authorize filing of the revised forms 
Nos. 1, 2, 3, and 4 retaining present coinsurance provisions. 


RENT INSURANCE 


(a) Definition of Rental Value in Rent Forms. A recommended revision in 
the definition of rental value for rent forms 1 and 2 and rental value premium 
adjustment form was adopted for clarification and its filing was authorized. 

(b) Blanket Rent Insurance. The committee again considered an application 
for an interstate blanket rate for rent insurance and it was the consensus that 
provision for such coverage is unnecessary. 


SMOKE DAMAGE ENDORSEMENT 


It was voted by the committee to delete the words “Extended coverage” from 
the title of the smoke damage form. 


FIRE LIABILITY INSURANCE (GENERAL RULE 16A—-NEW YORK CITY RULE 44BB) 


The committee voted to authorize filing of a revision in the rule to provide 
for the attachment of smoke damage endorsement, extended coverage endorse- 
ment and vandalism and malicious mischief endorsement in accordance with the 
appropriate rule and rates, and as provided in section 7 e and f of the fire liability 
insurance rule. 


DECIMAL PLACES IN RATE COMPUTATIONS 


After discussion the committee voted to authorize revision of New York City 
division general rule 25B and rating rule in section 6 on page 104 of the appendix 
and also to provide for a rule in upstate general rules and schedules as follows: 

“Except as otherwise provided by schedule, rate calculations shall be carried 
to not more than three decimal places, dropping all further decimal places, and 
this shall apply to each stage of any rate calculation; where schedule provision 
may require that rate computation shall at any stage be reduced to two decimal 
places, such reduction shall be accomplished by dropping 5 mills or less, or pro- 
moting 6 mills or more to an additional cent.” 


INSURANCE COVERING BANK LOANS ON IMPROVEMENTS TO DWELLINGS 


The committee reviewed a request for filing of rules and forms for insurance 
covering bank loans on improvements to dwellings. After discussion it was 
voted to decline the request. 
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EXTENDED COVERAGE ENDORSEMENT NO. 4 RATES 


Acting upon a request, the committee considered extended coverage rates for 
dstands of fire-resistive, bowl-type concrete construction. The management 
was instructed to refer this subject to neighboring organizations for review. 
Meeting adjourned. 
K. O. Smitn, Assistant General Manager. 


MINUTES OF THE MEETING OF THE SUBCOMMITTEE ON RATES, RULES, AND FORMS 
on MarcH 23, 1954, 10:30 4a.M., IN THE COMMITTEE Room, 85 JOHN STREET, 
New YorK CIty 


There were present : 
Chairman Magrath, Messrs. Reynolds, Kurbyweit, Lewis, Allen, Polley, 
Barnes, W. BE. Smith and Heiser 
Messrs. K. O. Smith, Hayden, Skillman, Freeman, Knapp, Bucksar, Gross 
and Stanley 
REPLACEMENT COST INSURANCE 


A. The broad form replacement cost coverage endorsement providing for de- 
preciation insurance on machinery was reviewed and the committee voted to 
authorize filing of a change in the minimum coinsurance requirement from 100 
percent to 90 percent. 

B. Acting upon a request by an affiliated company, the committee authorized 
filing as a deviation in behalf of that company, a replacement cost endorsement 
designed for use in connection with the coverage of dwelling buildings. 


INSURANCE DEPARTMENT EXAMINATION REPORT 


The committee reviewed a letter of February 19, 1954 from the insurance de- 
partment in connection with the report on examination and authorized a reply 
prepared by management and counsel. 


INSTALLMENT PREMIUM ENDORSEMENT 


A recommended simplified form of installment premium endorsement was 
adopted to replace present form No. 640. 


SERVICE CHARGE FOR ENDORSEMENTS 


The committee reviewed a request for consideration of provision for a flat fee 
for endorsements involving additional premium less than $20, and after dis- 
cussion it was voted to deny the request. 


COMPREHENSIVE DWELLING POLICY 


A comprehensive dwelling policy recommended by the interbureau insurance 
advisory group for filing by the rating organization in behalf of its affiliated 
companies was reviewed. 

It was regularly moved, seconded and carried to authorize filing of the policy, 
forms, rules and rate treatment therefor, in behalf of those specific companies 
requesting such filing in their behalf. 

It was understood that the material concerned would not be included in the 
rating organization book of general rules, and also that while editorial changes 
might be made, the subject would be resubmitted to the committee if any funda- 
mental changes were made prior to the filing. 

Meeting adjourned. 

H. S. STanLEy, General Manager. 





MINUTES OF THE MEETING OF THE SUBCOMMITTEE ON RATES, RULES, AND FORMS 
ON JANUARY 26, 1954, 10:30 a.M., IN THE COMMITTEE ROomM, 85 JOHN STREET, 
New YorxK CIty 


There were present : 
Chairman Magrath, Messrs. Reynolds, Kurbyweit, Cadman (for Lewis), 
Frost (for Allen), Polley, Barnes, W. EB. Smith, and Heiser. 
Messrs. Knapp, Hayden, Bucksar, Freeman, Skillman, K. O. Smith, and 
Stanley. 
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CELOTEX CEILING FINISH IN BUILDINGS OF FIRE RESISTIVE CONSTRUCTION 


After hearing from Messrs. Brennan and Meyer of the Celotex Corp. in an 
appeal to reconsider rate treatment of Celotex ceiling finish in buildings of fire 
resistive construction, it was voted to make no revision in the present rati 
practices. It was the opinion of the committee that further study should be 
given to the subject in collaboration with neighboring organization. 


EARNINGS INSURANCE 


After reviewing an industry study of earnings insurance, filing was authorized 
of the proposed rule, rates and form. The earnings insurance form to be ayail. 
able for all risks other than those classed as manufacturing and the coverage 
written either: 


(1) as an item inserted in a regularly printed multiple item physica} 
damage form for use on a one-write style policy ; or 

(2) as a separate form with appropriate added clauses and permits to 
be issued as a separate policy ; or 

(3) as an endorsement to be attached to a physical damage insurance 
policy covering other items. 


The rate for application outside the New York City division to be one and one. 
half times the 80 percent coinsurance building rate (if no coinsurance rate is 
published, then use one and one-half times the no-coinsurance or flat building 
rate.) 

The rate for application within the New York City division would be 100 per- 
cent of the appropriate contents rate. 

Blanket Insurance to be not permitted except on buildings or fire divisions 
of a single risk on the same premises in which case the rate of the highest rated 
building to be employed. 


SCHEDULE FOR RATING OF NATURAL GAS PUMPING STATIONS 


The committee voted to authorize filing of the revised schedule dated April, 
1953, for rating of natural gas pumping stations, as recommended by the Cen- 
tral Traction and Lighting Bureau. 


HOUSING PROJECTS 


After discussion, the committee voted to decline an appeal for an increase in 
credits applicable to housing projects of ordinary construction. 


NEW YORK CITY DIVISION NON-FIRE RESISTIVE COMPREHENSIVE SCHEDULE 


In the interest of uniformity, it was voted to eliminate all reference to cement 
block construction in the nonfire resistive comprehensive schedule and provide 
for treatment of that class of construction as equivalent to brick. 


ASPHALT WORKS, NEW YORK CITY TERRITORY 


A request was considered for reduction in the New York City schedule manu- 
facturing base rate applicable to asphalt mixing plants of the modern type. 
After discussion, it was voted to authorize for filing a base rate of $1.25 for 
asphalt mixing plants using indirect steam heat and volatiles in process not more 
hazardous than kerosene. 


WINDSTORM AND HAIL INSURANCE-CONVERSION FORM FOR GREEN HOUSES 


A deviation filed in behalf of four organization companies and consisting of a 
snow clause applicable to greenhouses was reported to the committee. It was 
the decision of the committee to await the results of current studies by neigh- 
boring organizations before considering the clause for general inclusion in the 
“Windstorm and hail insurance only—conversion form.” 


UNDERWRITING EXPERIENCE 1948—52 INCLUSIVE 


A preliminary report of underwriting experience in New York State for the 
period 1948-52 inclusive was presented. It was the opinion of the committee that 
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subcommittee should be appointed by the chairman to consider the results 
aan in the report. It was contemplated that the findings of the subcommittee 
would be reviewed by the rates, rules and forms committee at a later meeting. 


EXTENDED COVERAGE ENDORSEMENT NO. 4 AND WINDSTORM AND HAIL CONVERSION FORM 


TV Antennas 
The subject was briefly discussed and the committee voted to direct its inclu- 
sion in the study to be made by a subcommittee on underwriting experience. 


Deductible Clause 


The following revised first paragraph of the loss deductible clause was adopted 
and filing authorized: “It is a condition of this extended coverage endorsement, 
that, in accordance with the provisions hereinafter contained, the sum of $50 
shall be deducted from the amount of loss resulting from each windstorm or hail- 
storm. This condition shall apply separately to each building or structure and 
separately to personal property in the open. This loss deductible clause does not 
apply to contents contained in any building described herein.” 


ERRORS AND OMISSIONS INSURANCE 


The committee voted to authorize filing of revised rule, rates and forms for 
errors and omissions insurance as recommended by the Eastern Underwriters 
Association. 

WATCHMAN AND CLOCK CREDITS 


A request for recognition of bihourly watchman service in the schedules for 
rating of fire resistive office buildings was considered by the committee. After 
discussion, it was voted to deny the request. 


OIL DISTRIBUTING STATIONS 


The following revised paragraph (d) of section II in general rule 45A (New 
York City division rule 494A) was adopted and filing authorized : 

“(d) When oil distributing stations (commonly known as tank stations) oceu- 
pied exclusively as such (or as combined oil distributing and automobile filling 
stations) are insured in the same policy covering insured’s refinery property, 
field storage tanks or terminal stations, see petroleum properties schedule.” 


REVISIONS IN UNIFORM SCHEDULES 


A number of editorial and interpretive revisions in the uniform schedules have 
been prepared by management. The changes are intended to clearly provide, in 
the schedules, for certain practices now generally followed and are directed 
toward greater uniformity of schedule application. The subject of segregation 
and protection by automatic sprinklers for special hazards was discussed and 
returned to management for additional study. The committee authorized filing 
of the balance of the revisions with the insurance department. 

Meeting adjourned. 


K. O. SmirH, 
Assistant General Manager. 





REPORT OF GOVERNING COMMITTEE 


The governing committee had an especially active year in 1954, mainly because 
of the direction of the membership to protect the State rate structure from raids 
that were deemed by its members to be illegal, unfair, discriminatory, and harm- 
ful in the long run, both to insureds and insurers. 

A chronology of events in our year-long efforts is attached to the end of this 
report. 

Those. events necessitated five special meetings of the committee in addition 
to three regular meetings, twice as many meetings as held in 1953. 

In addition to the special work imposed during the year by the two rate cases, 
the committee disposed of the usual routine matters of rating organization ad- 
ministration. One important event was the authorization by the committee of 
a general downward revision of fire rates on dwelling property as recommended 
by the subcommittee on rates, rules, and forms. This general rate reduction 
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— approved by the insurance department and went into effect September 18, 


Another significant action by the committee was its approval of an arrange. 
ment with the Crop-Hail Insurance Actuarial Association whereby it is to be- 
come a rating organization for crop-hail insurance, with the general man 
of the New York Fire Insurance Rating Organization serving as its filing agent. 

The committee was especially saddened by the death, early in December of 
William J. Reynolds. Mr. Reynolds served as a member of the governing eon. 
mittee for 18 years and as vice chairman for 10 of those years. He wasa mem- 
ber of the subcommittee on rates, rules, and forms for 24 years and of the sub- 
committee on finance for 23 years. He was a sincere, conscientious, and able 
member of these committees and made a major contribution to the effective func. 
tioning of the rating organization. All of us who were privileged to know him 
will miss his friendship and wise counsel in the years to come. 

The chairman is indebted to the members of the committee for their support 
and hard work in the arduous deliberations that have made such heavy extra 
demands on their time and energies. 

This committee as a whole is grateful also to all the members of the special 
subcommittee headed by John R. Barry for their long, thorough study of all 
angles of the cases entrusted to their good judgment. They worked unselfishly 
and tirelessly to achieve constructive solutions. The following chronology of 
events in the two matters entrusted to them is a measurement of the extra re. 
sponsibilities they assumed on behalf of our membership. A sincere vote of 
thanks is due everyone who has given so willingly and generously of his time 
especially the working committees and Mr. Sumner Stanley, our capable general 
manager, and his entire staff who have all turned in another fine job. 


A. L. Ross, Chairman. 
ADDENDUM TO REPORT OF GOVERNING COMMITTEE 


December 7, 1953: North America companies made filings with State of New 
York Insurance Department of rates, rules, and forms for dwelling classes. 
These filings were similar to rating organization filings for these classes and 
were made effective March 1, 1954. Simultaneously the North America com- 
panies withdrew their subscription to rating organization services for the 
dwelling classes. 

January 13, 1954: Special subcommittee appointed. 

February 2, 1954: Hearing requested by NYFIRO. 

February 25, 1954: Hearing commenced. Concluded March 5. 

April 30, 1954: Allstate Insurance Co. dwelling rate filings made. 

September 13, 1954: Filing of dwelling rate reduction by rating organization 
effective. 

September 14, 1954: Adverse decision by Deputy Superintendent Murphy on 
North America companies hearing. 

September 17, 1954: Allstate filings revised to reflect September 13 rating 
organization reductions. 

September 21, 1954: Allstate filings accepted by insurance department. 

September 28, 1954: North America companies filed reduced rates for dwelling 
classes. 

October 14, 1954: NYFIRO requested hearing on Allstate filing. 

October 14, 1954: NYFIRO petitioned Supreme Court for judicial review of 
insurance department decision and stay of effective date of North America 
reduced rate filing pending review. 

October 18, 1954: Proceeding transferred to appellate division. 

October 20, 1954: Stay pending appeal, granted by appellate division. 

November 10, 1954: Argued appeal before appellate division. 

November 19, 1954: New York Insurance Department granted request for 
hearing on Allstate filing. 

November 30, 1954: Insurance department decision affirmed by appellate 
division without opinion. 

December 1, 1954: NYFIRO petitioned court of appeals for review of appel- 
late division devision and petitioned Judge Conway for stay of effective date of 
North America reduced rate filing pending review. 

December 3, 1954: Application for stay argued before Judge Conway. 

December 20, 1954: Stay denied by Judge Conway. 

December 23, 1954: Petitioned court of appeals for stay pending review. 

January 3, 1955: Argued petition for stay before court of appeals. 
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January 13, 1955: Court of appeals denied request for review of appellate 
division decision and request for stay pending such review. 

January 28, 1955: Deputy Superintendent Harris of New York Insurance 
Department ruled NYFIRO and appellant companies net aggrieved parties and 
dismissed hearing on Allstate filing. 

In 1948 the Legislature of the State of New York passed, and the Governor 
signed, certain amendments to the rating laws of this State. The 1948 report 
of the joint legislative committee stated in part (p. 53) : 

“The amendments are required by the necessity of immediate action on the 
invitation of Public Law 15 * * *.” 

In connection with our recent litigation which was carried to the court of 
appeals of this State (the highest court of appellate jurisdiction), the court 
sustained the position of the insurance department of this State to the effect 
that a subscriber may be a partial subscriber for any subdivision or class of risk, 
pursuant to one of these 1948 amendments which now makes up section 181(4) 
of the insurance law of this State. 

It sustained the position of the insurance department, further, to the effect 
that, pursuant to one of these 1948 amendments which reads (section 184(4) ), 
“A filing and any supporting information shall be open to public inspection 
after the filing becomes effective,” a filing and supporting data become public 
property with the right to the public, including any insurance company, to 
use the same. 

The appeal to the court of appeals of this State embraced the filing of the 
North America companies in the dwelling classes which was made on December 
7, 1953. This filing embodied rates which were exactly the same as those of this 
rating organization. Subsequently, under date of September 30, 1954, the North 
America companies made a filing in the dwelling classes of rates lower than 
the rates of this rating organization. The court of appeals of this State held 
that this second filing was not before the court for review because no hearing 
had been granted to the rating organization in connection therewith. 

The questions whether rates in the fire insurance field are to continue to be 
uniform by class and whether the filing of the North America companies or that 
of the Allstate Insurance Co. does or does not conform with the requirements 
of the standards of the law as to reasonableness, adequacy, and freedom from 
unfair discriminations are questions which were not determined by the court of 
appeals of this State. These are matters which are still being pursued by your 
governing committee and by its special subcommittee. 

Under date of January 27, 1955, the insurance department of this State held 
that this rating organization is not an aggrieved party under section 186(3) of 
the insurance law of this State and therefore not entitled to a hearing as a 
matter of right in connection with the filings in the dwelling classes by the All- 
state Insurance Co. Section 186(3) is also part of the 1948 legislative amend- 
ments. The opinion of the insurance department, however, was to the effect 
that under this section of the law the superintendent of insurance has a right 
to institute a proceeding upon his own initiative to test the question whether the 
Allstate filing or any other filing does or does not conform to the standards of 
reasonableness, adequacy, and freedom from unfair discrimination. 

A new superintendent of insurance has been appointed for the State of New 
York, Mr. Leffert Holz. Arrangements are being made for a meeting with him 
for the purpose of discussing the questions which are still open and whether 
the department will order a hearing in connection therewith. A more complete 
report can be given to your membership after the committee has exhausted its 
work in connection with these additional questions. 


PaciFric FrrE RaTING BUREAU, 
San Francisco, Calif., March 4, 1955. 
To the Management of Member and Subscriber Companies: 


At a meeting held July 15, 1954, the governing committee authorized the ap- 
pointment of a special committee to make a study of partial subscriberships. 

The special committee has now reported and has recommended that a new 
rule and a declaration of policy dealing with partial subscriberships be adopted 
by the governing committee. The new rule would become general rule VII, and 
the present general rule VII would be renumbered rule VIII. 
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A copy of the proposed rule VII and the propos ecl 
ie a propo proposed declaration of policy are 

The special committee has also recommended that operating rule II, relatin 
to assessments, be revised. A copy of the proposed revision is attached. . 

The governing committee believes that before it passes upon these recom. 
an am it should seek an expression of the views of all members and gyp. 
seribers. 

It is therefore requested that you examine the attachments and advise the 
governing committee in writing of any comments, criticisms, or suggestions you 
may have concerning these matters. These should be in the form of letters 
addressed to Mr. Al W. Gilbert, general manager, at the bureau headquarters 
_ a  ormene Your letters should be in Mr. Gilbert’s hands not later than 

p q 

As soon as possible after April 10, the governing committee will meet to cop. 
sider and act on the recommendations of the special committee. You wil] be 
notified of any such action in due course. 

C, M. MARSHALL, President, 
Rute VII 
File No. 6400-U. 
PFRB (partial subscriberships). 
Draft January 6, 1955. 

1. Partial services for a particular State or States shall be available to a sub. 
scriber, upon application, for any kind of insurance, subdivision, or class of risk, 
or a part or combination thereof, in the following cases only: 

(a) Where the subscriber limits its writings in the State or States covered by 
the application to the kind of insurance, subdivision, or class of risk, or the part 
or combination thereof, for which such partial services are requested. 

(b) Where the subscriber desires to utilize the services of the bureau in a 
particular State or States for all kinds of insurance and subdivisions or classes 
of risk for which the bureau promulgates rates and classifications except in a 
limited specialty field or fields designated in the application for partial sub- 
scribership and approved by the governing committee. 

2. Any partial subscribership shall be subject to review and reconsideration 
by the governing committee not more frequently than annually. 

3. If an application for partial subscribership under the provisions of this rule 
is rejected by the governing committee, or if a partial subscribership once ap 
proved is terminated by the governing committee after review as provided in 
the preceding paragraph, the applicant or subscriber shall be advised in writing 
of the basis for rejection or termination. 

4. The governing committee shall adopt rules with respect to the dues, assess- 
ments, and charges to be made for a partial subscribership. 


DECLARATION OF GENERAL POLICY 


The following declaration of general policy is adopted by the governing com- 
mittee with respect to applications for partial subscribership under paragraph 
1(b) of rule VII o fthe general rules. 

1. The limited specialty field must be a restricted underwriting area involving 
detailed and specialized individual-risk rating or inspection procedures or both. 
It must be one which introduces an innovation in rating methods or practices 
substantially different from those utilized by the bureau for comparable risks. 

2. The applicant must have devoted particular underwriting and production 
emphasis to the proposed limited specialty field, or must be prepared to do so 
in the near future. 

8. Bureau rating methods, procedures, and work products must not be appro- 
priated or used by the applicant in the proposed limited specialty field. 

4, The application for partial subscribership will not be approved if it appears 
that it will be harmful to the bureau and its members and subscribers by (a) 
creating practical operational difficulties that cannot be met without substantial 
changes in the bureau’s operating procedures; (b) resulting in substantially in- 
creased costs of operation, over and above those that may he reasonably ex- 
pected to be recouped by assessments levied upon the partial subscriber; or (¢) 
placing in jeopardy the ratemaking fundamentals, standards, or practices of the 
bureau. or its continued existence as an efficiently functioning rating organiza- 
tion. 
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5, The applicant shall submit to the governing committee, upon request, the 
owing information : 
oe Gaesene why partial subscribership is required or desired ; Le 
(b) Applicant’s experience by national board classes in the proposed limited 
jalty field for the last 5 calendar years, and the proportion which the same 
pears year by year, to the entire premium volume of applicant for major peril 10. 
(c) The sources of data upon which applicant relies or intends to rely in 
formulating and operating its rates and rating plans in the proposed limited 
jalty field, and whether and the extent to which bureau developed ma- 
wal will be utilized by applicant in this field. 
(d) Any other relevant data or material. 


PROPOSED RULE FOR ASSESSMENT 
J]. Assessments ' 

(a) To support continuing operations of the bureau and to provide for sur- 
plus and contingencies, assessments will be levied quarterly at rates fixed by 
the governing committee from time to time, based upon estimates of necessity 
in each of the States or territories served by the bureau. In s alifornia assess- 
ments shall be levied separately for rating services and stamping office services. 
Since the very nature of bureau operations requires it to establish rates on all 
risks (in its territory) whether or not the rates are used in whole or in part 
by an individual member or subscriber, assessments shall in all cases be levied 
upon all premiums for all business subject to coding by this bureau under the 
National Board of Fire Underwriters’ classification system. . 

(b) The rates of such assessments when levied shall be applied to direct 
gross premiums (not reinsurance premiums received) less return premiums. 
Return premiums do not include any payments made by reason of any dividend 
or participation agreement and neither dividends nor participation shall be 
deducted in computing assessment payments. 

(c) The basis for assessment for bureau services shall be the level of rates 
on all classes which would be charged insureds were bureau rates employed. 
Any member or subscriber filing notice of variation under rule V or under the 
provisions of any insurance code or any subscriber granted a partial subscriber- 
ship under rule VII shall adjust premiums affected thereby for assessment pur- 
poses to the level of premiums which would have been received were bureau 
rates employed. In the event any company fails to make such adjustment of its 
premiums to bureau rate levels the governing committee shall assign an esti- 
mated conversion factor to such a company’s premiums. 

(d) A partial subscriber under rule VII will be allowed a graded credit 
against the adjusted premiums of classes upon which it is not using any of the 
services furnished by this bureau, including stamping office services, if the 
premiums written on such nonbureau rated business exceeds 10 percent of all 
business (subject to coding by the bureau) written by that company in the 
State or territory involved. The credit shall vary in the ratio that the non- 
bureau rated premiums (subject to coding by the bureau) bear to the total 
premiums (subject to coding by the bureau) of the subscriber in the particular 


State or territory, but shall not exceed a maximum of 20 percent as shown 
in the following table: 


10 percent special, no credit at 10 percent volume 

es eee en eee Oe eee 50 percent special, 10 percent. 
I a ep le el 50 percent general. 
20 percent special, 4 percent____.________________ 60 percent special, 12 percent. 
ne enna 2D bt ee ee 40 percent general. 
30 percent special, 6 percent_._.._..______________. 70 percent special, 14 percent. 
UES Sa 30 percent general. 
40 percent special, 8 percent__..........___ 80 percent special, 16 percent. 
| Ee ee Ce 20 percent general. 
90 percent special, 18 percent. 
10 percent general. 
100 percent special, maximum credit, 20 percent. 


In the event that it is found that the furnishing of services requested by a 
partial subscriber causes an actual increase in operating expense to the bureau, 
the governing committee may either (1) withhold the granting of any credit 
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under the foregoing provisions, or (2) impose an additional charge to compen. 
sate for the additional expense. 

(e) Each member and subscriber shall report to the bureau annually its direct 
gross premiums, including premiums of underwriting annexes operated by the 
principal office in bureau territory, as hereinabove described in subparagraphs 
(b), (c), and (d@) of this paragraph, written during the calendar year imme. 
ately preceding the bureau’s current assessment year (July 1 to June 30). 

(f) Since there are certain minimum services which the bureau must render 
to each member or subscriber, in no event shall the assessment as to any mem. 
ber or subscriber be less than $3 per month per State. 

(g) When the business of a retiring company is assumed by another member 
or subscriber of the bureau, such company shall be liable for the assessment of 
the retiring company for the remainder of that fiscal year. 

(kh) Underwriting annexes of members or subscribers, when operated by 
general agents or other than the principal office of the insurer in bureau terrj- 
tory, shall be subject to the same entrance fee or application fee, charge for 
publications and premium assessments as though such underwriting annex were 
a separate insurer. Underwriting annexes of members or subscribers, when 
operated directly by the same office in bureau territory as operates the business 
of such members or subscribers shall be subject to the same assessments and 
charge for publications as apply to members and subscribers. 


MEETING OF THE GOVERNING COMMITTEE OF THE NEW YORK FIRE INSURANCE Rating 
ORGANIZATION, HELD Marcu 29, 1955, aT 2:30 P.M., IN THE COMMITTEE Room, 
SEVENTH Foor, 85 JOHN STREET, NEw YorkK City 


There were present : 
Mr. John Glendening, chairman. 
Mr. W. L. Nolen, vice chairman, and Mr. H. W. Casler. 
Mr. J. V. Herd. 
Mr. L. S. Harvey. 
Mr. A. L. Polley. 
Mr. R. R. Wilde. 
Mr. F. E. Sammons. 
Mr. H. C. Pitot. 
Mr. L. M. Michel (representing Mr. K. B. Hatch). 
Mr. H. C. Johnson (representing Mr. W. L. Falk). 
Mr. C. E. Halloway (representing Mr. H. B. Collamore). 
Mr. R. W. Lester (representing Mr. J. C. Evans). 
Mr. M. F. Wallace (representing Mr. H. W. Miller). 
Counsel Butler. 
Counsel Gross. 
H. 8. Stanley. 
HOMEOWNERS’ POLICIES A, B, AND 0 


The chairman outlined the reason for the special meeting and a letter from 
the interbureau insurance advisory group requesting filing of homeowners’ policies 
A, B, and C in behalf of members of that group was reviewed by the committee. 

After discussion, and upon motion duly seconded, the following resolution was 
adopted by the committee : 

“Resolved, That the general manager be, and hereby is, authorized and in- 
structed to file, in behalf of those companies requesting such filing, forms, rules, 
and rate treatment for homeowners’ policies A, B, and C, as recommended by 
interbureau insurance advisory group, concurrent with similar action by the 
National Bureau of Casualty Underwriters and the Inland Marine Insurance 
Bureau. This resolution does not contemplate inclusion of the foregoing mate- 
rial in the New York fire insurance rating organization book of general rules.” 

Meeting adjourned. 

H. S. STANLEY, Secretary. 


Approved: 


JOHN GLENDENING, Chairman. 
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MEETING OF THE GOVERNING COMMITTEE OF THE NEW YORK FIRE INSURANCE RATING 
ORGANIZATION, HELD Marcu 17, 1955, aT 11 a.M., IN THE COMMITTEE Room, 
SEVENTH Foor, 85 JOHN STREET, NEw YorkK City 


There were present : 
Mr. John Glendening, chairman. 
Mr. W. L. Nolen, vice chairman. 
Mr. J. A. North. 
Mr. W. L. Falk. 
Mr. R. S. Garvie. 
Mr. R. R. Wilde. 
Mr. F. E. Sammons. 
Mr. H. C. Pitot. 
Mr. H. C. Barkstedt (representing Mr. J. V. Herd). 
Mr. J. F. Coyne (representing Mr. H. B. Collamore). 
Mr. M. F. Wallace (representing Mr. H. W. Miller). 
Messrs. Ahern and Newcomb (representing Mr. J. C. Evans). 
Counsel Gross. 
Counsel Butler. 
Messrs. Cullen, Dickey, and Stanley. 





















REPORT BY COUNSEL 





For the information of committee members, Counsel Gross and Counsel Butler 
reported on the present status of litigation in the Allstate and North America 
Companies matters. 


NORTH AMERICAN COMPANIES ASSESSMENT 





The committee review the matter of assessment of the North America Com- 
panies as partial subscribers and, after discussion, it was voted to adopt an 
assessment rate of 1.63 percent against net direct fire, extended coverage, and 
allied lines premiums of those companies in New York State for the year 1953 
for all classes other than dwelling classes 009, 019, 029, and 011. 


LEGAL COUNSEL 




















The committee was advised of the expiration of contract for services of legal 
counsel and, after a formal motion, it was voted to authorize a special subcom- 
mittee with power. 

Chairman Glendening then announced the appointment of Messrs. Herd and 
Nolen to the special subcommittee. 

Meeting adjourned. 


H. S. STANLEY, Secretary. 
Approved : 


JOHN GLENDENING, Chairman. 


MEETING OF THE GOVERNING COMMITTEE OF THE NEW YORK FIRE INSURANCE RATING 
ORGANIZATION HELD FEBRUARY 8, 1955, aT 2:45 P.M. IN THE COMMITTEE Room, 
SEVENTH F'Loor, 85 JOHN STREET, NEw YorK City 


There were present: 
Mr. A. L. Polley. 
Mr. W. L. Nolen. 
Mr. R. R. Wilde. 
Mr. John Glendening. 
Mr. R. S. Garvie. 
Mr. H. C. Pitot. 
Mr. M. F. Wallace (representing Mr. H. W. Miller). 
Mr. W. L. Bellmer (representing Mr. H. B. Collamore). 
Mr. S. T. Skirrow (representing Mr. J. C. Evans). 
Mr. J. Rygel (representing Mr. F. E. Sammons). 
Mr. M. V. Rhew (representing Mr. W. L. Falk). 
Counsel Kaplan. 
Counsel Butler. 

Messrs. Ross, Dickey, and Stanley. 
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ORGANIZATION OF COMMITTEE 


Nominations were solicited for chairman of the governing committee for the 
ensuing year and Mr. John Glendening was nominated. There being no other 
nominations Mr. Glendening was formally elected chairman. 

Mr. W. L. Nolen was then nominated and elected to serve as vice chairman 
of the governing committee for the ensuing year. 


APPOINTMENT OF SECRETARY AND TREASURER 


By formal action of the committee and in accordance with constitutional re. 
quirement, Mr. H. S. Stanley was appointed secretary and Mr. C. P. Cullen 
treasurer for the ensuing year. 


BEEKMAN DOWNTOWN HOSPITAL 


A donation by the organization of $500 to the 1955 maintenance fund of the 
Beekman Downtown Hospital was authorized. 


NORTH AMERICA COMPANIES 


Assessment of North America companies as partial subscribers was discussed 
by the committee and held over for further study. 
Meeting adjourned. 
H. S. STANLEY, Secretary. 
Approved. 
JOHN GLENDENING, Chairman, 


MEETING OF THE GOVERNING COMMITTEE OF THE NEW YORK FIRE INSURANCE Ratryg 
ORGANIZATION, HELD DECEMBER 15, 1954, aT 9:10 A.M., IN THE COMMITTEE Room, 
SEVENTH Foor, 85 JOHN STREET, NEW YORK CITY 


There were present: 
Mr. A. L. Ross, chairman. 
Mr. John Glendening, vice chairman. 
Mr. Gilbert Kingan. 
Mr. E. D. Patton. 
Mr. L. S. Harvey. 
Mr. A. L. Polley. 
Mr. H. B. Collamore. 
Mr. R. 8. Garvie. 
Mr. W. L. Nolen. 
Mr. W. L. Falk. 
Mr. E. J. Martin (representing Mr. J. A. North). 
Mr. P. W. Barnes (representing Mr. K. B. Hatch). 
Mr. M. W. Mays (representing Mr. J. V. Herd). 
Messrs. Newcomb and Ahearn (representing Mr. J.C. Evans). 
Counsel Butler. 
Counsel Gross. 
Counsel Kaplan. 
H. S. Stanley. 

Messrs. Mezey, Weghorn, and Waters of the New York City Insurance Agents 

Association were present for the first item. 


RATING PLAN FOR HIGHLY PROTECTED RISKS 


After a discussion with representatives of the New York City Insurance 
Agents Association, it was the consensus of the committee that the manage 
ment’s procedure under this rating plan is in accordance with its intent. 


ASSESSMENT 


Acting on a recommendation of the subcommittee on finance, the committee 
authorized an initial assessment for 1955 of 6 percent on 1953 premiums, except 
water damage and rain, of member and subscriber companies. 
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CROP-HAIL INSURANCE ACTUARIAL ASSOCIATION 


After further discussion of an expression by the Crop-Hail Insurance Actuarial 
Association of its intention to apply for a license as a rating organization in 
New York, and in accordance with a letter prepared with advice of counsel, the 
committee expressed its agreement with the proposed procedure. 


NORTH AMERICA COMPANIES 


Counsel Kaplan and associate counsel Butler reported on the current status of 
litigation involving filings by the North America companies. 
Meeting adjourned. 
H. S. STan ey, Secretary. 
Approved. 
A. L. Ross, Chairman. 


MINUTES OF THE MEETING OF THE SUBCOMMITTEE ON RATES, RULES, AND FoRMs, 
on ApriL 20, 1955, AT 10:30 a.M., IN THE COMMITTEE ROOM, 85 JOHN STREET, 
New YorK CITY 


There were present: 
Messrs. Chairman Magrath, Allen, Barnes, Knox, Lewis, Vredenburgh 
(for Lock), Rusher (for Polley) and Skirrow. 
Messrs. Bucksar, Freeman, Hayden, Knapp, Rickner, Smith and Stanley. 


SCHOOL PROPERTY—UNIFORM TERRITORY 


The committee reviewed the underwriting experience for school property in 
New York State outside of New York City and after discussion, adopted the fol- 
lowing rate adjustments for class 106: 

Protected brick and frame.—Revise present rate increase from 25 to 40 percent. 

Fire-resistive-—Remove the 25 percent increase accomplished April 1951. 


HOUSING PROJECTS—-NON-FIRE-RESISTIVE CONSTRUCTION 


After hearing an appeal for reconsideration of fire rates for non-fire-resistive 
housing projects, class 030, the committee authorized filing of increases in special 
credits, to as follows: 

Credit for detached central heating plants servicing all units, 25 percent. 

Credit for supervision, maintenance, and control, 20 percent. 


HOUSING PROJECTS—NON-FIRE-RESISTIVE CONSTRUCTION 


A. A mandatory $50 windstorm and hail deductible was considered by the com- 
mittee, and after discussion, it was voted to table the subject. 

B. Upon request of several companies and the New York State Association of 
Insurance Agents, the committee adopted a windstorm and hail loss assumption 
endorsement for outside radio and television antennas and aerials, masts and 
towers for attachment to the extended coverage endorsement No. 4 of a fire 
insurance policy, at the following rates: 

*$3 per $100 per annum, with loss deductible clause applicable. 

*$7.50 per $100 per annum, without loss deductible clause applicable. 

C. The committee considered an exclusion of trees, shrubs, plants, and lawns 
under the provisions applicable only to windstorm and hail and after discus- 
sion the subject was tabled. 

D. Other revisions, principally for clarification, in the provisions applicable 
to windstorm and hail were discussed, and approved by the committee. 


WINDSTORM AND HAIL INSURANCE 


A. The committee authorized filing for a revision of the rate for radio and tele 
vision antennas, masts and towers, from $5 to $7.50 per $100 per annum, without 
the loss deductible clause. 

B. Revisions to exclusions in windstorm and hail conversion form, principally 
for clarification, were approved by the committee. 





*Subject to a minimum additional premium of $7.50 per policy, regardless of term. 
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C.The committee adopted revised windstorm and hail business interrup- 
tion insurance rule and rates applicable to greenhouse risks, as recommendeg 
by the Eastern Underwriters Association, to provide for optional use of the map. 
ufacturing form, with rates for form Nos. 2 and 4, as follows: 


Item I: Form No. 2, 0.65 Item II, increase Item I as per fire rule. 
Percentage stipulated in contribution clause: 


Form No. 
a casera as dl cn a i i a da accede Saal 0.85 
De mereeinee i a i ee a bleiben eb laage 76 
70 percent..--..-.-~-~.-~-~~--~----~-~-~-~--~-~--~--—------------~.... 69 
80 percent_...._.......----~--~-~-~-------~--.----------~ ~~~... 63 


TUITION FEES INSURANCE 


A. A request from a member company to apply this rule to private swimming 
clubs was considered and it was voted to refer the subject to the Eastern Under. 
writers Association for study. 

B. After discussion, the rules and forms as presently recommended by the 
EUA for tuition fees insurance, were adopted and filing authorized. 


SUMMER CAMPS 


The subject of rates for commercial and noncommercial camps was considered 
at the previous meeting of this committee and held over for further study. After 
discussion, it was decided to take no action. 


MUSHROOM HOUSES—MINIMUM TARIFF NO. 150 


Rates for mushroom houses were considered at the previous meeting and 
held over for additional study. The committee considered underwriting in- 
formation relative to this class of risk and voted to authorize filing of revised 
rates for minimum tariff No. 150 as follows: 


Unprotected 
Protected 





Class C Class D 





a fc | | | 
—_ 


Mushroom houses (021)-.........-.------- 0. 83 0. 88 | 1.22 | 1.30 1.38 1. 46 


Nortre.—Contents of mushrooms $1.00 higher than each of these rates. 


GARAGES—NEW YORK CITY DIVISION SCHEDULES 


Rerating of garages in New York City territory was discussed and the com- 
mittee voted to authorize the necessary filings to apply the mercantile schedules 
for rating of fire-resistive, brick, and cement block garages and repair shops 
with five or less or more than five hands repairing, in accordance with occupancy 
charges, base rates and adjustments as submitted to the committee by the staff. 


CONEY ISLAND DIFFERENTIALS—NEW YORK CITY DIVISION 


Acting upon an appeal from a company, the committee authorized a special 
filing, to make the builders risk class rates applicable for the builders risk 
insurance written on the New York City Aquarium, under construction without 
exposure south of Surf Avenue, west side of West Fifth Street, Coney Island, 
without the additional zone C charges. 


TERM DISCOUNTS 


The committee heard a resolution proposed by the Greater New York Insur- 
ance Brokers’ Association to permit application of term discounts to all occu- 
pancy classes. It was voted to take no action. 
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CLASS RATES FOR PARKING LOT OFFICES 


Acting upon the request of a member company, the committee voted to author- 
jze a filing for class rates for parking lot attendants’ offices, as a new minimum 
tariff No. 155a, as follows : 


_ 






































Protected Unprotected 
- ae rame * "Belek Frame 
B Cc B Cc B Cc 
atin Lat Matters GO 1 i. 5a Lsccsntaewaeees 0. 60 0.73 0. 65 0. 65 0.81 0.81 








TERM INSURANCE, GENERAL RULE NO. 62 (N.Y. CITY DIVISION RULE NO. 71) 


The committee authorized filing of a revision of the term insurance rule to 
provide that a policy may not be written for more than 5 years. 


IMPROVEMENTS AND BETTERMENTS INSURANCE 


A revised rule and form for improvements and betterments insurance was 
considered by the committee, and after discussion, it was voted to authorize 
filing of a rule and form as recommended by the Eastern Underwriters Asso- 
ciation modified to provide for coverage of improvements and betterments which 
are of a structural character and pertaining to the service of the building, at 
the 80 percent coinsurance building rate plus 10 percent when the conditions 
required under the present rule are met. Reporting forms of policies shall not 
qualify under this modification. 


LENDERS LOSS PAYABLE CLAUSE 


The committee authorized filing of a revised lenders loss payable clause, in 
accordance with the recommendation of Eastern Underwriters Association, to 
provide, in addition to editorial revisions, a new paragraph which includes the 
requirement that the lender, mortgagee or trustee shall notify the company of 
any change of ownership or occupancy or increase of hazard known to the 
lender, mortgagee or trustee and a provision that the company may demand 
payment of any increase in premium, similar to requirements of the standard 
mortgagee clause. 


INSTALLMENT PAYMENT OF TERM PREMIUMS 


The recommendation to make leasehold interest insurance ineligible for 
installment payment of term premiums was referred to the staff for study. 


LEASEHOLD INTEREST INSURANCE 


The leasehold interest insurance rule and forms, as recommended by the 
Eastern Underwriters Association, were adopted by the committee and filing 
authorized. 


CHARGES FOR NUMBER OF OCCUPANTS, UNIFORM MERCANTILE SCHEDULE 


After discussion, the committee voted to revise item No. 7 of the uniform 
mercantile schedule, to delete charges under that item for the number of doctors 
offices in building occupied solely for that purpose. The necessary filing was 
authorized. 


WILD ANIMAL FARMS, SUBURBAN DIVISION 


The committee considered the present method of rating fur bearing (wild 
animal) farms, in surburban division. After discussion, it was voted to author- 
ize filing of class rates, to be effective throughout that division, and to be uniform 
with class I counties, upstate. 
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CANCELLED POLICIES 


After discussion, the committee authorized the Staff to direct the district and 
divisional stamping offices to discontinue verification of premium for canceled 
policies, and to advise organization companies of this action. 


K. O. Smita, 
Assistant General Manager. 


MEETING OF THE GOVERNING COMMITTEE OF THE NEW YorK FIRE INsvurance 
RATING ORGANIZATION, HELD JULY 12, 1955, aT 11 A.M., IN THE COMMITTEE 
Room, SEVENTH FLOOR, 85 JOHN STREET, NEW YORK CiTy 


There were present : 
Mr. John Glendening, chairman. 
Mr. W. L. Nolen, vice chairman. 
Mr. J. A. North. 
Mr. R. S. Garvie. 
Mr. M. J. Rhew (representing Mr. W. L. Falk). 
Mr. M. Mays (representing Mr. J. V. Herd). 
Mr. H. C. MacAllister (representing Mr. L. S. Harvey). 
Mr. W. L. Bellmer (representing Mr. H. B. Collamore). 
Mr. S. T. Skirrow (representing Mr. C. M. Close). 
Mr. J. R. Barry (representing Mr. R. R. Wilde). 
Mr. J. H. Vey (representing Mr. F. E. Sammons). 
Mr. M. F. Wallace (representing Mr. H. W. Miller). 
Mr. A. C. Miles (representing Mr. H. C. Pitot). 
Counsel Kaplan. 
Counsel Gross. 
H. 8S. Stanley. 
RESIGNATION OF MR. J. C. EVANS 


The resignation of Mr. J. C. Evans from the governing committee because of 
retirement was received and accepted with regret. Mr. Charles M. Close was 
then nominated and elected to fill the unexpired term of Mr. Evans. 


REPORT OF SUBCOMMITTEE ON FINANCE 


Consideration was given to a recommendation made by the finance committee 
that an assessinent be authorized to be levied as of July 1, 1955 on 1954 net 
direct fire premiums including extended coverage, windstorm and hail (except 
hail on growing crops), sprinkler leakage, riot and civil commotion and explo- 
sion, aircraft and vehicle property damage, vandalism and malicious mischief, 
water damage and rain; the assessment rate for all of the above perils except 
water damage and rain to be 1.2 percent for the entire calendar year of 1955; 
water damage and rain premiums to be assessed at the rate of 1 percent for the 
same term and assessments paid for the first 6 morths of 1955 to be credited 
against the total assessment for the year. A formal motion prevailed approving 
the recommendation of the finance committee and authorizing the recommended 
assessment. 

REPORT OF SPECIAL SUBCOMMITTEE 


Chairman Barry and counsel Kaplan reviewed the activities of the special 
Subcommittee in connection with the insurance department hearing on the 
Allstate Insurance Co. filings and the decision by the superintendent of insur- 
ance dated July 1, 1955. 

A memorandum prepared by counsel for presentation to the insurance depart- 
ment was read to the committee, and a copy is attached to these Minutes. 

Meeting adjourned. 

H. 8. STantey, Secretary. 

Approved : 


JOHN GLENDENING, Chairman, 
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THE INSURANCE INDUSTRY 3357 


July 8, 1955. 
RE ALLSTATE INSURANCE COMPANY 


The following are our comments re departmental decision : 

Page7: 

“The department, in approving the downward revision for NYFIRO, was 
guided by the fire insurance business of stock companies during the preceding 5 
years (1948-52). The expense computatons evidenced the following figures 
for this period. Total expenses were 46.4 percent * * *.” 

The expense items projected by Allstate in its memorandum to the insurance 
department dated April 18, 1955, were as follows: (p.2) (column 3). 


TABLE I. Fire 





New and 

renewal 

Expense item : (percent) 
SE eOMORS SIME BPORERRRG is qccisinep asain satin 8.5 

a WONGe SCOVURCIOS «ici hk sn ree nee Gneicccatieane<b eee 11.1 
SORE) CEONGG 6. nik S a ties ce indian bam ee 8. 7 
PESOS, DCCRGUR: GRE GOOG: ... 6cdiccciinttncd ba agenneindenaee 3.4 

; oes ResUStment Cr pOnNe Qn oa. ao cere eiiaenereeeaion 3.8 

NN sab a ba ie Roe ales cosine ahaa pac a a 35.5 


This total of projected expense of 15.5 percent is 10.9 percent lower than the 
actual experience of stock companies for fire during the 5 year period above 
referred to. 

In its decision, the insurance department modifies the Allstate projected 
commissions of 8.5 percent by increasing it to 11 percent or a difference of 
2.5 percent (p. 9). 

In its decision, the insurance department modifies the Allstate projected gen- 
eral expense by converting it to an 85-cent dollar (p. 9). This expense is pro- 
jected by Allstate at 8.7 percent. The average of stock company general expense 
for the 5-year period 1948-52, however, 
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*** 93 percent (p. 7). Converting this 9.3 percent to an 85 cent dollar 
would increase the general expense to 10.9 percent or an increase of 2.2 percent 
over 8.7 percent projected by Allstate. 

The department (p. 9) further converts the Allstate projected loss adjustment 
expense to an 85 cent dollar base. The stock company average of experience 
for the 5 year period 1948-52 for loss adjustment expense is 2.8 percent. This, 
converted into an 85 percent base would be 3.3 percent. The loss adjustment 
expense as projected by Allstate on an 80 percent base is 3.8 percent. To con- 
vert this projection into an 85 cent base would reduce it by one-half of 1 percent 
or3 percent. 

The projected Allstate expenses as converted by the insurance department 
increase the total from 35.5 percent to 39.7 percent as follows: Commissions and 
brokerage, 11 percent; other acquisition expense, 11.1 percent: general expense, 
10.9 percent; taxes, licenses and fees, 3.4 percent; loss adjustment expense, 
3.3 percent; total, 39.7 percent. The difference between this total and the 
overall stock company experience of 46.4 percent is 6.7 percent, which does not 
justify a 15 percent reduction in rates. 

The Department makes the folowing statement (p. 7) : 

“T endeavored to obtain expense experience figures on fire insurance on dwell- 
ings alone. I was unsuccessful except on some testimony as to the commissions 
paid for writing that type of fire insurance.” 

This is not in full accordance with the testimony adduced at the hearing. Mr. 
Philip M. Winchester, general manager of the general adjustment bureau, testi- 
fied that the general adjustment bureau adjusted approximately 240,000 fire 
losses in 1954 (p. 1131) and 197,000 automobile losses in 1954 (p. 1131); that 
the average automobile claim was $247 (p. 1135): that the average claim for 
Windstorm damage was $160, and that the average claim for all fire insurance 
classes was $1,080 (p. 1137); that the average claim for fire damage in the 
dwelling house classes was less than $200 (p. 1139) ; that 
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a test check of 736 losses in the dwelling house classes picked at random 
indicated an average loss of $130.50 (p. 1139) ; that in the adjustment of any 
loss there are some basic costs that you cannot get away from, no matter how 
small the loss (p. 1138) ; that the basic costs are $11.05 per claim plus traye} 
expense of about $5.40 per claim (p. 1143) ; that to the charge of the genera) 
adjustment bureau must be aided the cost of maintaining the companies’ ow) 
adjustment departments, which examine and verify the reports of the genera} 
adjustment bureau, draw drafts and have a general accounting supervision 
furnished by the company claim departments (p. 1144) ; that each company hag 
a cost over and above the charge of the general adjustment bureau (p. 1145); 
that these average about 40 percent of the general adjustment bureau charge 
(p. 1145); that the 1954 experience indicated a loss adjustment cost in the 
dweling house classes of 15 percent to paid losses (p. 1147) ; that the paid logses 
were 46 percent of premiums written (pp. 1151-1152); that relating the logs 
adjustment expense to premiums written produces a loss adjustment expense 
of 8.2 percent (p. 1152). The colloquy is as follows (pp. 1152-1153) : 

“Mr. Hoxz. I don’t want all of that figure. You’ve got the 46 percent. Now, 
reduce that tothe premiums. What does that amount to? 

“The WITNESS. 8.2 percent. 

“Mr. Houz. That’s what I want to know. I don’t want any more testimony 
on the subject. Go ahead. 

“Mr. KAPLAN. You don’t want any 

“Mr. Houz. No, I’ve got all the information on it. Now, let’s go on to the 
next point. 

“Mr. Kapitan. All right, and may I now ask the witness 
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“Mr. Houz. And that’s the result of how many policies that you have examined? 
Will you repeat that figure again? 

“The WITNESS. Well, it’s the result, Mr. Superintendent, of a test-check of 
736 files this morning. 

“Mr. Hotz. And that test-check would be—— 

“The Witness. And 30-odd years of experience with dwelling losses through- 
out the country and New York State. 

en Hoiz. And you have no reason to believe that it would vary materially 
in that—— 

“The WITNESS. No, sir. 

“Mr. Horz. All right, that’s all I want toknow. Now, go ahead.” 

Mr. Winchester testified that the loss adjustment expense in dwelling house 
classes was higher than the general average of 3 percent due to the fact that 
the average loss in the dwelling house classes in dollars is much less than the 
average loss for all classes in the fire insurance business (p. 1152), and that 
there are basic charges applicable to each loss, regardless of its size (pp. 1152- 
1153). 

At page 5 of the departmental opinion, the department states: 

“It does not mean, either, that absent experience, purely ‘speculative estimates 
are adoptable’.” 

And at page 9: 

“On the other hand, I have adopted the Allstate figure of 11.1 percent as the 
percentage of other acquisition costs. While such figure is predicated largely, if 
not entirely, on Allstate’s experience in its automobile liability insurance activi- 
ties, and it is highly speculative whether this figure would apply with a reasonable 
degree of accuracy to fire insurance on dwellings only, nevertheless, in the 
absence of contrary proof, I have no alternative but to accept the figure of 11.1 
percent in the computations forming part of the basis of this decision.” 

The record indicates proof contrary to the speculative assumption of 111 
percent by Allstate as other acquisition expense. Mr. John R. Barry testified 
that he had analyzed the report of Allstate to its directors 
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for the year 1954; that the total Allstate expenses reported to its directors, 
exclusive of taxes, commissions and loss adjustment expense was $25,736,000 
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(p. 629) ; that, dividing by the number of Allstate policies in force as reported 
to its directors, the cost was a little under $9 per policy (p. 629) ; that this was 
related to an average premium in the automobile business as reported by Allstate 
of $78.57; that the average premium for fire and extended coverage in the 
dwelling house classes is $14 (p. 640) ; that when these expezses as reported by 
Allstate are related to a $14 average premium instead of the $78.57 average 
premium, the percentage of expense would be increased to about 59 percent. The 
testimony is summarized as follows (pp. 640-642) : 

“Q. Now, Mr. Barry, if you were writing the dwelling house business at the 
average premium of $14 instead of $78.57, what would the total volume of pre- 
mium be ina year? A. Can I figure this a minute, please? 

“Mr. Hotz. Sure. 

“The WITNESS (after figuring) : About $40,300,000. 

“Q, Ascompared with their volume of $200 million? 

“4. That’s right. 

“Q. On a $78.57 basis? 

A. That’s right. 

“Mr. KaPLan. Now, sir, what we are presenting is this, that when you speak 
of a ratio of 11.4 which they project for other acquisition cost in their formula, 
that’s still a percentage. This 11.4 is a percentage based upon an average pre- 
mium of $78.57. It still is a relationship of dollars of expense to total income 
and the 11.4 that they project into their formula to you as their basis for other 
acquisition cost is a percentage which they get by taking their other acquisition 
cost and attempting to cull out of that their commission cost whether it is 
eight five or whatever it is. They arrive at eleven one and they say that that is 
applicable to the fire business. We say that that is an impossible premise 
because eleven one is not a dollar value. It’s the percentage arrived at by com- 
paring $25 million, that Mr. Barry has testified to, with a volume of $200 
million in premium, and if you bear one to the other you will get about what 
they say percentagewise, but that is due to the fact, sir, that their large 
yolume of premium is based upon an average premium of $78.57. Now, if their 
average premium is what it is 
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in the fire business, $14, and if they were spending the same $25 million for 
operating their plant, that would bear a very much higher ratio to their total 
volume of premiums than that expenditure bears to a volume or premium 
based upon a $78 average premium. 

“Q. Now, have you, Mr. Barry, attempted to compute what that dollar expen- 
diture would be if related to a comparable volume of fire business at $14 rate? 

“A. About 59 percent.” 

This testimony was supported by Mr. Scott Harris of Froggatt & Co. (see 
exhibit 17). The number of policies in force by Allstate in 1954 was shown to 
be 2,841,000. The average premium in the automobile class was $73.64. The 
average cost to Allstate per policy in the automobile class for other acquisition 
and general expense was shown to be $11.04. This on a percentage base when 
compared to an average premium of $73.64 was shown to be 14.99 percent. When 
related, however, to the average premium in dwelling classes of $14, the per- 
centage of expense would be much higher. (See testimony of Scott Harris, 
pp. 500-520. ) 

The insurance department, in accepting the commission charge of 24.9 percent 
as reported by the stock fire insurance companies, did not in its decision give 
the companies credit for the elements of expense in this commission charge which 
were not performed by Allstate agents and which would have to be performed 
by Allstate in conducting the fire insurance business. These were: (1) Writing 
of policies. (2) Writing endorsements and otherwise servicing the policies. (3) 
Billing and collecting of premiums. (4) Assisting in adjustment of losses. 

The testimony indicated as follows: Mr. John C. Stott testified that these 
elements of expense were necessary expense and add up to approximately 19 
points out of 25 points commission received by an agent (p. 338). 

This testimony was confirmed by the testimony of Mr. Milton Mays (pp. 440— 
460). Mr. Mays testified that the cost of policywriting, collection expense, un- 
derwriting expense and claims service expense are expenses that would have to 
be borne by the companies if not included 
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in the agent’s compensation; that these are included in the 25 percent com: 
mission paid to agents for dwelling house class business. Mr. May’s testified 
(pp. 440-442) : , 

“Q. Let me first ask you, Mr. Mays, if you abolish the agency system would 
you have to substitute branch offices for that system: A. As a practical matter, 
sir, ’ll say that you couldn’t abolish the agency system, but if you want to 20 
on this hypothetical basis, I would say yes, you would have to have some kind of 
an Office by whatever name. 

“Q. The agent today, Mr. Superintendent—is it correct, Mr. Mays—represents 
maybe a dozen companies? A. As many as he wants to and can get. 

“Q. And is that in the interest of economy, in the sense that the overhead of 
the agent and his costs are spread among the more or less—among the cop. 
panies in thatagency? A. That's one reason. 

“Q. If a company had a branch office system limited to itself, would it in your 
opinion cost it more than the cost of the agency system? A. I believe it would 
sir. P 

“Q. Now in this tabulation of expenses of the agent, you have policy writing 
expense, collection expense, underwriting expense, claims service expense. Are 
those expenses which would have to be borne by the company if the company 
were transacting the business direct? A. That’s right. 

“Q. Are they included in the 25 points commission which are allowed to the 
agent? A. Yes, sir. 

“Mr. Horz. Have you any idea what extent that would be, what percentage 
that would be, what proportion of 25 percent would you say would cover the 
items that the Senator just asked you about, approximately ? 

“Mr. Mays. I believe you could get at that, sir, by going backwards, taking 
off your estimated cost of profit and management expenses and whatever is left 
would represent the cost of it. 

“Mr. Kaptan. Well in this, Commissioner, tabulation of the National Asso- 
ciation you have two percent for profit, but you also have 6.12 of the class itself 
involving the total of eight 

“Mr. Houz. Six point what?” 
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“Mr. Kapitan. Twelve, 6.12 for proprietor’s salary. I am taking that out of 
there, that total would be 8.12 covering the profit and proprietor’s salary.” 

In its decision, the insurance department gives no credit in the stock com- 
pany item of commissions for these elements of expense included which are 
not performed by Allstate agents. 

Mr. Thomas J. Spenker, eastern zone manager of Allstate Insurance Co,, 
testified that Allstate agents are charged only with long-distance calls and with 
premiums not collected upon business that they write (p. 365). 

Mr. George H. Kline, one of the officers of Allstate, testified that the Allstate 
agents do not write the policies; they do not write the endorsements and service 
the policies (p. 148) ; they do not bill and collect the premiums (p. 149) ; they 
do not adjust losses (p. 150) . 

Mr. Clarence B. Kenney, senior vice president of Allstate, testified that the 
Allstate agents average about $13,600 per man annually, exclusive of commissions 
paid on renewal business (pp. 380-381). 

No consideration was given in the departmental decision to the loss experience 
in the extended coverage class, the department concluding (p. 10) that “loss 
experience should be adequately treated in any rate revision.” The proof indi- 
eated that for a 5 year period ending 1953, the loss experience for stock com- 
panies in New York State in the extended coverage field was 72.7 percent and 
the expense experience 56 percent, or a total of 128.7 percent (see exhibit 5). It 
is clear that the department did not take into consideration the serious under- 
writing loss sustained by the companies in general in the extended coverage 
classes in connection with this application for reduction in rates, notwithstanding 
the fact that section 183(1)(d) of the insurance law provides that “in the case 
of fire insurance 
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rates, consideration shall be given to the experience of the fire insurance busi- 
ness during a period of not less than 5 years next preceding the year in which 
the review is made.” 

The departmental decision contains the following paragraph (p. 10) : 
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“The result which follows from the foregoing is that the Allstate filing should 
pe adjusted as indicated, that is to say, to a level reflecting rates of approxi- 
mately 15 percent below the NYFIRO rates, and it is so ordered.” 

We assume that this means 15 percent below NYFIRO’s annual rates for the 
dwelling class and not 15 percent below the NYFIRO term rates. 

The Allstate filing, filed with the insurance department, dated August 30, 
1954, contains the following statements : 

Page 2: 

“The rates submitted with this filing are approximately 20 percent less than 
the term rates currently being used in your State for class rated dwellings, con- 
verted to an annual basis. * * * 

“Three year policies are written at 250 percent of the annual rate so that the 
average annual income on such policies is 8344 percent of the annual rate. Five 
year policies are written at 400 percent of the annual rate so that on such poli- 
cies the average income is 80 percent of the annual rate. The differential be- 
tween our rates and either of these figures is approximately 20 percent.” 

Page 3: 

“We propose to issue a continuous policy with an original policy period of 12 
months, to be extended by subsequent premium payments in future years, and to 
charge a level annual premium, i.e., without either an initially larger amount 
or any increased amount in the 5th, 10th, etc., years. The premium for each 
extension period will be calculated at the rates in effect at the time of such 
extension. Such a policy and program can be rated, billed, and handled as a 
simple clerical operation and with greater economy than the conventional term 

licy.”” 

- pamphlet issued by Allstate describing its fire insurance rates contains the 
following paragraphs: 
Page 9 


“You can save up to 20 percent through Allstate’s low rates. Allstate’s 1- 
year policy means a smaller premium to pay—no need to pay a 3- or 5-year 
premium in one lump sum, as with some policies. Yet, you automatically receive 
the same ‘discount’ from Allstate that the 3- or 5-year plans offer. This is in 
addition to Allstate’s special 20-percent savings. You can review pour policy 
every year—your insurance never becomes outdated, you never have too much 
or too little. And, should your premium amount to over $10, you can budget it— 
40 percent down, 30 percent in 3 months, the final 30 percent in 6 months.” 

“Thanks to Allstate’s l-year policy, you need not pay for yuur fire insurance 
3or 5 years in advance. Yet, you automatically receive approximately the same 
‘discount’ these plans offer, over and above Allstate’s special savings of up to 
20 percent.” 

On this subject matter, Mr. John R. Barry testified (pp. 617-618) : 

“The WITNESS. Will you let me explain how Allstate arrives at their rate? 

“Mr. Hoxrz. If you know how. 

“The WitNEss. I know how because it is right in their filings. The Allstate 
took the 1-year rate. 

“Mr. Houz. Yes. 

“The Wirness. They multiplied that by four for a 5-year rate. In other 
words, they are using a 5-year rate. 

“Mr. Houz. Yes. 

“The WiTNEss. Then they devided that by five, and translated it back to a 
l-year rate. They are using a 1-year policy without the privileges that go to 
the assured of having a 5-year policy because their filing provides that if there 
is—that when they renew that policy at the end of the year it is the prevailing 
rate at that time so if there is an increase in rate the assured pays the increase 
in rate whereas if he takes out a policy for less than 3 or 5 years he is guaran- 
teed that rate to the finish. They only use that method in order to make it a 
36-percent cut in rate and not a 20-percent cut in rate. Our premium on the 
basis of $8,000 for 1 year is $22.40. Their’s is $14. It’s a 36-percent cut in rate 
because their circular—their filing with you, everything they have in here says, 
‘We are writing 1-year policies.’ Now, that’s where it’s relevant. It has a lot 
to do with this hearing. 

“Mr. Kaptan. May I say on that, Mr. Superintendent, that their rate is not a 
20-percent cut from our annual rate. It’s a 36-percent. 

“The Witness. That’s right; it’s 36 percent.” 

Allstate Insurance Co. is issuing an annual policy 
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and charging a rate which is a discount from the stock company term rate ag if 
it were issuing a term policy. The net result would be that, if there is an jp. 
crease in extended coverage rates, the stock companies would, by practice ang 
rule, be bound to continue their term business until expiration without an jp. 
crease while Allstate Insurance Co. would be in a position to charge the increase 
on expiration of their annual policies. They have issued an annual policy ang 
any discount approved by the insurance department should be from the annual 
rates and not the term rates. 

The departmental decision makes no reference to the use of the town and city 
grading system. Page 7 of the memorandum filed with the insurance department 
by Allstate under date of April 18, 1955, carries the following paragraph: 

“5. Allstate denied NYFIRO’s allegation, at page 11, that ‘No system of rating 
in the fire insurance field is complete without the maintenance of the city ang 
town grading system * * *’ The rating article of the New York insurance law 
expressly permits independent filings. Be that as it may, Allstate has always 
been willing to pay, and again offers to pay, its fair share of the cost to NYFIRO 
of maintainging the city and town grading system for the dwelling classes pro. 
vided it can do so without being bound in any way by the rates, rules, and forms 
or other restrictions imposed by NYFIRO upon its members and subscribers, 
Allstate, in other words, is unwilling to give up its right to be independent.” 

The record establishes the fact that Allstate Insurance Co. is not conforming 
with the requirements of the standard town and city grading system (see sum- 
mation by Charles P. Butler, pp. 1801-1310). 

In the regulation of rates, the grading received by a city or town pursuant to 
the standard town and city grading system is used as a base rate, and the final 
rates for each class are dependent upon these key rates. The record indicates 
that the town and city grading system is part of the national board system of 
classification which has been authorized and approved by the national Asso- 
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ciation of Insurance Commissioners. To permit an insurance company to vary 
these gradings for any city or town makes the entire rating system ineffective 
and destroys the purpose of the rating machinery. It also creates an unfair dis- 
crimination in favor of a town or city to which an individual insurance company 
arbitrarily accords a higher grading than that warranted by the operation of the 
standard town and city grading system. This, in our opinion, is a violation of 
the rating law of this State. 

Section 183(1) (c) provides: 

“Seo. 188. RATEMAKING ; ADMINISTRATION 

“e * & 

“(c) No rate shall discriminate unfairly between risks involving essentially 
the same hazards and expense elements or between risks in the application of 
like charges and credits.” 

The insurance department has the power to direct the discontinuance of a 
practice which is tantamount to unfair discrimination. It also has the power 
to require that companies be uniform in the application of the standard national 
board system of classification and the town and city grading system, which 
have been approved by the National Association of Insurance Commissioners, 
to prevent unfair discrimination in the treatment of risks of like hazards. It is 
necessary to preserve the town and city grading system in order that cities and 
towns may recognize the obligation to supply sufficient water supply, fire depart- 
ment equipment and personnel, and to maintain modern building laws and 
structural conditions. 

In the departmental decision, no consideration was given to the position of 
the mutual companies. There are approximately 52 mutual companies which 
are subscribers of the New York Fire Insurance Rating Organization. Section 
186 of the insurance law places the duty upon the superintendent of insurance, 
when determining whether rates are excessive, discriminatory, inadequate, or 
unreasonable, to have due regard to a number of elements in- 
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cluding policyholders’ dividends. 


Powers, KapLtaAN & BERGER, 
CHARLES P. BUTLER, 
Attorneys for New York Fire Insurance Rating Organization. 
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MeeTINnG OF THE GOVERNING COMMITTEE OF THE New YoRK FIRE INSURANCE 
RATING ORGANIZATION, HELD DECEMBER 20, 1955, aT 11 A.M., IN THE Com- 
yITTEE RooM, SEVENTH Foor, 85 JOHN STREET, New York City 


They were present: 
Mr. John Glendening, chairman. 
Mr. W. L. Nolen, vice chairman. 
Mr. R. S. Garvie. 
Mr. C. M. Close. 
Mr. R. R. Wilde. 
Mr. H. W. Miller. 
Mr. E. J. Martin (representing Mr. J. A. North). 
Mr. M. Mays (representing Mr. J. V. Herd). 
Mr. W. L. Bellmer (representing Mr. H. B. Collamore). 
Mr. J. H. Vey (representing Mr. F. E. Sammons). 
Mr. A. C. Miles (representing Mr. H. C. Pitot). 
H. S. Stanley. 
ASSESSMENT 


Acting upon a recommendation of the subcommittee on finance, the committee 
authorized an initial assessment for 1956 of 6 percent on 1954 premiums, ex- 
cept water damage and rain, for member and subscriber companies. 


NORTH AMERICA COMPANIES ASSESSMENT 


An assessment rate of 1.66 percent against net direct 1954 fire, extended 
coverage, and allied lines premiums of the North America companies in New 
York State for all classes other than dwelling classes 009, 019, 029, and 011 was 
adopted. 

BEEKMAN DOWNTOWN HOSPITAL 


The committee authorized a contribution of $500 to the Beekman Downtown 
Hospital. 
NEW YORK BOARD ROOM 


Agreement was expressed with a suggestion of the New York Board of Fire 
Underwriters that the New York Fire Insurance Rating Organization assume 
one-fourth of the cost of new carpeting in the board room on the second floor 
at 85 John Street. It was understood that the participation of this organization 
would amount to approximately $575. 

Meeting adjourned. 


H. 8S. STan ey, Secretary. 
Approved : 
JOHN GLENDENING, Chairman. 


REPORT OF GOVERNING COMMITTEE, FEBRUARY 14, 1956 


The governing committee met on five occasions during 1955 and, in addition 
to consideration of routine administrative affairs of the rating organization, 
a considerable amount of committee time again was devoted to the North America 
companies and Allstate Insurance Co. matters. 

Counsel has prepared in behalf of the special subcommittee, a review of the 
progress and status of these matters and it is appended to this report. 

One change in membership of the committee after the annual meeting of 1955, 
was occasioned by the resignation of Mr. J. C. Evans because of retirement. Mr. 
C. M. Close was elected to fill the unexpired term of Mr. Evans. 

Assessment authorizations, based upon recommendations of the subcommittee 
on finance were adopted and are covered in the report of that committee. 

Filing of homeowners policies A, B, and C, was authorized in March 1955 under 
the following resolution : 

“Resowed, That the general manager be and hereby is authorized and in- 
structed to file, in behalf of these companies requesting such filing, forms, rules, 
and rate treatment for homeowners policies A, B, and C, as recommended by 
Interbureau Insurance Advisory Group, concurrent with similar action by the 
National Bureau of Casualty Underwriters and the Inland Marine Insurance 
Bureau. This resolution does not contemplate inclusion of the foregoing material 
in the New York Fire Insurance Rating Organization Book of General Rules.” 
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At the December meeting, the committee made available to rating organization 
employees, an expanded program of group life insurance coverage which had beep 
developed by the American Insurance Association. The committee also author. 
ized, on a contributory basis, provision for group major medical expense insur. 
ance coverage of employee’s earning in excess of $4,000 per year or having over 
10 years service with the organization. 

It is a pleasure to report that over 90 percent of the eligible employees haye 
availed themselves of this protection. 

JOHN GLENDENING, Chairman. 


ADDENDUM TO REPORT OF GOVERNING COMMITTEE 
IN THE MATTER OF ALLSTATE INSURANCE COMPANY 


Upon the appointment of Superintendent of Insurance Leffert Holz, a request 
was made by this organization for a hearing in connection with dwelling class 
rates. The Allstate Insurance Co. had been granted a reduction of 20 percent 
from the term rates of this organization by the predecessor superintendent of 
insurance. Mr. Holz decided to hold a hearing as of his own initiative. Pur- 
suant thereto a hearing was held starting on April 25, 1955. On that date ang 
a number of adjourned dates to May 19, 1955, 1411 pages of testimony were 
taken. 

Under date of July 1, 1955, Superintendent of Insurance Leffort Holz rendered 
his decision in which he sustained the position of this organization that the 
Allstate rates had been inadequate, and directed an adjustment of such rates 
in the dwelling house classes to a level reflecting rates of approximately 15 /per- 
cent below the term rates of this organization. 

This organization informed the superintendent of insurance that while it 
appreciated the fact that he had granted a hearing and had sustained the 
position of this organization, it still felt aggrieved by reason of its conviction 
that the rates in the dweliing-house classes for Allstate Insurance Co., as read- 
justed, were still inadequate. A memorandum indicating the basis for the con- 
viction of this organization was prepared and filed with the insurance depart- 
ment. 

The insurance department would not. modify its decision of July 1, 1955, by 
reason of which a proceeding was instituted for the judicial review of this depart- 
mental decision. This proceeding was commenced on October 31, 1955, and is 
now pending in the Supreme Court of the State of New York for the County of 
New York. It is estimated that a decision on this petition for review may be 
had within a period of the next 4 or 5 months. 

The Allstate Insurance Co. also contended that it was aggrieved with the 
decision of the insurance department and under date of October 28, 1955, initiated 
a proceeding in the Supreme Court, New York County, for a review of the depart- 
mental decision. It based its proceeding upon a number of contentions, including 
the following: 

“Said determination was eroneous in law and in fact in that respondent Holz, 
as superintendent of insurance, without substantial justification or any justifi- 
cation thereby reversed the recent determination of his predecessor in office that 
petitioner’s rates for dwelling house fire, and extended coverages insurance were 
proper and adequate and consistent with the public interest.” 


The matter of Insurance Co. of North America, et al. 


This organization filed a petition in the U.S. Supreme Court for review of the 
decision of the Court of Appeals of the State of New York. Under date of 
October 11, 1955, the Supreme Court granted a motion to dismiss the petition for 
want of a substantial Federal question. 

The decision of the insurance department in the North American matter, 
which was submitted to judicial review, did not embrace the adequacy of the 
rates in the dwelling-house classes, as filed by the North America companies 
and approved by the insurance department of this State. Upon the appoint- 
ment of the present superintendent of insurance a demand was made for a 
hearing by this organization upon the contention that the dwelling-class rates, 
as approved for the North America companies, were inadequate and in violation 
of law. It was pointed out that in the brief filed in the Court of Appeals of the 
State of New York by the insurance department the following was stated: 


“The question of whether the rating law requires uniform rates is not in the 
case” (p. 4). 
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“jf the rating organization, any of the petitioner companies, or any other 

rson desired thereafter to claim that the new rate was inadequate or dis- 
criminatory, an administrative remedy is provided in section 186, which author- 
jzes a petition to the superintendent challenging such rate for one of the reasons 
there set out.” ; ; 

The application by this organization for a hearing on the questions of the ade- 
quacy and legality of these rates is still pending. 

This organization, in connection with its requests for a hearing in the Allstate 
Insurance Co. and North America matters, contended that it is and its members 
are aggrieved parties and therefore entitled to a hearing as a matter of right 

ursuant to section 186 of the insurance law of the State of New York. 

Under date of January 27, 1955, the insurance department rendered a decision 
adverse to the position of this organization and a number of its member com- 
panies. lean tala ' ' a PR 

Under date of May 26, 1955, a judicial review of this decision was initiated 
by this organization and a number of its member companies in the Supreme 
Court of the State of New York, County of New York. This matter came up 
for a hearing and was argued before Mr. Justice Matthew M. Levy at a special 
term of the Supreme Court for New York County. Briefs have been filed. No 
decision has as yet been rendered. 


MEETING OF THE GOVERNING COMMITTEE OF THE NEW YorRK FIRE INSURANCE 
RATING ORGANIZATION, HELD JUNE 26, 1957, IN THE CoMMITTEE ROOM, 7TH 
Fioor, 85 JOHN STREET, NEW YorK City 


(All reference to salary or retirement levels acted on by the committee have 
been deleted in making these copies) 
There were present: 
W. L. Nolen, chairman. 
R. S. Garvie, vice chairman. 
W. W. Allen. 
R. P. Crawford. 
R. R. Wilde. 
8. G. Behlmer (representing A. L. Polley). 
Cc. P. Carlson (representing Olaf Nordeng). 
W. R. Ewald (representing C. M. Close). 
P. H. Keeler (representing A. L. Ross). 
L. W. Phelps (representing P. W. Newman). 
W. J. Sweeney (representing A. T. Chisholm). 
C. T. Tompkins (representing H.C. Pitot). 
J. H. Vey (representing F. E. Sammons). 
A. J. Wyatt (representing E. H. Forkel). 
Counsel Kaplan. 
Counsel Gross. 
K. O. Smith. 
REPORT OF SUBCOMMITTEE ON FINANCE 


The committee considered the recommendation of the finance committee that 
the assessment to be levied as of July 1, 1957, on 1956 net direct fire premiums 
including extended coverage, windstorm and hail (except hail on growing crops), 
sprinkler leakage, riot and civil commotion, and explosion, aircraft and vehicle 
property damage, vandalism and malicious mischief, to be 1.2 percent for the 
entire calendar year of 1957; 40 percent of this rate to be applied to the pre- 
niums for homeowners policies A, B, and C; and water damage and rain 
premiums to be assessed at the rate of 0.1 percent for the same term, and assess- 
ments paid for the first 6 months of 1957 to be credited against the total assess- 
ment for the year. A formal motion was made, seconded, and carried to approve 
the recommendation of the finance committee and to authorize the recommended 
assessments. 

An assessment rate of 1.66 percent against the net direct 1956 fire, extended 
coverage and allied lines premiums (except a rate of 0.1 percent on water dam- 
age and rain premiums) of the North America companies in New York State for 
all classes other than dwelling classes 009, 019, 029, and 011 was adopted at the 
recommendation of the finance committee. 
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REPORT ON COMMERCIAL PROPERTY COVERAGE 


The committee heard a report from management concerning the status of 
the filing made by the rating organization for commercial property coverage with 
the State of New York Insurance Department. A memorandum from counsel 
to the insurance department dated June 20, 1957, was read and counsel com. 
mented briefly concerning the principles of law involved in this matter, The 
committee concurred in the action taken by management and counsel, 


HOMEOWNERS POLICIES A, B, AND C 


The committee heard a recommendation of an advisory organization and 
after discussion voted to adopt the homeowners policies A, B, and C on behalf 
of all member and subscriber companies and authorized the necessary filing. 
Filings for this coverage have previously been made in behalf of certain 
named companies and the action of the committee does not alter at this time 
the present procedures with respect to manual and forms distribution and audit 
at the company level. 

REPORT BY COUNSEL 


Counsel Kaplan briefly reviewed the status of the insurance department hear- 
ing on the matter of the North America companies dwelling class rates. 

Meeting adjourned. 
K. O. SMITH, Secretary. 
Approved : 


W. L. NoLen, Chairman. 


ADDENDUM TO REPORT OF GOVERNING COMMITTEE, FEBRUARY 14, 1956 
IN THE MATTER OF ALLSTATE INSURANCE CO. 


Upon the appointment of Superintendent of Insurance Leffert Holz, a request 
was made by this organization for a hearing in connection with dwelling class 
rates. The Allstate Insurance Co. had been granted a reduction of 20 percent 
from the term rates of this organization by the predecessor superintendent of 
insurance. Mr. Holz decided to hold a hearing as of his own initiative. Pur. 
suant thereto a hearing was held starting on the 25th day of April 1955. On 
that date and a number of adjourned dates to May 19, 1955, 1,411 pages of testi- 
mony were taken. 

Under date of July 1, 1955, Superintendent of Insurance Leffert Holz rendered 
his decision in which he sustained the position of this organization that the 
Allstate rates had been inadequate, and directed an adjustment of such rates 
in the dwelling house classes to a level reflecting rates of approximately 15 per- 
cent below the term rates of this organization. 

This organization informed the superintendent of insurance that while it 
appreciated the fact that he had granted a hearing and had sustained the posi- 
tion of this organization, it still felt aggrieved by reason of its conviction that the 
rates in the dwelling house classes for Allstate Insurance Co., as readjusted, were 
still inadequate. A memorandum indicating the basis for the conviction of 
this organization was prepared and filed with the insurance department. 

The insurance department would not modify its decision of July 1, 1955, by 
reason of which a proceeding was instituted for the judicial review of this 
departmental decision. This proceeding was commenced on October 31, 1955, 
and is now pending in the Supreme Court of the State of New York for the 
County of New York. It is estimated that a decision on this petition for review 
may be had within a period of the next 4 or 5 months. 

The Allstate Insurance Co. also contended that it was aggrieved with the 
decision of the insurance department and under date of October 28, 1955, initiated 
a proceeding in the Supreme Court, New York County, for a review of the de- 
partmental decision. It based its proceeding upon a number of contentions 
including the following: 

“Said determination was erroneous in law and in fact in that respondent 
Holz, as superintendent of insurance, without substantial justification or any 
justification thereby reversed the recent determination of his predecessor in 
office that petitioner’s rates for dwelling house fire and extended coverages in- 
surance were proper and adequate and consistent with the public interest.” 
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IN THE MATTER OF INSURANCE COMPANY OF NORTH AMERICA, ET AL. 


This organization filed a petition in the U.S. Supreme Court for review of the 

on of the Court of Appeals of the State of New York. Under date of 

October 11, 1955, the Supreme Court granted a motion to dismiss the petition 
for want of a substantial Federal question. ; ; 

The decision of the insurance department in the North America matter, which 
was submitted to judicial review, did not embrace the adequacy of the rates 
jn the dwelling house classes, as filed by the North America companies and ap- 
proved by the insurance department of this State. Upon the appointment of 
the presen superintendent of insurance a demand was made for a hearing by 
this organization upon the contention that the dwelling class rates, as approved 
for the North America companies, were inadequate and in violation of law. It 
was pointed out that in the brief filed in the Court of Appeals of the State of 
New York by the insurance department the following was stated : ; 

“The question of whether the rating law requires uniform rates is not in the 

” (p.4). 
nit te vatane organization, any of the petitioner companies or any other 
mn desired thereafter to claim that the new rate was inadequate or dis- 
criminatory, an administrative remedy is provided in section 186, which author- 
jzes a petition to the superintendent challenging such rate for one of the reasons 
there set out.” 

The application by this organization for a hearing on the questions of the 
adequac and legality of these rates is still pending. 

This organization, in connection with its requests for a hearing in the Allstate 
Insurance Co. and North America matters, contended that it is and its members 
are aggrieved parties and therefore entitled to a hearing as a matter of right 
pursuant to section 186 of the insurance law of the State of New York. 

Under date of January 27, 1955, the insurance department rendered a decision 
adverse to the position of this organization and a number of its member com- 

nies. 

Under date of May 26, 1955, a judicial review of this decision was initiated 
by this organization and a number of its member companies in the Supreme 
Court of the State of New York, County of New York. This matter came up 
fora hearing and was argued before Mr. Justice Matthew M. Levy at a special 
term of the Supreme Court for New York County. Briefs have been filed. No 
decision has as yet been rendered. 


MEETING OF THE GOVERNING COMMITTEE OF THE NEW YORK FIRE INSURANCE RaTING 
ORGANIZATION, HeLp Frepruary 14, 1956, IN THE COMMITTEE Room, New York 
Crry 


There were present : 
R. 8. Garvie. 
H. C. Pitot. 
. M. Close. 
. L. Ross. 
. L. Gallagher. 
. L. Magenheimer (representing W. L. Nolen). 
. Soward (representing J. V. Herd). 
is Burkert (representing H. W. Miller). 
. H. Vey (representing F. E. Sammons). 
. M. Owen (representing R. R. Wilde). 
. L. Bellmer (representing H. B. Collamore). 
. Carlson (representing Olaf Mordeng). 
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ORGANIZATION OF COMMITTEE 


Nominations were solcited for chairman of the governing committee for the 
msuing year and Mr. W. L. Nolen was nominated. There being no other 
nominations, Mr. Nolen was elected chairman. 

Mr. R. 8. Garvie was then nominated and elected to serve as vice chairman 

| for the ensuing year. 


47932—60—pt. 6——-15 











3368 THE INSURANCE INDUSTRY 


APPOINTMENT OF SECRETARY AND TREASURER 


By formal action of the committee and in accordance with constitution) 
requirements, Mr. H. 8. Stanley was appointed secretary and Mr. C, P, Cullen, 
treasurer, for the ensuing year. 


MERCANTILE BLOCK COVERAGE 


The committee ratified action taken by the subcommittee on rates, rules, ang 
forms in adopting rules, forms, and rating procedure for mercantile block 
coverage as recommended by the Eastern Underwriters Association and the 
Interregional Conference. 

Meeting adjourned. 

H. 8. STANLEY. Secretary, 

Approved : 

J. L. MAGENHAIMER, Acting Chairman, 





MEETING OF THE GOVERNING COMMITTEE OF THE NEW YORK FIRE INSURANCE Rating 
ORGANIZATION, HELD May 10, 1956, IN THE COMMITTEE ROOM, SEVENTH F'Loor, 
85 JoHN STREET, NEw YorK CITY 


There were present : 
W. L. Nolen, chairman. 
R. S. Garvie, vice chairman. 
A. L. Polley. 
C. M. Close. 
P. W. Barnes (representing K. B. Hatch). 
M. W. Mays (representing J. V. Herd). 
M. F. Wallace (representing H. W. Miller). 
C. Tompkins (representing H. C. Pitot). 
J.R. Barry (representing R. R. Wilde). 
W. L. Bellmer (representing H. B. Collamore). 
P.S. Keeler (representing A. L. Ross). 
Cc. P. Carlson (representing Olaf Nordeng). 
B. J. Oswald (representing V. L. Gallagher). 
Counsel Kaplan. 
Counsel Gross. 
K. O. Smith. 
H. 8. Stanley. 
ASSESSMENT FORMULA 


The following formula which had been recommended by the Inter-Regional 
Insurance Conference and the Eastern Underwriters Association, for use in con- 
nection with the several types of policies listed, as a temporary measure for 
the year 1956, was carefully reviewed by the committee: 

(1) As respects business written on comprehensive contracts such as the 
mereantile block and the comprehensive dwelling policy where the fire and 
extended coverage endorsement premiums constitute an integral but separable 
portion of the overall premium, and where stamping office services are rendered 
by the fire-rating bureaus, the assessment be based upon the full fire and 
extended coverage endorsement premiums. 

(2) As respects homeowners policies (A, B, and C) involving an indivisible 
premium, the assessment be 40 percent of the normal rate of assessment applied 
to the full indivisible premium for the contract, this reduction from the full 
rate of assessment being felt fully justified because of the absence of stamping 
office operations in connection with homeowners contracts and the fact that 
not all of the indivisible premium is comprised of fire and extended coverage 
endorsement premiums, 

It was understood that the stamping office services referred to above are 
intended to include examining department services in New York City. 

Mr. Barry asked to be recorded as opposed to the recommended percentage rate 
basis under No. 2 above, and as favoring instead, use of actual fire and extended 
coverage endorsement premiums. 

After discussion, it was voted to adopt the recommendation as a temporary 
measure applicable only to the year 1956. 
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UNDERWRITING EXPERIENCE 


i the sub- 
agement was instructed by the committee to initiate, through 
ae nes on rates, rules, and forms, an investigation of reported unsatisfactory 
oaaan in underwriting experience, and to report results of that study to the 
governing ee 
— H. 8S. STANLEY, Secretary. 
agereved: W. L. Noten, Chairman. 





MEETING OF THE GOVERNING COMMITTEE OF THE New YorxK Frre INSURANCE RATING 
ORGANIZATION, HELD JUNE 27, 1956, IN THE COMMITTEE ROOM, SEVENTH F'LOook, 
85 Joun STREET, NEw York CIty 


There were present : 
R. S. Garvie, vice chairman. 
C. M. Close. 
A. L. Ross. 
V. L. Gallagher. 
J. L. Magenheimer (representing W. L. Nolen). 
M. W. Mays (representing J. V. Herd). 
M. F. Wallace (representing H. W. Miller). 
F. Swallow (representing H. C. Pitot). 
J. H. Vey (representing F. E. Sammons). 
J. R. Barry (representing R. R. Wilde). 
Cc. P. Carlson (representing Olaf Nordeng). 
Counsel Kaplan. 
Counsel Gross. 
K. O. Smith. 
H. 8. Stanley. 


REPORT OF SUBCOMMITTEE ON FINANCE 


Consideration was given to a recommendation made by the finance committee 
that an assessment be authorized to be levied as of July 1, 1956, on 1955 net direct 
fire premiums including extended coverage, windstorm and hail (except hail 
on growing crops), sprinkler leakage, riot and civil commotion and explosion, 
aircraft and vehicle property damage, vandalism and malicious mischief, water 
damage and rain; the assessment rate for all of the above perils except water 
damage and rain to be 1.2 percent for the entire calendar year of 1956. Forty 
percent of this rate to be applied to the premiums for homeowners policies A, 
B, and C; water damage and rain premiums to be assessed at the rate of 0.1 
percent for the same term, and assessment paid for the first 6 months of 1956 
to be credited against the total assessment for the year. A formal motion pre- 


vailed approving the recommendation of the finance committee and authorizing 
the recommended assessment. 


NORTH AMERICA COMPANIES ASSESSMENT 


An assessment rate of 1.66 percent against net direct 1955 fire, extended 
coverage, and allied lines premiums of the North America companies in New 
York State for all classes other than dwelling classes 009, 019, 029, and 011 was 
adopted. 


UNDERWRITING EXPERIENCE 


A report by the Subcommittee on Rates, Rules, and Forms in connection with 
underwriting experience was carefully reviewed by the committee. After dis- 
cussion and upon motion duly seconded, it was voted to defer action upon the 
recommendation of the subcommittee and the management was instructed to 


obtain, as soon as possible, the fire underwriting results of affiliated companies 
in New York State for the first 6 months of 1956. 


CHECK SIGNATORIES 


The following resolutions were adopted by the committee: 
“Resolved, That the resolutions adopted April 7, 1953, pertaining to signa- 
tures on the regular account, the special account and the fire department tax 
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account of this organization in the Hanover Bank be amended by adding th 
words “or any member of the finance committee” at the end of each resolution : 
“Resolved, That the resolutions adopted April 7, 1953, pertaining to signatures 
on the regular account and the payroll account of this organization in the Marin 
Midland Trust Co. be amended by adding the words ‘or any member of the 
finance committee’ at the end of each resolution.” 
Meeting adjourned. 
H. S. STANLEY, Se 
Approved : ne 
R. 8. GARVIE, Vice Chairman, 


—_——_—_— 


HARTFORD FIRE INSURANCE Co., 
Hartford, Conn., September 24, 1956 
Mr. H. SUMNER STANLEY, 
General Manager, 
New York Fire Insurance Rating Organization, 
New York, N.Y. 


DEAR SUMNER: You probably made up some informal minutes of our meeting 
on Thursday, September 20, relating to the Insurance Company of North 
America hearing. 

I would appreciate your sending me a copy, including the names of all in 
attendance. 

Cordially yours, 


ART, 


SEPTEMBER 26, 1956, 
Mr. A. L. POLLEY, 
Vice President, 
Hartford Fire Insurance Co., 
Hartford, Conn. 


Dear ArT: The notes which I have made of the meetings of the special sub- 
committee record only action taken, and do not contain any details of the 
discussions at the September 20 meeting. 

In addition to you and me, there were present: Attorney Kaplan, Butler, and 
Gross; Mr. Barry and Mr. Garland of Corroon and Reynolds; Mr. Mays of the 
American Fore Group; Mr. McLaughlin of the North British Group; Mr. Loughin 
of the Home Insurance Co. ; and Mr. Smith of our office. 

Our record of the meeting reads as follows: “Sept. 20, 1956: The committee 
met and reviewed status of pending hearings on North America filings. It was 
suggested that a report be made to the governing committee at its next meeting.” 

Very truly yours, 
H. S. STAN ey. 





MEETING OF THE GOVERNING COMMITTEE OF THE NEW YORK FIRE INSURANCE RATING 
ORGANIZATION, HELD OcToBER 11, 1956, NEw YorK City 


There were present: 
W. L. Nolen, chairman. 
R. 8. Garvie, vice chairman. 
A. L. Polley. 
M. W. Mays (representing J. V. Herd). 
D. W. Florence (representing H. W. Miller). 
M. Bonner (representing M. C. Pitot). 
J. L. Dorris (representing F. E. Sammons). 
J.R. Barry (representing R. R. Wilde). 
W. R. Ewald (representing C. M. Close). 
P. S. Keeler (representing A. L. Ross). 
C. P. Carlson (representing Olaf Nordeng). 
E. McLoughlin. 
W. L. Falk. 
C. A. Loughin. 
A. Kaplan. 
G. I. Gross. 
C. P. Butler. 
K. O. Smith. 
H. 8. Stanley. 
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COMMITTEE MEMBERSHIP 


The resignations of committee members V. L. Gallagher and N. B. Collamore 
were presented to the committee. In accordance with constitutional require- 
ments, the committee appointed A. T. Chisholm and E. M. Forkel to fill the unex- 
pired terms of the resigned members. 


UNDERWRITING EXPERIENCE 


The committee reviewed fire underwriting experience for the years 1951-55 
inclusive, and for the first 6 months of 1956. After discussion and upon motion 
duly seconded it was voted to refer the subject to the subcommittee on rates, 
rules, and forms with instructions to propose rate adjustments in the various 
classes aS necessary and to report their proposals back to the governing com- 
mittee. 

SPECIAL SUBCOMMITTEE REPORT 


The special subcommittee reported on a hearing to be held at the State of New 
York Insurance Department on October 17 in connection with adequacy of rate 
filings made by the North America companies in the dwelling classes. The sub- 
committee was instructed to report back to the governing committee upon com- 
pletion of the hearing, and it was suggested that the insurance department be 
asked to defer action on any pending or new deviation applications until after 
a decision is rendered on the North America companies’ filings. 

Meeting adjourned. 

M. S. Stantey, Secretary. 

Approved : 


W, L. NoLEN, Chairman. 


MEETING OF THE GOVERNING COMMITTEE OF THE NEW YORK FIRE INSURANCE RATING 
ORGANIZATION, HELD DECEMBER 27, 1956, New York CITY 


There were present : 
W. L. Nolen, chairman. 
R. S. Garvie. 
F. E. Sammons. 
R. R. Wilde. 
A. T. Chisholm. 
M. W. Mays (representing J. V. Herd). 
M. F. Wallace (representing H. W. Miller). 
M. Bonner (representing H. C. Pitot). 
P. S. Keeler (representing A. L. Ross). 
C. P. Carlson (representing Olaf Nordeng). 
8. T. Skirrow (representing C. M. Close). 
J. R. Barry. 
B. McLoughlin. 
Counsel Gross. 
K. O. Smith. 
ASSESSMENT 


Acting upon a recommendation of the subcommittee on finance the committee 
authorized an initial assessment for 1957 of .6 percent on fire and allied lines 
premiums, except water damage and rain, and .24 percent on homeowners 
premiums, for 1955, for member and subscriber companies. 


SPECIAL SUBCOMMITTEE REPORT 


Mr. John R. Barry, chairman of the special subcommittee reported on the 
progress of the hearings at the State of New York Insurance Department in 
connection with the filings made by the North America companies in the dwelling 
classes. Management and counsel were asked by the committee to explore the 
possibility of presenting the fundamental principals expressed in the hearings 
to this date in a bulletin proposed for the information of member and sub- 
scriber companies. 


DEVIATION FILINGS 


The committee heard a report on the subject of deviations and authorized 
the review of pending or new applications. 
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FIRE UNDERWRITING EXPERIENCE 


The committee heard a report of a study of fire underwriting experience and 
after discussion authorized the subcommittee on rates, rules, and forms to make 
the necessary filing for a classified fire rate revision based upon the principles 
presented in the report. 

Meeting adjourned. 

K. O. Smiru, Secretary, 

Approved : 

W. L. Noten, Chairman, 


MEETING OF THE GOVERNING COMMITTEE OF THE NEW YORK FIRE INSURANCE Rating 
ORGANIZATION, HELD Fresruary 13, 1957, NEw York City 


There were present : 
R. S. Garvie, vice chairman. 
W. W. Allen. 
A. T. Chisholm. 
R. P. Crawford. 
P. W. Newman. 
H. C. Pitot. 
A. L. Polley. 
R. R. Wilde. 
C. P. Carlson (representing O. Nordeng). 
J. L. Dorris (representing F. E. Sammons). 
P. Keeler (representing A. L. Ross). 
J. L. Magenheimer (representing W. L. Nolen). 
M. F. Wallace (representing H. W. Miller). 
K. O. Smith. 
ORGANIZATION OF COMMITTEE 


Nominations were solicited for chairman of the governing committee for the 
ensuing year and Mr. W. L. Nolen was renominated. A motion was made and 
seconded to close the nominations aud Mr. Nolen was reelected chairman. 

Mr. R. 8. Garvie was then nominated and reelected to serve as vice chairman 
for the ensuing year. 


APPOINTMENT OF SECRETARY AND TREASURER 


The committee, by formal action and in accordance with constitutional re 
quirements, appointed Mr. K. O. Smith as secretary and Mr. C. P. Cullen as 
treasurer for the ensuing year. 


LEGAL COUNSEL 


The committee was advised of the expiration of the contract for services of 
legal counsel and after a formal motion it was voted to instruct the manage 
ment to make arrangements for the reemployment of counsel for the coming 
year on the same terms as prevailed during 1956. 


BEEKMAN DOWNTOWN HOSPITAL 


A donation by the organization of $500 to the 1957 maintenance fund of the 
Beekman Downtown Hospital was authorized. 
Meeting adjourned. 
K. O. Smitru, Secretary. 
Approved: 
R. S. Garviz, Vice Chairman, 


REPORT OF GOVERNING COMMITTEE 


NEw YorkK Fire INSURANCE RATING ORGANIZATION, 
New York, N.Y., February 13, 1957. 
There were five meetings of the governing committee during 1956 to consider 
the regular administrative business of the rating organization. An addendum 
following this report provides a detailed explanation of the activities of the 
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special subcommittee of which Mr. John R. Barry is chairman. He and his 
subcommittee continue to work tirelessly in connection with the hearings in 
the insurance department concerning independent filings or deviations from the 
rating plans of this organization. These efforts of the subcommittee to protect 
the rating structure and the fundamental principles of ratemaking are to be 
continued in further hearings presently scheduled at the insurance department 
during the latter part of February. 

There have been two changes in the membership of the governing committee 
since the annual meeting of 1956 which were occasioned by the retirements of 
Messrs. H. B. Collamore and VY. L. Gallagher. Mr. E. H. Forkel and Mr. A. T 
Chisholm were elected to fill the unexpired terms of Messrs Collamore and 
Gallagher. 

The committee adopted the recommendations of the subcommittee on finance 
for assessment authorizations which are in accordance with the report by Mr. 
Patton heard at this meeting. 

Several important changes in organization management were made during 
1956. The committee received with regret the resignation of Mr. H. S. Stanley 
which was occasioned by his appointment as assistant general manager of the 
Factory Insurance Association effective November 1. Assistant General Manager 
K. O. Smith was designated general manager and secretary. In December the 
committee appointed Mr. T. M. Boyd, then assistant manager of the Eastern 
Underwriters Association as assistant general manager of this rating organiza- 
tion effective January 1, 1957. 

The chairman of the committee appreciates the cooperation and capable assist- 
ance rendered by the members of his committee. Credit is also due to General 
Manager Smith and his entire staff for the splendid manner in which the respon- 
sibilities of the organization have been carried out. 


W. L. Noten, Chairman. 
oo 


ADDENDUM TO THE REPORB OF THE GOVERNING COMMITTEE, CURRENT RATE 
LITIGATION 


IN THE MATTER OF ALLSTATE INSURANCE CO. 


On the date of the last annual report there was pending before the Supreme 
Court of the State of New York in the matter of Allstate Insurance Co. the 
question of the right of this organization and its member companies to a hearing 
to determine whether independent rate filings meet the standards set forth in 
the Insurance Act (annual report, 1955, p. 9). 

On April 17, 1956, Mr. Justice Matthew M. Levy handed down a decision 
which, while explicitly recognizing the importance of the question presented, held 
that the court could not consider whether Superintendent Bohlinger was in error 
in denying this organization a hearing on the Allstate filing because in the 
interval Superintendent Holz, on his own initiative, had already held such a hear- 
ing. However, the decision did state the following: 

“What Superintendent Holz did was, in effect, to grant a rehearing of his 
predecessor’s decision; and, at the subsequent hearings, the petitioners were 
treated as if they were parties aggrieved. The hearings were proceeded with 
quite plainly as if NYFIRO and Allstate were adversary parties. They were 
given every opportunity to go into every relevant issue thoroughly and fully. 
While the superintendent began the hearing by stating that it was called on his 
own initiative, both sides were represented by counsel, witnesses were called to 
testify, and the history of Allstate and the data of the filings were examined in 
great detail. The Holz decision on the merits has, in effect, overruled the earlier 
Bohlinger decision—that the superintendent of insurance will not act unless a 
court first determines that NYFIRO or other fire insurance companies, filing dif- 
ferent rates, are aggrieved parties. Even if it were to be determined now that 
Superintendent Bohlinger construed the meaning of the statute too narrowly, and 
that the petitioners were truly aggrieved parties, all that could result is that 
Superintendent Holz would be directed to give the petitioners a hearing and to 
determine their petition on the merits. That he has already done, and the cor- 
rectness of his conclusion is not now before me.” 

Because of the necessity of determining the correct interpretation of section 
186 of the insurance law and establishing the right to challenge administrative 
rulings of the superintendent of insurance with respect to rate filings, a notice of 
appeal from the decision of Mr. Justice Levy to the appellate division of the 
Supreme Court of the State of New York was filed on April 30, 1956. 
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It is to be noted that in a case arising out of the 10-percent downward deviation 
in all casses granted to the North America companies by the Superintendent of 
Insurance of the District of Columbia, a decision has been rendered recep; 
which disagrees with the administrative holding of the New York Insurance 
Department in the Allstate case with regard to the right of any insurance com. 
pany to initiate review proceedings in connection with a deviation in rates, Qp, 
January 30, 1957, U.S. District Judge David A. Pine of the District Court for 
the District of Columbia rules that a competing insurance company threateneg 
with financial injury because of increased competition resulting from regulatory 
action by the superientendent of insurance is “aggrieved” under the appeal Pro- 
visions of the District of Columbia rating law and has a right to a full hearj 
by a court to determine the validity of the superintendent’s order granting a 
deviation in rates. 

The court in its opinion in part stated: 

“This court of appeals for this circuit has held, in Jordan v. American Eagles 
Fire Insurance Co. (83 U.S. App. D.C. 192), that the authorization to the super. 
intendent to adjust rates whenever he determines, after investigation, that 
are excessive, inadequate, or unreasonable, does not require that a quasi-judicia} 
hearing be conducted by him, but that the section permiting any person aggrieved 
by the superintendent’s order to contest the validity thereof in any court of com. 
petent jurisdiction, gives a complete right to a full hearing de novo, upon which 
the court will determine the validity of the order in all respects in which it ig 
contested.” 

On another motion the Corporation Counsel of the District of Columbia con. 
tended that the rating organization as such did not posses the power to sue or be 
sued. Judge Pine overruled the contention and held that the rating organiza. 
tion had a status to sue or be sued. 

Both this organization and Allstate Insurance Co. have instituted judicial pro 
ceedings to review the decision of Superintendent Holz dated July 1, 1955, which 
adjusted the Allstate reduced rates upward (annual report, 1955, p. 8). After 
discussions with the attorney general of the State of New York and the at- 
torneys for Allstate Insurance Co., it was agreed that both proceedings be con- 
solidated and transferred directly to the appellate division of the supreme court. 
This stipulation was approved by Mr. Justice Irving H. Saypol of the supreme 
court on December 18, 1956. It was further stipulated at that time that the two 
consolidated proceedings and the appeal from the decision of Mr. Justice Matthew 
M. Levy referred to above would be heard together in the appellate division of 
the supreme court. 

The records on appeal in these three proceedings are in the hands of the print- 
ers and it is expected that the argument will take place in the April term of the 
appellate court. 


IN THE MATTER OF INSURANCE COMPANY OF NORTH AMERICA, ET AL. 


Under date of March 11, 1956, the superintendent of insurance of the State of 
New York directed that a hearing be held with respect to the adequacy of the 
rates filed by the North America companies in the dwelling classes. Hearings 
have been held on October 17, November 1, December 19, and December 20, 1956. 
Four hundred and forty-seven pages of testimony have been taken to date. This 
organization has participated actively as a party in these hearings which are 
scheduled to resume on February 27, 1957. 


IN THE MATTER OF THE GOVERNMENT EMPLOYEES INSURANCE CO. 


This insurance company is a subscriber of this rating organization. An appli- 
cation for deviation was filed by it with the insurance department of this State 
asking for a 25 percent deviation downward in dwelling class rates. This rating 
organization requested a hearing, which was ordered by the insurance department 
and it is now in process. The hearing proceeded on January 14, January 15, 
February 6, and February 7, 1957, when over 500 pages of testimony was taken. 
The insurance department had not as yet come to a final decision in this matter. 


REPORT OF THE SUBCOMMITTEE ON RATES, RULES, AND ForMsS FOR 1956 


Six regular meetings and two special meetings were held by this committee and 
a variety of subjects embracing 72 agenda items were received. 
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During the year, your committee studied the classified fire underwriting ex- 

jence for the period 1951-55 and these studies are continuing. To supple- 

ment this work, the member and subscriber companies of this rating organiza- 

tion were bulletined by questionnaires on August 10, 1956, with respect to their 

known loss experience for the first 6 months of 1956. The results of that ques- 

tionnaire, which indicated an unusually adverse loss experience, have been made 
t of the studies of your committee. 

Early in January of last year, the mercantile block rating plan, rules and forms 
as recommended by advisory organizations was filed, but due to several develop- 
ments the plan was not approved. Later in the year, a revised recommended 
plan, commercial property coverage, was filed but to date the insurance depart- 
ment has not approved this plan for use in New York State, principally be- 
cause of its objection to the temporary statistical plan for applications to this 
form of insurance. 

Important revisions in the broad and special dwelling forms 849 and 850, were 
accomplished during the year, to clarify the exclusions pertaining to water 
damage, to eliminate coverage against the peril of landslide, to permit the 10 
percent extension of coverage on outbuildings and rental value to be additional 
amounts of insurance, and to allow transfer of contents statewide without the re- 
quirement of endorsement. 

Other changes involving dwelling property included the withdrawal of sched- 
ule rates for dwellings located in Island Park and Point Lookout districts of 
suburban division and the extension of class B rates to all class-rated dwelling 
property in Nassau County. 

Several modifications were made in the rating schedules which will aline the 
schedules to produce more representative rates. These included step-rate ad- 
justments for certain classes; elimination of nitrate film charge in film ex- 
changes when warranty is attached excluding liability for loss from burning 
nitrocellulose film and filing a revised schedule for electric generating stations 
and their distribution systems. 

Other items considered by the committee included the following: 

Extended coverage endorsement No. 4 rules were changed to revise rates for 
lumber risks and gas plant properties. 

Filing was made to revise replacement cost insurance as recommended by 
Eastern Underwriters Association except the existing rule provision requiring 
aminimum of 80 percent coinsurance was retained. 

Under the protection rule, the required hydrant distance was extended from 
500 to 600 feet. 

As recommended by advisory organizations, the earthquake assumption en- 
dorsement for dwelling property and the office contents special form were 
adopted. 

Class rates for camp property were revised after a review by your committee. 

I would like to express my appreciation to the members of the Conference 
Committee of the New York State Association of Insurance Agents for their 
advice and assistance. Also, my thanks to the members of this committee for 
their sincere approach to the solution of the many problems which have con- 
fronted this committee during the past year and to the staff for their untiring 
work in the complete, clear and comprehensive manner in which they prepared 
and presented all aspects of the items presented to your committee. 

In closing and speaking for the entire committee, I would like to express our 
appreciation to Joseph J. Magrath for the outstanding job he performed as the 
— chairman of this committee during the period March 1951 to January 
1956. 


W. W. ALLEN, Chairmen, 


ARKANSAS INSPECTION AND RATING BUREAU, 
May 28, 1958. 
Re Comprehensive dwelling policy. 

Hon. Harvey G. Comss, 

Insurance Commissioner, Little Rock, Ark. 


Deak Mr. Comps: Herewith is basic comprehensive dwelling policy, form, 
rules, and rating plan together with supporting data. 

This is filed by Arkansas Inspection and Rating Bureau as a cooperative filing 
for multiple line members of and subscribers to Arkansas Inspection and Rating 
Bureau and by Arkansas Inspection and Rating Bureau acting as agent for 
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National Bureau of Casualty Underwriters, Inland Marine Insurance Bureay, 
Mutual Insurance Rating Bureau and Transportation Insurance Rating Bureay 
for the multiple line members of and subscribers to those bureaus. 

Each of the cooperating bureaus is individually responsible for those forms, 
rules, and rating plans under its respective jurisdiction. There are companies 
which are members of or subscribers to Arkansas Inspection and Rating Bureay 
which are not members or subscribers to one or more of the cooperating bureaus, 
For those multiple line companies the Arkansas Inspection and Rating Bureay 
files that part or parts of the entire program needed to complete the filing ag tg 
any omitted jurisdictions. 

It is proposed that this material and filing be made effective as of September 
1, 1957. 

Your favorable consideration of this filing will be appreciated. 

Yours very truly, 
WALTER PLANGMAN, Manager, 


MINUTES OF THE SPECIAL MEETING OF THE SUBCOMMITTEE ON Rates, Rugs, 
AND Forms Hep Avucust 21, 1957, 10 4.M., NEw YorK Crtry 


There were present: 
Chairman Allen, Messrs. Anderson for Carlson, Beeson for Skirrow, Ear- 
hardt for Lewis, Knox, Lock, Polley, Taylor for Magrath. 
Messrs. Hayden, Knapp, and Smith. 


TERM INSURANCE RULE 


The committee confirmed the telephone ballot of July 16, 1957, which author- 
ized filing of the revision in the term insurance rule as recommended by advisory 
organizations. Management was instructed to proceed to develop statistics for 
inclusion in the filing in support of the recommended revision. The committee 
voted to make the revision applicable to all policies written on or after the effee- 
tive date of the change in the term insurance rule. 


COMMERCIAL PROPFRTY COVERAGE 


Management reported on the status of the filing for commercial property cover- 
age and after discussion the committee instructed management to inform Multi- 
Peril Insurance Conference of these facts and inquire if review of the commercial 
property coverage program as pertaining to New York State should be considered. 

Meeting adjourned. 

K. O. Smiru, General Manager. 


MINUTES OF THE MEETING OF THE SUBCOMMITTEE ON RATES, RULES, AND Forms 
HELD May 28, 1957, 11 a.M., IN THE COMMITTEE Room, New YorkK City 


There were present: 
Chairman Allen, Messrs. Carlson, Dukes for Knox, Ewald for Skirrow, 
Lewis, Lock, Magrath, Mays, Nunn for Polley. 
Messrs. Knapp, Bucksar, Freeman, Rickner, Hayden, Boyd, and Smith. 


FARM RATES, RULES, AND FORM 


The committee approved the farm form, rules, and rating plan as recommended 
by the Eastern Underwriters Association but referred entire subject to a special 
subcommittee with power to develop base rates for rating plan and to make 
necessary refinements in rules and rating plan to reflect New York State 
experience. 

FIRE RATE REVISIONS 


The committee voted to approve amendments to original filing of January 22, 
1957, which included adjustments in the mercantile contents classes in New York 
City and for the remainder of the State and in the bridges, piers, and wharves 
class in New York City. Also included is a revision in the term rule regarding 
reporting form A and permitting application of installment paymeut plan. 


was 


81 


mer 
tect 


app! 
forn 


any 
tion 


tion 
and 
apa) 


rece 


incl 


BUS 


aut 
and 


org 
inte 


pro 
pro 








“au, 
eau 


ms, 
nies 
eau 
ius. 
eau 
3 to 


ber 


10F- 
ory 
for 
ttee 
fec- 


ver: 
iIti- 
cial 
red. 


(MS 


ow, 


ded 
cial 
ake 
ate 


ork 
ves 
ing 





THE INSURANCE INDUSTRY 3377 


GENERAL CLASS RATES 


The revision in the general class rate section of the New York City division 
was approved and presented to the committee. 


STANDARD DWELLING, MERCANTILE AND APARTMENT HOUSE, AND CHURCH FORMS 


The committee approved staff suggestion for the revision of standard dwelling, 
mercantile and apartment house, and church forms, incorporating separate pro- 
tected and unprotected forms into one form. 


OFF-PREMISES POWER—DWELLINGS 


The following recommendation from Eastern Underwriters Association was 
approved by the committee for filing: bs ' : 

“Note.—This rule shall not apply to policies with dwelling buildings special 
form or dwelling building(s) and contents—broad form attached thereto, nor to 
any form with an extension of coverage to include rents, rental value, or addi- 
tional living expense, nor public utility risks.” 


DWELLING BUILDINGS AND CONTENTS BROAD FORM 


The committee recommended referring to the Eastern Underwriters Associa- 
tion for study, a request for permitting attachment of dwelling building(s) 
and contents broad form No. 849 to policies covering household contents of 
apartment buildings and stores and dwellings. 


GRAIN RISKS—REPORTING FORM WITH PREMIUM ADJUSTMENT 


The committee voted to approve for filing the amendments to the rule as 
recommended by advisory organizations. 


TERM INSURANCE 


The committee approved for filing change in term rule making grain risks 
including contents eligible for term insurance. 


BUSINESS INTERRUPTION FORMS 1, 2, 3, AND 4—ALTERATIONS AND NEW BUILDINGS 
CLAUSE 


Acting on advisory organization recommendation, the committee voted to 
authorize filing of a new clause to replace alterations and repairs and work 
and materials clause as presently used in New York. 


BUSINESS INTERRUPTION—FORMS 2 AND 4—RESUMPTION OF OPERATIONS CLAUSE 


The committee approved for filing a revision as recommended by advisory 
organizations to the presently used resumption of operations clause in business 
interruption forms 2 and 4. 

EARNINGS INSURANCE 


The committee approved for filing an advisory organization recommendation 
prohibiting the attachment of the earnings insurance endorsement to commercial 
property form or office contents special form. 


REPLACEMENT COST INSURANCE 


After discussion, the committee affirmed the present New York rule which 
requires a minimum of 80 percent coinsurance except that blanket insurance 
requires a minimum of 90 percent coinsurance. 


INCREASED COST OF CONSTRUCTION INSURANCE (EXCESS OF REPLACEMENT COST) 


Advisory organization recommendation to permit modification of the endorse- 
ment permitting deletion of the words “on the same premises” in the case 
of buildings owned and principally occupied by Federal, State, county and 
municipal governments, nonprofit educational institutions or hospitals, and 
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buildings owned by religious organizations and occuped exclusively as churches 
or for other religious purposes, was approved by the committee and filing 
authorized. 


RECOMMENDATIONS REGARDING REPORTS FOR UNDERWRITING PURPOSES 


The staff presented a report to the committee outlining the procedure to be 
followed in New York regarding the sealing of valves and committee concurreg 
with the staff suggestion. The committee also adopted the recommendation of 
the Eastern Underwriters Association regarding adjustment of rates fo, 
sprinklered risks to reflect deficiencies described in reports for underwriting 
purposes. 

VANDALISM AND MALICIOUS MISCHIEF RATES 


The committee voted to approve for filing the following vandalism and mali. 
cious rates: 

Grade of occupancy: 1AA building risks (not contents) eligible for extendeg 
coverage endorsement No. 4 occupancy grade AA and otherwise eligible for 
vandalism and malicious mischief occupancy grade No. 1 (except college, 
school, habitational, and manufacturing risks and risks otherwise rated for 
vandalism and malicious mischief by schedule) : 


80-percent 
coinsurance 
rate 
We eeth ERTAeE  WRITREON BOEING oan oe een tess ca 0.002 
Without watchman service... cain letiiles es i eee .008 


OLIN MATHIESON CHEMICAL CORP.—PILOT PLANT 


The committee approved the suggestion of the staff in rating the new plant at 
the Niagara Falls location. 


NUCLEAR FACILITIES—RATING JURISDICTION 


The committee approved recommendation of advisory organizations to re 
linquish jurisdiction of promulgating rates, rules, and forms for insurance 
against loss resulting from physical damage to designated nuclear facilities, 
including property associated therewith and subject to radiation damage there 
from; other property directly related to such nuclear facilities; other facilities 
involving substantial quantities of radiation, and directed the staff to take the 
necessary action. 

CONGESTED BUNGALOW COLONIES 


The report of the special subcommittee was discussed and the committee 
approved the following: 

““(1) No change as to the rating of Long Beach (Westholme and portion 
of West End), Long Beach (East Atlantic Beach and portion of West End) 
and zone EB (Broad Channel). 

“(2) Revise item 15 of the New York State uniform schedule for rating 
congested bungalow, beach, and lake colonies, as follows: 

“All other buildings unexposed by the bungalow colony will be rated on appro- 
priate schedule applying a surcharge of 0.50 frame and 0.25 brick. On exposed 
buildings the final rate shall not fall below the colony rate for the same 
construction.” 


ERRORS AND OMISSIONS INSURANCE—PRO RATA LIABILITY 


The committee voted to approve for filing the following rule addition: 
“Nore.—Insurance may be divided over two or more companies but each policy 
shall contain the following: 


“This policy being for ~--. percent of the total contributing insurance, 
the liability of this company is limited to the same percentage of coverage 
under the form attached.” 


Meeting adjourned. 
T. M. Boyp, 
Assistant General Manager. 
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MINUTES OF THE SPECIAL MEETING OF THE SUBCOMMITTEE ON RATES, RULES, AND 
Forms, Hetp Apri 11, 1957, NEw York CITy 


ere present: 
aaseiestraes Allen, Messrs. Carlson, Lester for Skirrow, Lewis, Lock, Ma- 
grath, Mays, Polley, Smith for Knox. 
Messrs. Hayden, Rickner, Smith, and Boyd. 
Mr. McKay accompanied Mr. Allen. 


POWER AUTHORITY OF THE STATE OF NEW YORK (ST. LAWRENCE PROJECT) 


A special meeting was ealled to review the results of staff’s consultation with 
representative public utility and allied lines technicians of member companies. 
After discussion of this subject the staff was instructed to file a blanket 
average rate of .085 for the perils of fire, extended coverage, vandalism, and 
malicious mischief and earthquake at 90 percent coinsurance and with a 2-per- 
cent deductible applying to the earthquake coverage. 
property included in the coverage is as follows: 
Barnhart Island: Dam, powerhouse, and forebay dike. 
Switchyards ; transmission lines ; Long Sault Dam; and Iroquois. 
Meeting adjourned. 
T. M. Boyp, 
Assistant General Manager. 


MINUTES OF THE MEETING OF THE SUBCOMMITTEE ON RATES, RULES, AND FORMS, 
Hetp Marcyu 19, 1957 
There were present: 
Chairman Allen, Messrs. Carlson, Ewald for Skirrow, Knox, Lewis, Lock, 
Magrath, Mays, Nunn for Polley. 
Messrs. Knapp, Bucksar, Freeman, Rickner, Hayden, and Smith. 


FIRE UNDERWRITING EXPERIENCE 


The committee heard a progress report on the rate revision filing with the 
insurance department. 


SUBROGATION CLAUSE 


After hearing the opinion written by rating organization counsel, the com- 
mittee voted to deny a request of the Greater New York Insurance Brokers’ 
Association to permit use of a subrogation clause other than the mandatory 
clause effective February 25, 1957. 


ERRORS AND OMISSIONS INSURANCE 


The committee voted to confirm the mail ballot of January 25, 1957, which 
authorized the filing of revised rules, form, and rates for errors and omissions 
insurance. 


LENDER’S INTEREST IN IMPROVEMENTS AND BETTERMENTS 


A request by a member company to consider the adoption of rates, rule, and 
form for lender’s interest in improvements and betterment (home improvement 
loan insurance) was tabled to await further study of the subject by the Eastern 
Underwriters Association. 


SPECIFICALLY RATED CONGESTED DWELLING AREAS—SUBURBAN DIVISION TERRITORY 


The committee considered a request to review rates in two congested dwell- 
ing areas in the city of Long Beach and voted to relocate the boundary between 
these two districts by moving the easterly limit of tariff No. 5W0315-200 6 
blocks to the east to Maryland Avenue and to revise rates for tariff No. 5W0300— 
10 from 0.60 to 0.50 for frame property and from 0.30 to 0.25 for brick 
property. 
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UNIFORM SPECIAL HAZARD SCHEDULE FOR RATING OF ALUMINUM AND MAGNESIUy 
WORKERS 


The committee considered a request from member companies to revise down- 
ward the rating treatment for aluminum sheet metalworkers and magnesium 
foundries and after discussion voted no action. 


UNIFORM NONFIRE RESISTIVE SCHEDULE FOR RATING SCHOOLS AND INSTITUTIONS 


A member company requested reconsideration of the rate treatment for large 
area of one-story schools rated as nonfire resistive. After hearing a report by 
the staff, the committee voted to authorize filing of the following revised item 
3(b) of the uniform schedule: 


“3 AREA 


“(b) For other risks for each 1,000 square feet or fraction thereof oyer 
10,000 square feet (ground area), ordinary construction (not to exceed 0.28). 
25,000 square feet noncombustible except roof (not to exceed 0.05), charge 0,01.” 

Mr. Carlson asked to be recorded as voting “no,” instead favoring action 
beyond that authorized by the committee. 


PORTABLE TYPE PREFABRICATED AIR HOUSES 


An agent’s request for property damage rates for portable type prefabricated 
air houses was considered and filing of the following building and contents rates 
were authorized: 


| Pro- |Unpro- 
| tected | tected 
| 

bcc 





Fire scenes 20 |e 
E.C.E. No. 4 - sad — adda sex } Grade T 
le i eee j Rehueaccis - Grade 3 


MOTEL-TOURIST COURT COVERAGE 


A member company request for a special filing with the insurance department 
of rates and special form for the motel (tourist court) class was considered and 
management was authorized to make such filing for that company only. 


POWER AUTHORITY OF THE STATE OF NEW YORK (ST. LAWRENCE PROJECT) 


The committee heard a report of staff recommendations for fire and earthquake 
rates for the St. Lawrence power project and voted that the appropriate advisory 
organization committee be consulted for an opinion. 


NATURAL GAS PUMPING STATION SCHEDULE 


It was voted to authorize filing of schedule revisions to the natural gas pump- 
ing station schedule as recommended by advisory organizations. 


SCHEDULE FOR RATING ELECTRIC GENERATING STATIONS 


The Eastern Underwriters Association recommendation that revised rates 
resulting from application of average rate credits for dispersal of risk and loss 
reducing features which were part of the schedule changes effective in New York 
State on May 1, 1956, be not deemed the equivalent of a general or class rate 
reduction was considered and the committee voted to take no action at this time. 


EXTENDED COVERAGE ENDORSEMENT—VANDALISM AND MALICIOUS MISCHIEF 
ENDORSEMENT 


Acting upon adivsory organization recommendations, the committee voted to 
authorize filing of a rule permitting optional deletion of the 30-day vacancy pro- 
vision, with respect only to vandalism and malicious mischief, for application to 
the dwelling building(s) special form, dwelling buildng(s) and contents broad 
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form and the additional extended coverage endorsement, subject to additional 
premium charge. The staff was instructed to consult with the Eastern Under- 
writers Association regarding the wording of the new rule. Other editorial 
changes in this section of the rule were approved. 


DWELLING BUILDING(S) AND CONTENTS BROAD FORM—DWELLING BUILDING(S) 
SPECIAL FORM——-ADDITIONAL EXTENDED COVERAGE ENDORSEMENT 


The committee authorized filing of reference to the new rule described in the 
eceding item, in the rules for dwelling building(s) and contents broad form, 
dwelling building(s) special form and additional extended coverage endorsement. 


MULTIPLE LOCATION—RULES AND FORMS 


Revisions to the multiple location rating plan rules and forms, known as Nos. 
ML-34 and ML-35, as recommended by the reporting form service office and the 
Eastern Underwriters Association, were approved by the committee and filing 


authorized. 
SUFFOLK COUNTY MUTUAL INSURANCE CO. 


The committee considered the renewal of the deviation filing made by the 
Suffolk County Mutual Insurance Co. and the accompanying exhibit of premiums, 
loss, and expense ratios and voted not to request the hearing at the insurance 
department but instead to advise the insurance department of the results of the 
rating organization’s study of the company’s expense exhibits. The committee 
also requested that the principle upon which this action is based be called to the 
attention of the governing committee. 

Mr. Mays asked to be recorded as voting against waiving the rights of NYFIRO 
for a hearing. 

SECURITY MUTUAL LIABILITY INSURANCE CO. 


The deviation filing of the Security Mutual Liability Insurance Co. was con- 
sidered in the same manner as the preceding item and similar action was voted 
by the committee. 

ERRORS AND OMISSIONS INSURANCE 


A filing proposed by the North America companies for modification of their 
deviation for errors and omissions insurance was considered ‘and the committee 
directed the staff to advise the subscriber companies making this deviation of 
the reason why the rating organization does not consider this filing proper. 


REPLACEMENT COST INSURANCE 


Advisory organization recommendations to permit modification of the replace- 
ment cost insurance endorsement to cover on certain eligible contents of Federal, 
State, county, or municipal governments, educational institutions or hospitals not 
operating for profit, and religious organizations, was approved by the committee 
and filing authorized. 


BUSINESS INTERRUPTION INSURANCE—SELLING AGENTS COMMISSIONS 


A revision in the rule for selling agents commissions insurance to permit 
blanket insurance, subject to highest rate for all locations covered, as recom- 
mended by the Eastern Underwriters Association, was approved by the com- 
mittee and filing authorized. 


VALUE CLAUSES—MARKET VALUE CLAUSE FOR WINES 


Advisory organization recommendations for the use of the market value clause 
for wines on specific policies as presently used on reporting form policies was 
adopted by the committee and a filing authorized. 


VALUE CLAUSE 


Editorial changes in the market value clause, as recommended by the Eastern 
Underwriters Association so as to track with the reporting form clause ML-14, 
were approved and filing authorized. 
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BRAND AND LABEL CLAUSE 


The commmittee authorized filing of a revised brand and label clause as recom. 
mended by advisory organizations. 
Meeting adjourned. 
K. O. Smiru, General Manager. 


MINUTES OF THE MEETING OF THE SUBCOMMITTEE ON RATES, RULES, AND Forms, 
Hetp January 11, 1957, 11 a.M., IN THE COMMITTEE Room, 85 JOHN STREEr, 
New York CITY 


There were present : 
Chairman Allen, Messrs. Carlson, Hughes for Mays, Knox, Lock, Magrath, 
Nunn for Polley, and Skirrow. 
Messrs. Knapp, Freeman, Rickner, Hayden, Boyd, and Smith. 


TERM RULE 


The committee voted to authorize filing of the revised term insurance rule 
as recommended by the Eastern Underwriters Association. 


FIRE UNDERWRITING EXPERIENCE 


The classified fire underwriting experience for the years 1951-55 was reviewed 
on the basis of the report from the special subcommittee and management wag 
instructed to proceed with filing the rate adjustments as adopted. 


STOP RATES 


The committee authorized the filing of a revised stop rate of .03, effective 
statewide, for schools, class 105. 


UNIFORM SCHEDULES FOR RATING SCHOOLS, INSTITUTIONS, AND PUBLIC BUILDINGS 


Acting on a request by a field club rules and forms committee, the committee 
voted to authorize the filing of the following revision to these schedules: “Non- 
fire resistive schedule item 12k and fire resistive schedule item 6i, delete the 
following: ‘if more than six automobiles are stored or’ ”. 


INSTALLMENT PREMIUM ENDORSEMENT 


The committee authorized filing of an installment premium endorsement as 
recommended by EHastern Underwriters Association, to be used with the standard 
fire insurance policy now filed for optional use in New York State. 

Meeting adjourned. 

T. M. Boyp, Assistant General Manager. 


MINUTES OF THE MEETING OF THE SUBCOMMITTEE ON RATES, RULES, AND Forms, 
HELD DECEMBER 20, 1956, AT 11 A.M., IN THE COMMITTEE Room, 85 JOHN STREET, 
New York, N.Y. 


There were present : 
Chairman Allen, Messrs. Knox, Barnes, Carlson, Lewis, Lock (Beneke for 
Lock for afternoon session), Nunn for Polley, Magrath, and Skirrow. 
Messrs. Knapp, Freeman, Rickner, Hayden, and Smith. 


FIRE UNDERWRITING EXPERIENCE 


After discussion the committee adopted the report of the special subcommittee 
for the review of the fire underwriting experience and instructed the staff to 
submit the results of this study to the governing committee at their next meeting. 


LAND MORTGAGEE’S CONTINGENT INTEREST IN IMPROVEMENT 


The committee heard a report of a study made by the staff of this kind of 
insurance and voted to take no action. 
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RATES FOR MOTELS 


The committee considered several requests for review of motel rates and, after 
a study of the present rates and available statistics for the classes 011 and 075, 
referred the subject to the special committee for the review of fire underwriting 

ence. The staff was also asked to discuss the matter of credible statistics 
for motels with the actuarial committee of the National Board of Fire Under- 


writers. 
FLAMMABLE LIQUIDS WARRANTY—UNIFORM AND NEW YORK CITY DIVISION SCHEDULES 


Acting upon a request by the central committee of the New York State Insur- 
ance Field Clubs, the committee voted that the requirement for attachment of 
dry cleaners flammable liquids warranties should be applied only to insurance 
eovering property of the building owner and dry cleaner. 


RATING OF NUCLEAR REACTOR RISKS 


The committee considered a request for the rating of a nuclear reactor risk 
and after discussion instructed the management to advise the applicant that 
the uniform schedules do not contemplate the promulgation of rates for this 
class of risk. 

PRO RATA CANCELLATION RULES 


The committee voted to authorize filing of the following note as an addition 
to the rules for pro rata cancellation of policies: 

“Pro rata cancellation of existing fire or fire and extended coverage policies 
is permitted when coverage is rewritten from the date of cancellation, in the 
same company, on the same property, for not less than the same amount under a 
new homeowners, comprehensive dwelling or other multiperil package policy 
when written for the maximum term permitted under the rules for such new 
policy.” 


DWELLING BUILDING(S) AND CONTENTS BROAD FORM NO. 849 AND DWELLING BUILD- 
ING(S) SPECIAL FORM NO. 850—ELIGIBILITY RULES 


The committee voted to authorize filing of the following special revision in 
the eligibility rules for the dwelling building(s) special form, as recommended 
by the Eastern Underwriters Association : 

“Eacept as hereinafter provided this form may be used only on policies where 
all property covered is eligible for its use and the form shall apply to the entire 
policy. Dwelling Building(s) and Contents—Broad Form may be attached to 
cover household and personal property of risks eligible for the use of that form.” 
(Words italicized are new.] 


A similar revision of the rule for the dwelling broad form No. 849 was also 
authorized. 
NATIONAL BOARD GRADING SCHEDULE 1956 REVISION 


The 1956 revision of the National Board of Fire Underwriters’ standard sched- 
ule for grading of cities and towns was considered by the committee and after 
discussion it was voted to adopt the revised schedule for filing, amended only 
for minimum recognized water supply as follows: 

“In order to be recognized for grading purposes, a new water supply system 
shall be capable of delivering at least 500 g.p.m. at 20 pounds residual pressure 
for a period of 4 hours for fire protection. Any new system which cannot meet 
this minimum requirement shall not be graded, and a deficiency of 1,700 points: 
shall be assigned.” 


GENERAL RULE 9D—CONTRACTOR’S AUTOMATIC BUILDERS’ RISK FORM 


The committee considered the 30-day automatic protection provision contained 
in the contractor’s automatic builders’ risk form and instructed the staff to 
refer the subject to the Eastern Underwriters Association for their study. 
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GENERAL RULE 61B—SUBROGATION WAIVER 


The committee voted to authorize filing of the subrogation rule as recom. 
mended by the Eastern Underwriters Association, as follows: 

“No clause may be used which grants permission to waive the insurer’s right 
of recovery after the occurrence of a loss. When waiving such right prior to 
a loss the following clause should be used: ‘This insurance shall not be inyajj. 
dated should the insured waive in writing prior to a loss any or all right of 
recovery against any party for loss occurring to the property described herein,’ ” 

Meeting adjourned. 

K. O. Smitu, General Manager, 


MEETING OF THE GOVERNING COMMITTEE OF THE NEW YORK FIRE INSURANCE Rating 
ORGANIZATION, HELD SEPTEMBER 19, 1957, AT 11 A.M., IN THE COMMITTEE Room, 
SEVENTH Foor, 85 JOHN STREET, NEW YorRK CITY 


There were present: 
W. L. Nolen, chairman. 
W. W. Allen. 
P. W. Newman. 
A. L. Polley. 
J.R. Barry (representing R. R. Wilde). 
M. Bonner (representing H.C. Pitot). 
C. P. Carlson (representing Olaf Nordeng). 
H. E. Cowles (representing R. P. Crawford). 
W.R. Ewald (representing C. M. Closs). 
P. S. Keeler (representing A. L. Ross). 
W. J. Sweeney (representing A. T. Chisholm). 
J. H. Vey (representing F. E. Sammons). 
M. F. Wallace (representing H. W. Miller). 
A. J. Wyatt (representing E. H. Forkel). 
Counsel A. Kaplan. 
Counsel G. I. Gross. 
K. O. Smith. 
T. M. Boyd. 
REPORT BY SPECIAL SUBCOMMITTEE 


Mr. John R. Barry, chairman of the special subcommittee, reported on the 
decision by the Insurance Department of the State of New York in the matter 
of the independent rate filing of the North America companies for the dwelling 
classes. He also advised that a committee of the New York State Association 
of Insurance Agents has requested a conference with the special subcommittee. 
After hearing the presentation by the agents association committee, a further 
report will be made to the governing committee. 


TERM INSURANCE RULE 


The committee heard a progress report by management in the matter of the 
proposed revision of the term insurance rule. After discussion it was the opin- 
ion of the committee to affirm the actions of the subcommittee on rates, rules, 
and forms to this date. 


COMMERCIAL PROPERTY COVERAGE 


A report on the decision of September 4 made by the State of New York 
Insurance Department in the matter of independent filings for commercial 
property coverage was heard by the committee. The present status of the filing 
by the rating organization was explained. 


INDUSTRIAL PROPERTY POLICY ; MANUFACTURER’S OUTPUT POLICY 


An explanation of the status of the recommendations of advisory organiza- 
tions for the adoption of industrial property policy and the manufacturer's 
output policy was presented to the committee. The chairman of the subcom- 
mittee on rates, rules, and forms stated that these coverages would receive 
further study by that committee before a filing is accomplished. 
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NATIONAL BOARD OF FIRE UNDERWRITERS BUILDING CORP. : SERVICE OF LIFE EXTENSION 
EXAMINERS 


After hearing of a request from the National Board of Fire Underwriters 
Building Corp., the management was authorized to negotiate with the building 
owners for the continuation of the service by the life extension examiners at a 
rate not to exceed $10 per annum per employee. 

Meeting adjourned. 

K. O. Smirn, Secretary, 

Approved : 

W. L. NoLeN, Chairman. 


TaLK GIVEN BY KENNETH O. SMITH, GENERAL MANAGER OF THE NEW YORK FIRE 
INSURANCE RATING ORGANIZATION, AT THE RISK MANAGEMENT INSTITUTE, UNI- 
VERSITY OF CONNECTICUT, OCTOBER 1, 1957, UNDER THE PROGRAM OF THE AMERICA 
SocieTY OF INSURANCE MANAGEMENT, INC., AND THE SCHOOL OF BUSINESS 
ADMINISTRATION OF THE UNIVERSITY OF CONNECTICUT 


Before plunging into an analysis of the rating schedules of the New York Fire 
Insurance Rating Organization, perhaps you would be interested to know briefly 
of the history and purpose of the organization. NYFIRO as now constituted is 
the result of a merger of four formerly separate independent rating bureaus in 
New York State, all of which were supported and maintained by substantially 
the same companies. The four organizations entering into this consolidation 
in 1922 were the Buffalo Board of Fire Underwriters, Underwriters Association 
of New York State, New York Fire Insurance Exchange and the Suburban Fire 
Insurance Exchange. The present organization was formed with the four pre- 
viously existing rating areas acting as administrative districts. In 1941, a 
realinement of the upstate area provided for two additional territories. Four 
upstate offices are now maintained to serve the Buffalo, Rochester, Syracuse, 
and Albany districts and there are offices at New York at 85 John Street for 
the New York City and suburban divisions. 

The New York Fire Insurance Rating Organization is maintained and sup- 
ported by insurance companies authorized to transact business of fire insurance in 
the State of New York. It isa voluntary association of 279 insurance companies; 
180 of these companies are members and 99 are subscribers to the services of 
the rating organization. The purpose of the rating organization is fully de- 
scribed in article II of its constitution as follows: 

“(1) To exercise such rights and to perform such services as may be pursuant 
to article VIII of the insurance law of the State of New York, as now or here- 
after constituted. 

“(2) To engage in the formulation and promulgation of rates, including the 
making, adopting, and filing of rating schedules and rating plans for the estab- 
lishment of equitable rates for types and classes of insurance written by in- 
surers auhorized to transact the business of fire insurance in the State of New 
York against loss to property or other valuable interest therein located in the 
State of New York. 

“(3) To conduct rating, electrical, fire, and other loss prevention, and fire 
and other loss protection inspections. 

“(4) To act as agency for members and subscribers for the filing of rates, 
rules, schedules, and forms that may be required by the law of the State of 
New York. 

“(5) To check policies and riders, and endorsements and records thereof, as 
to their conformity with filings therefor. 

“(6) To adopt reasonable bylaws, rules, and regulations necessary to carry 
out its purposes, and in general, to do any and all things calculated to reduce 
fire and other loss hazards in the State of New York; and for the effectual 
carrying out of such purpose the rating organization may employ such experts 
and agencies as may seem expedient and advisable.” 

Reference was made in that quotation to the insurance law of the State of 
New York. Fire insurance rates in New York State and all of the other States 
are subject to regulation under specific rating laws. ‘These laws are administered 
by insurance departments or insurance commissions in each State. The New 
York law requires that insurance rates shall not be excessive, inadequate, un- 
fairly discriminatory, or otherwise unreasonable. The law further provides for 
cooperative filing action by insurance companies through licensed rating organi- 
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zations. Important then, are parts 2 and 4 of article II of the constitution to 
provide that the rating organization act as a filing agency for its companies to 
perform services that the companies could not economically conduct individually 
and to thus assist them in meeting their obligations under the rating laws. 

Thus a fundamental function of the rating organization is the development ang 
promulgation of fire-insurance rates for all classes of property. The rates are 
established under two broad classifications; namely, minimum or class rates, and 
specific rates. Class rates are applied to properties which are sufficiently similar 
with respect to features of construction, occupancy, and public protection so as 
to preclude any wide range of degree of hazard between two risks in a given 
class. Private dwellings, gasoline filling stations, drive-in theaters, and tourist 
eabins are typical of class-rated property. Also, class-rated property being 
limited as to size and value, would make it uneconomical to survey or inspect 
each risk. The application of class rates largely involves the recognition of 
two fundamental tenets of underwriting judgment; namely, that a masonry wall 
building constitutes a lesser fire hazard than a frame or wooden walled building 
and that a building located in a community with public fire department protec. 
tion supported by a water supply with adequate public mains and hydrants is a 
superior underwriting risk to a similar building situated in the country either 
with no public protection or with only a lesser grade of fire department protec- 
tion lacking public water supplies. 

Class rates are published in manual form and the proper rate is then selected 
by the agent on the basis of construction and available public protection. 

Specific or scheduled rates are applicable to individual properties and are 
developed by the rating organization after inspection and application of the 
appropriate rating schedule. The term “specific” denotes a rate for an individual 
risk and is separately published as distinct from class or minimum rates. Prage- 
tically all commercial, industrial, and institutional property in New York State 
is subject to specific schedule rating. 

The schedules used are designed to reflect and recognize through charges all 
features that may increase the fire risk of the property concerned. A base rate 
in each schedule is predicated upon a definition of a standard building of the 
occupancy class, such as a mercantile property, school, church, or manufacturing 
plant. Structural features departing from the standard, such as combustible 
walls, floors, or roofs, lack of floor opening protection, excessive height or area, 
presence of concealed spaces; or occupancy hazards and unsafe conditions, such 
as improperly installed heating equipment or ventilating flues, substandard 
electrical installations—are among the chargeable items reflecting an increase 
in the fire risk. The potential exposure to fire damage from adjacent or nearby 
properties is also measured and graded by a charge applied in the schedule. 

The schedules also provide credits to take into account features which tend to 
decrease the fire risk. Some of these are superior structural conditions, avail- 
able fire extinguishing appliances, watchman service, automatic fire alarm 
devices. The key rate for the community is also an important part of the 
uniform schedules applied in New York State outside of the city of greater 
New York. The community key rate is derived through the application of the 
standard schedule for grading cities and towns of the United States with refer- 
ence to their fire defenses and physical conditions. This schedule, which was 
developed by the National Board of Fire Underwriters, does not produce insur- 
ance rates but does produce relative gradings of fire departments, water supply, 
building codes, and other factors affecting the fire defenses of a community. 
The total number of deficiency points of the community is translated into the 
community key rate. Assembly of the base rate plus various charges including 
the key rate for the community and the credits applicable to a specific property 
produces the specific or schedule rate for that property. 

Although there are different types of schedules in use in the various rating 
bureaus in the United States, all take into account the fundamentals of con- 
struction, occupancy, exposure and give credit for private and public protection. 
In some sections of the country a single schedule is used for the rating of all 
classes of risks. This is the Dean analytic schedule which has been adopted in 
many rating bureaus. In New York State, there are a number of schedules, each 
designed for a particular type of occupancy. There are approximately 35 rating 
schedules in use in New York State outside of the city of Greater New York. 
Many of these schedules are designed for rating risks of certain specialized 
hazards such as petroleum properties, gas plants, electric generating stations, 
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jumber yards. Special rating analysis is provided in each schedule for features 
of construction and occupancy characteristic of these risks but having very little 
general application. Some of our schedules have been derived from the analytic 
system. Others, such as the schedule for rating petroleum properties, have 
peen developed through countrywide study of the particular class of risk by 
jnsurance company representatives working in close cooperation with expert 
technicians of the industry involved. 

At this point it is important to explain that the rates developed either as 
class rates or as specific or schedule rates are not necessarily the final rates to 
be charged when insurance policies are written. The insurance laws of various 
States require the maintenance and development of annual statistical reports 
showing separate information for premiums and losses, tabulated into 115 occu- 
pancy classes, and further subdivided as to the type of construction and protec- 
tion. Expense experience must also be recorded and reported by insurance 
companies and for review purposes. Expense experience is usually considered 
on a countrywide basis except for those expense items which are applicable to a 
single State. 

Periodic review of the loss ratio, separately for each occupancy class, may 
indicate the need for some increase or reduction of rate levels within cer- 
tain classes. The results of the last review of the experience in New York 
State was announced on May 15 of this year when rates for many occupancy 
classes were adjusted, some upward and some downward. The effect of all 
experience adjustments are applied to the final class or specific rate and these 
become the rates used when the insurance policy is written. 

It is thus apparent that fire losses throughout a single industry can and do 
have an effect on individual risks of that industry. Thus, fire prevention cam- 
paigns, effectively presented by industry management, can result in the reduction 
of insurance costs. Countrywide fire losses for the first 7 months of 1957 totaled 
$627,969,000, an increase of 7.1 percent over the first 7 months of 1956, or 18 
percent over the same period of 1955. A study of incurred losses in New York 
City reported to the New York Board of Fire Underwriters shows that losses in 
1956 rose 14.5 percent over 1955 and in 1957 the first 7 months losses were run- 
ning 32 percent over the first 7 months of 1956. 

The week of October 6 has been designated by the President of the United 
States of America as Fire Prevention Week. Mr. Eisenhower called upon the 
people to promote programs for the prevention and control of fire and noted that 
the increase in fire losses during the last year has accentuated the need for 
increased care and greater emphasis on fire-prevention practices by everyone. 

If every industry made every week Fire Prevention Week, they would have an 
effective tool to ultimately reduce the cost of fire insurance for themselves. 

I would like to use the term “Fire prevention” in its broadest sense. Fire 
insurance costs can be lowered through the application of fire prevention in 
every phase of management. At the very outset fire prevention should be con- 
sidered in planning for new construction. The New York Fire Insurance Rating 
Organization encourages conferences between architects, contractors or the in- 
surance representatives of their owner-clients and the staff at each of our di- 
visional offices. 

Planning fire prevention well in advance of construction can mean the differ- 
ence between the higher fire insurance rate predicated upon nonfire-resistive 
construction and the lower rates resulting from utilization of fire resistive 
materials, through the use of rate schedules applying to fire resistive properties. 
Insurance management should be especially wary of materials which may look 
or sound as though they are fire resistive but are not. Rely upon the impartial 
tests of Underwriters’ Laboratories, Inc., or if your insurance is placed through 
the associated factory mutual companies, in tests made at their testing facility. 
Yes; insurance management can reduce insurance costs through the effective 
planning of new construction. Many new plant locations today are found in 
suburban or even rural areas of the country. This poses another problem for 
insurance management. Insurance rates are geared to the level of the public pro- 
tection available and although some building sites outside of metropolitan areas 
are attractive because of lower land and tax costs or availability of large plots, 
the absence of public fire defenses which usually result in higher insurance costs 
should be considered. Here again the insurance manager can well serve the 
rest of his management team by timely counsel in the selection of a plant site 
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that is located within a community prepared to supply the necessary fire protec. 
tion. If you must locate in unprotected territory, you can in many cases make 
the necessary recommendations to provide for private outside protection which 
may be recognized in some Rating jurisdictions as equivalent to municipal pro. 
tection. Such a program requires ample water supplies, fire alarm, fire appli- 
ances and a trained brigade of plant personnel to make this private protection 
effective. 

The cost of the fire insurance is also directly related to the extent to which 
management has provided fire appliances. Generally, the rating schedules pro 
vide liberal credits for standard supplies of first aid fire appliances. In the 
ease of automatic fire alarm systems connected to a central station or standard 
watchman systems, the insurance manager should obtain tentative estimates of 
rates before such programs are considered in terms of lowered. insurance costs, 
The installation of automatic sprinkler equipment is certainly within that latter 
category. However, as commerce and industry move outside of the limits of 
municipal protection and as individual property values grow in utility and dollar 
values, automatic sprinkler protection has been called upon more frequently to 
serve in the dual roll of a means toward lower insurance costs and to protect 
business against the consequential perils of fire. However, before embarking on 
any program involving the expenditure of money to provide any of these various 
forms of private protection or to erect new plant facilities, it is strongly recom- 
mended that the insurance management consult with the rating bureaus or the 
insurance carriers to determine the tentative rates based upon the program 
contemplated. 

The various possibilities of reduction in cost of fire insurance that we have 
discussed so far have been of the types that may be initiated by the owners 
of the property. The cost of fire insurance has gone down steadily over the years, 
and in large part it was the result of the efforts of insurance management, by 
improvements in construction, by elimination of occupancy hazards and by the 
provision of public and private protection, through analysis of fire insurance 
rating schedules. But at the same time the insurance industry itself has played 
a part in keeping the cost of fire insurance down. The New York Fire Insur- 
ance Rating Organization and all of the other rating bureaus maintain depart- 
ments charged with responsibility for the inspection of municipal protection. 
During 1956 there were 43 complete inspections of protected communities in 
New York State including 12 communities with improved fire defenses, previously 
classed as unprotected. Newly established fire districts and water systems and 
extensions to existing fire protection facilities required 197 changes in the com- 
munity classification publications. As part of those improvements, 34 new fire 
departments were recognized. Replacement of firefighting apparatus, an impor- 
tant factor in maintenance of fire defenses, continued at a record pace. The 
Municipal Protection Department recorded 115 new pumpers which were de- 
livered to New York State communities outside of New York City during 1956. 
Three-hour tests of pumpers were witnessed by our personnel in 37 of these 
communities. The reinspection of protected and class C or part protected com- 
munities in many cases indicated a depreciation in fire defenses. Recommenda- 
tions for improvements were sent to those communities and revisits made at 
appropriate intervals to review the progress in compliance with our suggestions. 
This program called for 145 separate conferences with municipal or other local 
government officials in New York State during 1956. These activities on the part 
of the rating bureaus have been partly responsible for the long term downward 
trend in rates affected by basic community gradings, a fundamental in the fire 
insurance rating schedules. 

Another program of the insurance industry that has been responsible for 
reduction of the cost of fire insurance may be described under the heading of 
“Engineering Services.” The rating bureaus and many of the companies or 
groups of companies provide reinspection services to qualified properties. Rec- 
ommendations as a result of inspections made by trained fire protection engi- 
neers are promptly presented to the property owner. This procedure tends 
to avoid increases in fire insurance costs and in some cases to reduce rates by 
the compliance with recommendations that bear upon factors already taken into 
account in the rating schedule. Insurance carriers or rating bureaus are pre 
pared to supply recommendations of this latter type for the reduction of fire 
insurance costs for the majority of those properties which are the concern of 
insurance managers. 
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Reinspection in many cases results in lowered fire insurance costs by a reappli- 
cation of the rating schedule without formal request by the insurance manager. 
Whenever there is an improvement in the fire risk affecting a rating factor, then 
an aftermath to the reinspection is the reapplication of the schedule and pro- 
mulgation of lowered insurance rates. ; ; ; 
prompt compliance with recommendations made by the insurance carrier or 
the rating bureau is one indication of superior management. Some rating 
schedules provide for a credit item which is a measure of the management's 
interest in fire protection and prevention. Such evaluation is made on a very 
proad base. In addition to the matter of recommendations, consideration is 
given to the physical care of all fire appliances, and to testing programs in- 
stituted by management for the sprinkler equipment, water supplies, hydrant 
pose and auxiliary equipment, fire alarm devices, and all of the other fire 
appliances recognized in the rating of the property. Educational programs in 
fire prevention and in the use of appliances by company personnel is also 
important. Concise and positive identification of fire appliances and devices is 
another indication of superior management. Unless fire alarms and other 
equipment are clearly marked so as to be quickly visible in times of emergency, 
then all of the care in terms of maintenance and education of the employee are 
fruitless. Elimination of congestion inside and outside of the property so as 
to make effective firefighting possible by the public fire services is just further 
proof of the better managed property. 

In summary I would like to point out that the cost to your company for fire 
insurance is apt to be inversely proportional to your knowledge concerning the 
factors which go into the rating of the property for which you are responsible. 
You must know what specific items are considered in the rating of your 
property. You must be able to determine the effect a schedule change would 
make upon the cost of your fire insurance and compare this against the cost 
of such improvement. Whenever new construction or new processes are being 
considered by management, consultation with the insurance broker or agent, 
or the rating bureau is recommended, so that plans for such changes will result 
in the lowest possible fire insurance costs. Prompt compliance with recom- 
mendations made by the insurers will help to avoid increases in insurance costs 
and in many cases may provide a means of reducing rates. The support that 
your management gives in the matter of local proposals for the maintenance 
of the fire defenses in the community in which the business is located is directly 
related to the level of fire insurance costs. And actuarially, rates are a function 
of fire losses. 

Are there possibilities of cost reduction through a knowledge of the fire in- 
surance rating schedules? Emphatically yes, but knowledge alone is not enough. 
Application of proven fire protection principles that are fundamental in the 
establishment of rates is necessary to make the schedules work for you. 


MINUTES OF THE MEETING OF THE SUBCOMMITTEE ON RATES, RULES AND FoRMS 
Hetp OctToser 30, 1957, 11 A.M., IN THE COMMITTEE Room, 85 JOHN STREET, 
New York City 


There were present : 

Chairman Lewis, Messrs. Beneke for Lock, Carlson, Dukes for Knox, 
Frost for Allen, Lester for Skirrow, Mays, Vanderbilt and Nunn for Polley, 
Wrenn for Magrath. 

Messrs. Betts, Blowers, Bucksar, Guenther, Hayden, Knapp, Boyd, and 
Smith. 

Manufacturer’s output policy; rules, forms and rating plan: The committee 
confirmed mail vote of July 11, 1957. 

Industrial property policy; rules, forms and rating plan: The committee 
confirmed mail vote of July 11, 1957. 

Farm rule; rating plans and forms: The committee confirmed telephone vote 
of June 12, 1957. 

Schedule for rating poultry farms: The committee confimed telephone vote 
of June 12, 1957, extending this schedule to upstate districts. 

Farm property rules and rating plan; theft and transporation coverage: 
The committee adopted recommendation for deleting this coverage from rules 
and form and authorized staff to make appropriate filing. 
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Standard farm form; rental and additional living expense: The committee 
voted to approve for filing the substitution of the following for the presently 
filed rental value and additional living expense: 

“Rental value: 10 percent to cover rental value as hereinafter defined, byt 
not exceeding one-twelfth of said 10 percent for each month the principal dwe}j. 
ing or appurtenant private structures (except those used for mercantile, manu- 
facturing or farming purposes) or parts thereof are untenantable. 

“Rental value: When the insurance under this policy covers specifically op 
rental value, such insurance shall cover the rental value (as hereinafter de. 
fined) of dwelling and appurtenant private structures (except those used for 
mercantile manufacturing or farming purposes) or parts thereof described in 
the dwelling coverage item. Rental value definied: The term ‘rental yalye’ 
shall mean the fair rental value of the dwelling or appurtenant private struc. 
tures (except those used for mercantile manufacturing or farming PUrposes) 
as furnished and equipped, whether rented or not, for the period of time re. 
quired with the exercise of due diligence and dispatch to restore the same to a 
tenantable condition, less such charges and expenses as do not continue.” 

Revised schedule for rating poultry farms. 

Farm inspection report. 

Farm property rules and rating plan; application of new rates and rules to 
Long Island. 

Farm property rules and rating plan; coinsurance clause. 

Uniform schedule for rating superior farm property; coinsurance clause. 

Farm property rules and rating plan; deferred loss payment clause. 

Dwelling rules; nonfarming warranty: After discussion, committee referreg 
all the above items to the special farm subcommittee for study. 

Hop houses: The committee authorized a filing to delete the minimum class 
rates for hop houses from rules and to include in uniform special hazard schedule 
provisions for specifically rating these risks as follows: 


Hop houses with drying hazard exctuged_._..-..._... ee 2B 
2200 DGseE With Gryime Priviiere.__._.. .- ns 3B 


Vandalism and malicious mischief endorsement: After discussion, the com- 
mittee approved for filing the vandalism and malicious mischief endorsement as 
recommended by the Bastern Underwriters Association. 

Electrical apparatus clause No. 380A: After discussion, the committee recom- 
mended referring the request for the application of this clause to telephone ex- 
changes to advisory organizations for study. 

Extended coverage endorsement; tenant risks: Subject was referred to staff 
for further study. 

Contractor’s automatic builders’ risk form: After the discussion of the problem 
created by the misuse of this form, the committee recommended staff bulletin 
all members and subscribers on the problem of free insurance and also refer 
subject to the Eastern Underwriters Association for study. 

Business interruption insurance; loss of personal income: The committee voted 
to adopt rule and form as recommended by the Eastern Underwriters Association, 

Business interruption insurance: The committee voted to take no action at 
this time after hearing report that advisory organizations are studying the exten- 
sion of business interruption insurance to include loss occasioned by destruction 
of the principal attraction at shopping centers. 

Uniform schedules; ratings not otherwise cared for: After consideration by 
the committee it was voted to adopt and file the following rule change; also 
similar revision to apply in New York City: 

“When an apartment house or office building contains a garage the occupancy 
of which is secondary and auxiliary to the principal occupancy and which is 
used only for the storage of private passenger automobiles, with no repairing, 
or storage or handling of gasoline, charge for automobiles as provided above 
except that no charge shall be made when the garage area is of fire resistive con- 
struction, is equipped with an approved system of automatic sprinklers and has 
communication, if any, from garage into other portions of the building, pro- 


———————— 


renee en reer ner 


tected through a fire resistive vestibule with each opening protected with auto- 


matic or self-closing labeled class B doors.” 
Land mortgagee’s contingent interest: The committee voted to take no action. 
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Tourist cotrus (motels) : After consideration by the committee it was voted 
to authorize the filing of the following revised rates and rating procedure: 





ee —. 

















| 
Protected Unprotected 
Code we oo 
Brick Frame Brick Frame 
cope 
ist courts (motels) with all-year occupancy 5 
eet rooms, inclusive (011) not over 2 stor- | | 
jes in height : se ae $0. 31 | $0. 42 $0. 43 $0. 50 
16 to 29 guest rooms inclusive (075), not over 1 story 
in height ---- : - a | Po oe ae re . 89 . 96 
16 to 29 guest rooms inclusive (0775), not over 2 stor- | 
ies in height ------ : == pine peewee | FOTN) 0255 occceees’ a sedhipiadat 1, 29 1. 36 
30 to 60 guest rooms inclusive (075), not over 1 story 
in height -_-- ; - I dens ek. walindesee 1.18 1. 25 
30 to 60 guest rooms inclusive (075), not over 2 stor- | | 5 
jes in height - - silane Lied Rca Te cian 1084... |i. s02~2]-<---2--- 1. 61 1. 68 
; ' 











Nortr.—Protected motels over 15 guest rooms or motels with mercantile occupancy in connection there- 
with apply for specific rating. 


Multiple location rules and forms and reporting form A: The committee voted 
to adopt recommended rule and form changes known as ML-36, 37, 38, 39, 41, 42, 
43, 44 and A-25, 26, 27, 29, 30 and filing was authorized. 

Cancellation and short term insurance—short rate table: The committee voted 
to authorize the filing of a revised short rate table based on term multiple of 
85 percent. 

Cancellation and short term insurance: The committee voted to adopt for 
filing deletion of words “fire or fire and extended coverage” so that paragraph 
will read : 

“Pro rata cancellation of existing policies is permitted when coverage is re- 
written from the data of cancellation, in the same company, on the same property, 
for not less than the same amount under a new homeowners, comprehensive 
dwelling or other multi-peril ‘package’ policy when written for the maximum 
term permitted under the rules for such new policy.” 

Replacement cost insurance—blanket average rates: The committee voted to 
file the following revision to note 2 so that rule clearly states values will be 
submitted without deduction for depreciation. 

“Note 2.—If the fire policy to which such endorsement is attached covers 
blanket On more than one building or on building and contents, the endorsement 
must be specifically limited in its application to the specific building or buildings 
to which the endorsement applies and shall not apply to contents, items or covers. 
In each such case rate, amount, and premium must be authorized by the New 
York Fire Insurance Rating Organization based upon filed form and statement 
of values, without deduction for depreciation, showing distribution of values.” 

Classification list for suburban division: The committee voted to table this 
item until the next meeting. 

Meeting adjourned. 


T. M. Boyp, Assistant General Manager. 


MEETING OF THE GOVERNING COMMITTEE OF THE NEW YorRK FIRE INSURANCE 
RATING ORGANIZATION HELD DECEMBER 17, 1957, 11 A.M., IN THE COMMITTEE 
Room, SEVENTH Foor, 85 JoHN STREET, NEw YorxK City 


There were present: 
W. L. Nolen, chairman. 
R. 8. Garvie, vice chairman. 
W. W. Allen. 
A. T. Chisholm. 
C. M. Close. 
R. P. Crawford. 
P. W. Newman. 
F. E. Sammons. 
R. R. Wilde. 
M. Bonner (representing H. C. Pitot). 
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C. P. Carlson (representing Olaf Nordeng). 
H. C. Davis (representing A. L. Polley). 
P. S. Keeler (representing A. L. Ross). 
M. F. Wallace (representing H. W. Miller). 
A. J. Wyatt (representing E. H. Forkel). 
J. R. Barry. 
M. W. Mays. 
A. Kaplan. 
G. Gross. 
K. O. Smith. 
C. P. Cullen. 
REPORT BY SPECIAL SUBCOMMITTEE 


Mr. John R. Barry, chairman of the special subcommittee, made a further | 


report on the matter of the decision by the Insurance Department of the State 
of New York in connection with the independent rate filing of the North America 
companies for the dwelling classes. It was a recommendation of this committe 


that NYFIRO file a petition for a judicial review of the decision by Superip. | 
tendent Holtz. After discussion, the governing committee voted to file the peti. | 


tion as recommended by the special subcommittee. 


REPORT OF SUBCOMMITTEE ON FINANCE 


Acting upon a recommendation of the subcommittee on finance, the committee 


authorized an initial assessment for 1958 of 0.6 percent on fire and allied lines 
premiums except water damage and rain, and 0.24 percent on homeowners 
premiums, for 1956, for member and subscriber companies. 


DISTRIBUTION OF FIRE DEPARTMENT TAXES 


A report was made by management regarding a 1957 amendment to the ip. | 
surance law which permits stock fire insurance companies domiciled outside of 


New York State, and therefore subject to section 553 of the insurance law, to 
elect to pay fire department taxes to the superintendent of insurance. The ip. 
formation was received by the governing committee without recommendation 
for any change in the clearing house service performed by the rating organization, 


TERM INSURANCE RULE 


The committee heard a report regarding the proposed revision of the term | 


insurance rule as recommended by advisory organizations. The position taken 
by the State of New York Insurance Department in this matter was explained 
to the committee. 


IMPROVEMENTS OF OFFICE SPACE AT 85 JOHN STREET 


The committee voted to authgrize management to proceed with improvements 
in the offices occupied by the rating organization with respect to air conditioning 
and lighting. 

Meeting adjourned. 

K. O. Smiru, Secretary. 

Approved. 

W. L. Noten, Chairman, 


MINUTES OF THE SPECIAL MEETING OF THE SUBCOMMITTEE ON RATES, RULES, AND 
ForMs Hetp JANUARY 31, 1958, 11 a.M., IN THE COMMITTEE Room, 85 Jouy 
STREET, NEw YorRK CIty 


There were present : 
Chairman Allen, Messrs. Carlson, Knox, Lock, Mays, Polley, Skirrow, 
Woldt for Lewis, Wrenn for Magrath. 
Messers. Blowers, Bucksar, Hayden, Knapp, Smith and Boyd. 
Messrs. Johnson accompanied Mays, La Ronge accompanied Allen, Van- 
derbilt accompanied Polley. 


FARM DEFINITION AND FARM PROPERTY EXCLUSION CLAUSE 


The committee adopted for filing the recommendations of the special farm 
subcommittee. 
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FARM PROPERTY RATING PLAN 


The committee adopted for filing separate rating plans for suburban division 
and upstate territories as recommended by the special farm subcommittee except 
for the following changes which apply to both plans: : 

“g No fire heat in building or with heat supplied only from central heating 
plant in fire-resistive room (minimum 4 inch masonry floor, walls, and ceiling) 
completely cut off with outside entrance and connected to an approved chimney, 
or from building over 30 feet distance. ; wv 

“9, As above for users Pie. agy permanently installed gas or oil heater(s) 

. oan approved chimney. 
se age ra Protection (attach appropriate ‘Protection Statement’ when re- 
uired). Apply highest applicable protection credit only.” 

The following applies to suburban only : . 

“12. and 3. Credit for mandatory 80 percent coinsurance clause. Final rates 
as produced above shall be reduced 0.30 for risks under class A, B, or part pro- 
tection, 0.15 for risks under class O, E, or F protection. ; 

Mr. Skirrow was in accord with all items of the rating plan except extension 
of protection credit to class E and class F properties and asked to be recorded 
as not voting for this item. 


FARM PROPERTY RATES—-EXTENDED COVERAGE ENDORSEMENT NO. 4—SUBURBAN 
DIVISION ONLY 


The committee approved for filing the recommendations of the special farm 
subcommittee. 


PROTECTION CLAUSES FOR FARM BARNS AND OUTBUILDINGS ONLY 


The committee voted to file the following clause: 

“B. Protection Clause No. 862.—It is a condition of this policy that at the 
time when this insurance is issued, the property covered hereunder is located 
within 5 miles (measured on regularly traversed highways) of an approved, 
available fire department on call equipped with water tank or tanks having a 
total capacity of not less than 500 gallons, and a telephone is provided on the 
premises of the insured.” 

“F, Protection Clause No. 863—It is a condition of this policy that at the 
time when this insurance is issued, the property covered hereunder is located 
within 5 miles (measured on regularly traversed highways) of an approved, 
available fire department on call equipped with water tank or tanks having a 
total capacity of not less than 500 gallons, has an approved and accessible water 
supply within 1,000 feet of all buildings and a telephone is provided on the 
premises of the insured.” 


DEFINITION OF AN APPROVED AVAILABLE FIRE DEPARTMENT AND STANDARDS FOR 
APPROVED WATER SUPPLY—BASIC SCHEDULE ONLY 


The committee adopted for filing the recommendations of the special farm 
subcommittee. Staff was directed to develop standard for determination of fire 
department response. 


SUPERIOR RISK RATING PLAN—-PRIVATE FIRE PROTECTION STANDARDS 


The committee approved the use of the revised standards as recommended by 
the special farm subcommittee. 


STANDARD FARM PROPERTY FORMS NOS. 743 AND 861 


The committee adopted for filing the revised forms as recommended by special 
farm subcommittee with form No. 743 to include conditions to track with revised 
rating plans. 


FARM INSPECTION REPORT NOS. 745 AND SUBURBAN 748 


The committee adopted for filing the recommendations of the special farm 
subcommittee. 


DEFERRED LOSS PAYMENT CLAUSE 


The committee adopted the use of this clause subject to review by the Eastern 
Underwriters Association. 





siiwervil 


vi 


witetatewid ft 





3394 THE INSURANCE INDUSTRY 


UNIFORM SCHEDULE FOR RATING POULTRY FARMS 


The committee adopted for filing recommendations of the special farm syp. 
committee with the following revision : 

Note.—Minimum standards for “room of incombustible construction” conte. 
plate a room with a minimum of 4-inch masonry floor, walls, and ceiling. 


BINDER AND ENDORSEMENT FORMS 


The subject was returned to staff for further study. 


NORMAL LOSS RATIO 


Staff was authorized to file a normal loss ratio of 50.3 percent which includes 
3.4 percent for loss adjustment expense, for the purpose of fire underw riting 
studies, effective during 1958. 

Meeting adjourned. 

T. M. Boyp, Assistant General Manager, 


MEETING OF THE GOVERNING COMMITTEE OF THE NEW YORK FIRE INSURANCE Rating 
ORGANIZATION, HELD FEBRUARY 11, 1958, IN THE COMMITTEE Room, SeEventH 
FL Loor, 85 JOHN STREET, NEW YorRK CITY 


There were present : 


R. Wilde. 
. Bonner (representing H. C. Pitot). 
.R. Ewald (representing C. M. Close). 
7. Fleischhauer (representing J. H. Dillard). 
.C. Frost (representing W. W. Allen). 
L. Magenheimer (representing W. L. Nolen). 
. 8S. Schreiner (representing A. L. Ross). 
i. Vey (representing F. E. Sammons). 
. F. Wallace (representing H. W. Miller). 
. Weissert (representing P. W. Newman). 
.O. 
N 


ae 


Smith. 
. M. Boyd. 


pane ares 


ORGANIZATION OF COMMITTEE 


Nominations were solicited for chairman of the governing committee for the 
ensuing year and Mr. R. S. Garvie was nominated. A motion was made and 
seconded to close the nominations and Mr. Garvie was elected chairman. 

Mr. R. P. Crawford was then nominated and elected to serve as vice-chairman 
for the ensuing year. 


APPOINTMENT OF SECRETARY AND TREASURER 


The committee, by formal action and in accordance with constitutional require- 
ments, appointed Mr. K. O. Smith as secretary and Mr. C. P. Cullen as treasurer 
for the ensuing year. 


LEGAL COUNSEL 


The committee was advised of the expiration of the contract for services of legal 
counsel and after a formal motion it was voted to instruct the management to 
make arrangements for the reemployment of counsel for the coming year on the 
same terms as prevailed during 1957. 


BEEKMAN DOWNTOWN HOSPITAL 


A donation by the organization of $500 for the 1958 maintenance fund of the 
Beekman Downtown Hospital was authorized. 
Meeting adjourned. 
K. O. SmitHuH, Secretary. 
Approved: 


R. S. GaRvIE, Chairman. 
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MINUTES OF THE MEETING OF THE SUBCOMMITTEE ON RATES, RULES, AND ForMs, 
HELD Marcu 26, 1958, 11 a.M., IN THE COMMITTEE RooM, 85 JOHN STREET, NEw 
York CITY 


ere were present : : 4 

7 Chairman Allen, Messrs. Burke for Carlson, Ewald for Skirrow, Knox, 
Lock, Magrath, Mays, Polley, Woldt for Lewis. Messrs. Blowers, Bucksar, 
Hayden, Kennedy, Knapp, Boyd and Smith. 


FIRE UNDERWRITING EXPERIENCE 


The committee heard a report from Mr. J. J. Magrath, chairman of the special 
committee studying the fire underwriting experience and, after discussion, voted 
to authorize a filing which would revise the term insurance rules as recommended 
py advisory organizations and also provide for an overall increase in fire insur- 
ance rates in New York State. 


ALLSTATE, PARTIAL SUBSCRIBER AND APPLICATION FOR DEVIATION 


An application from Allstate Insurance Co. for subscribership to classes other 
than the dwelling classes 009, 019, 029 and seasonal dwellings was reported to 
the committee. The application by the Allstate Insurance Co. for a deviation 
from the rules and rates of NYFIRO for which the company will subscribe was 
reviewed and the committee instructed management to discuss details of the 
deviation with counsel and the New York Insurance Department and to waive 
rights to any hearing in connection with the 15 percent rate deviation. 


ALBANY PUBLIO FIRE DEFENSES 


A report was given to the committee on the progress of the Albany City regard- 
ing being accomplished by the National Board of Fire Underwriters and the com- 
mittee approved the action suggested by the staff. 


CONSOLIDATION OF GENERAL RULES 


The committee approved in principle a staff suggestion consolidating New York 
City general rules with the remainder of the State, and recommended that a 
special subeommitee be appointed to accomplish this task. 


FARM PROPERTY RATES AND RULES 


The committee confirmed telephone vote of March 7, 1958, which authorized 
filing of this revision. 


INDUSTRIAL PROPERTY POLICY 


The committee confirmed telephone vote of February 7, 1958, which authorized 
filing of the industrial policy rates, rules, and forms including the amendment 
of January 1958 as recommended by advisory organizations. 


DEFERRED LOSS PAYMENT CLAUSE 


The committee voted to approve the filing of the revised rules with deferred 
loss payment clause and request for deferred loss payment clause. Rule to read: 

“When the deferred loss payment clause is attached to a fire policy covering 
farm barns and outbuildings, the fire rate for such buildings (not contents) 
shall be reduced 20 percent not to exceed ten cents. Rates not to fall below 
minimum for private dwellings of similar construction and under similar degree 
of protection. 

“Use of the deferred loss payment clause is conditional upon attachment to 


the policy and the daily report of the request for deferred loss payment clause 
signed by the insured.” 


BINDER AND ENDORSEMENT FORMS 


After discussion, this subject was referred back to staff and the chairman, 
with power to revise form in keeping with the committee’s suggestions. 
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MADISON SQUARE GARDEN, OFF-PREMISE POWER AND TRANSMISSION LINE COVERAGE 


This subject was referred to the Eastern Underwriters Association for further 
study. 
UNIFORM SCHEDULE FOR RATING SCHOOLS AND INSTITUTIONS 


After discussion the committee adopted for filing the following revision: 
8(a) Hot-air furnaces (not thermostatically controlled) ---------______ 04 


RATING OF SEMI-FIRE-RESISTIVE BUILDINGS (NEW YORK CITY SCHEDULES ONLY) 
MERCANTILE SCHEDULE—FIRE RESISTIVE; MANUFACTURING SCHEDULE—FIRE RgE- 
SISTIVE; COMPREHENSIVE SCHEDULE—FIRE RESISTIVE 


The committee adopted for filing the revisions to the above schedules as sug. 
gested by the staff. 


UNIFORM SCHEDULE FOR RATING CHURCHES 


The committee adopted for filing the following revision : Percent 
15(a) Approved supervisory watchman service or thermostatic system re- 
Dore 50 ‘COMtTOr BUR Ot Se a Saeed 15 
15(b) Approved supervisory watchman service with auxiliary fire alarm 
peportang to central’ Seations.) Joh ttt fd is dae ee eat 10 


Notge.—Item 15b cumulative with one-half of credit under item 15a. 


REGIONAL RULES AND MINIMUM RATES—SUBURBAN DIVISION 


The committee voted to adopt for filing revised coinsurance rule for suburban 
division: 

“(a) Coinsurance: The rates for all classes of property, except minimum 
rated unprotected risks, are predicated upon maintaining insurance to the extent 
of not less than 80 percent of the value of the property. All policies except as 
otherwise provided, shall be subject to a minimum of 80 percent coinsurance 
and attachment of New York standard coinsurance clause. 

“Policies covering minimum rated unprotected risks may be written either 
on a coinsurance basis or noncoinsurance (flat) basis except as provided below: 

“Minimum rated dwelling and apartment dwelling risks subject to class 
O protection shall be written on a coinsurance basis. 
“Farm property subject to class O, E, and F protection and all superior 
farm risks shall be written on a coinsurance basis. 
“Minimum rated dwellings and farm property not subject to class A, 
B, part protected, O, E, or F protection shall be written on a noncoinsurance 
(flat) basis.” 
Also voted to extend use of the upstate unprotected flat or non-coinsurance rate 
, table to the suburban territory. 


IMPROVEMENTS AND BETTERMENTS 


The committee referred this subject to the Eastern Underwriters Association 
for further study. 


GOVERNMENT EMPLOYEES INSURANCE COMPANY—DEVIATION 


The committee considered deviation filing made by this company and voted 
to waive the rights of the rating organization as to any hearing at the insurance 
department. 

COMMERCIAL PROPERTY COVERAGE 


The committee voted to adopt for filing the revisions as recommended by 
multiperil insurance conference. 


SCHEDULE FOR ELECTRIC GENERATING STATIONS 


The committee voted to adopt new section to the rule regarding builder’s 
risks as recommended by the interregional insurance conference. 


MULTIPLE LOCATION RATING PLAN, RULES AND FORMS 


The committee voted to adopt for filing the recommendations of advisory 
organizations known as ML45. 
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BUSINESS INTERRUPTION—PREMIUM ADJUSTMENT ENDORSEMENT 


The committee voted to adopt rule and endorsement revisions as recommended 
by advisory organizations. 


BUSINESS INTERRUPTION INSURANCE—RADIO AND TELEVISION TRANSMITTING 
STATIONS AND STUDIOS 


The committee voted to adopt for filing the following revision : 

“Nore: The inclusion in the coverage of surplus stock warehouses(s), private 
pusiness garage(s) or office(s) used in connection with a mercantile or non- 
manufacturing risk, or studios in connection with a radio or television trans- 
mitter, will not be construed as making the coverage blanket.” 


CONTRACTOR’S AUTOMATIC BUILDERS’ RISK FORM 


The committee voted to adopt for filing the following revised paragraph 
No. 4 of the form which reads: 

“It is a condition that the insured shall, within thirty days following the 
existence of insurable property on a building site, furnish this company with 
a statement in writing setting forth (1) the location of the building(s), struc- 
tures(s) or other property to be erected, (2) the date on which insurable prop- 
erty first existed on the building site, (3) the full value of the property at date 
of completion. (4) If the form to be used in issuing a separate policy as pro- 
vided in Paragraph 6 is other than the Builders’ Risk Completed Value Form, 
the form to be used shall be specified. (5) If Builders’ Risk Reporting Form 
TE aise is specified, the insured shall also report in the statement the value 
of the insurable property which existed on the date set forth.” 


ERRORS AND OMISSIONS INSURANCE 


The committee voted to adopt recommendation of an advisory organization 
which revises first paragraph of the form to read: 

“Subject to the provisions and stipulations applying to section I and section 
Il. this policy covers, $_----- being the limit of this company’s liability, with 
respect to the property specified in any one mortgage, under section I; or under 
section II; or under both sections I and II, and any loss hereunder shall not 
reduce said limit of this company’s liability.” 


SPECIFIC INSURANCE—CHURCHES, SCHOOLS AND THEATERS, INCLUDING MOTION 
PICTURE THEATERS 


The committee voted to adopt for filing the following rule revision: 

“Fixed property consisting of pews, seats, desks, pulpits, altars and railings 
attached to the building may be covered under the building item and at the 
building rate when specifically mentioned.” 

CANCELLATION AND SHORT-TERM INSURANCE 


The committee voted to adopt recommendation of an advisory organization 
changing the period from 45 days to 30 days. 


ELECTRICAL APPARATUS CLAUSE NO. 308A 


The committee voted to take no action. 


DWELLING BUILDINGS AND CONTENTS BROAD FORM 


The committee voted to take no action. 


ADDITIONAL EXTENDED COVERAGE ENDORSEMENT—WITHDRAWAL 


The committee voted to withdraw use of this endorsement in New 
York State. 
Meeting adjourned. 
T. M. Boyp, Assistant General Manager. 
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Same letter was sent to: Messrs. W. L. Falk, J. V. Herd, J. R. Barry, A. Kaplan 
and ©. Butler : 


APRIL 30, 195 
Mr. A. L. Potty, 08. 


Vice President, 
Hartford Fire Insurance Co., 
Hartford, Conn. 


Deak Mr. Pottery: There will be a meeting of the subcommittee of the goverp. 
ing committee on Wednesday, May 21 at 10 a.m., to be held in the committes 
room on the seventh floor at 85 John Street. We enclose a copy of the annual 
report of the rating organization for 1957. There is a report on pages 7 and 8 cap- 
tioned “Addendum to report of governing committee regarding current rate 
litigation.” Also enclosed is a copy of the tentative draft of the brief prepareg 
by counsel with respect to the Allstate matter. 

Chairman Barry has called this meeting to consider the status of the litiga- 
tion that is presently pending and to develop a recommendation in connection 
therewith for presentation to a meeting of the governing committee to be held 
the same day at 2 p.m. Mr. Garvie, chairman of the governing committee, has 
invited the members of the special subcommittee to be present at the meeting 
of the governing committee. 

It is the request of counsel that the tentative draft enclosed be brought to 
the meeting and reurned to them at that time. 

Very truly yours, 
K. O. Smrra. 

Present: Chairman Barry; Rheu for Falk; Polley; Mays for Herd; Garvie 
ex-officio; Kaplan; Butler; Boyd; Smith. ; 


APRIL 22, 1958, 
Re meetings of special subcommittee and governing committee—May 21, 1958, 


Mr. A. KAPLAN, 
Powers, Kaplan & Berger, 
New York, N.Y. 

Deak Mr. Kapitan: We enclose drafts of announcements to members of the 
special subcommittee and the governing committee concerning meetings to be 
held on May 21. We would like to know if you believe the manner in which 
we've presented the subject is in accordance with your understanding of the 
problem. 

Very truly yours, 
K. O. Sura. 


DRAFT 
APRIL 22, 1958. 


To Members of Special Subcommittee on the Governing Committee: 


There will be a meeting of the subcommittee of the governing committee on 
Wednesday, May 21, at 10 a.m., to be held in the committee room on the seventh 
floor at 85 John Street. We enclose a copy of the annual report of the rating 
organization for 1957. There is a report on pages 7 and 8 captioned “Addendum 
to Report of Governing Committee Regarding Current Rate Litigation.” Also 
enclosed is a copy of the tentative draft of the brief prepared by counsel with 
respect to the Allstate matter. 

Chairman Barry has called this meeting to consider the status of the litiga- 
tion that is presently pending and to develop a recommendation in connection 
therewith for presentation to a meeting of the governing committee to be held 
the same day at 2 p.m. Mr. Garvie, chairman of the governing committee, has 
invited the members of the special subcommittee to be present at the meeting 
of the governing committee. 

Very truly yours, 


K. O. SMITH. 
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DECEMBER 16, 1957. 


Re report of special subcommittee to governing committee meeting of Decem- 
17, 1957. 

_ JoHN R. Barry, 
ceieees, Corroon & Reynolds, Inc., 
New York, N.Y. 

Dear Mr. Barry: In accordance with your request, your committee was polled 
by telephone concerning the question “Should NYFIRO petition for a review 
of the decision by Superintendent Holz in the matter of the dwelling class rates 
filed by the Insurance Company of North America?” 

The results of the poll were as follows: 

Mr. M. W. May voted for the petition. 
Mr. A. L. Polley voted against the petition. 
Mr. W. L. Falk voted against the petition and asked to be so recorded. 

Mr. Polley and Mr. Falk stated that they vote against taking an appeal into 
court if the petition is filed. Mr. Falk asked to have his vote so recorded. 

Mr. E. McLoughlin, representing Mr. W. L. Nolen, ex officio, stated that he 
would favor filing the petition to protect the right of appeal but does not suggest 
action beyond the petition. 

Very truly yours, 


K. O. SmirxH. 


DECEMBER 5, 1957. 
Re special subcommittee of the governing committee. 
Mr. A. L. POLLEY, ; 
Vice President, Hartford Fire Insurance Co., 
Hartford, Conn. 


Dear Mr. Pottey: Although the principal subject that will be before the special 
subcommittee of the governing committee, meeting next Tuesday, December 10, 
will be the matter of the North America dwelling rates, I do expect that the 
subject of the Allstate litigation will be discussed. Counsel has recently given us 
a draft of material which will be made part of the presentation to the Appellate 
Division of the New York State Supreme Court. You may wish to look this over 
if you have the opportunity prior to the meeting of next Tuesday. 

A firm date on the court calendar has not been established for the Allstate 
matter. I expect that that also will be discussed at the forthcoming meeting. 

Very truly yours, 


K. O. Smita. 
Drafts sent to W. Falk and M. Mays. 


SEPTEMBER 27, 1957. 

There will be a meeting of the special subcommittee of the governing committee 
on Wednesday, October 9, at 2:15 p.m. to be held in the New York board room, 
on the second floor at 85 John Street to confer with the committee of the New 
York State Association of Insurance Agents in the matter of the decision by the 
State of New York Insurance Department on the independent rate filing for the 
dwelling classes by the North America companies. 

Very truly yours, 


K. O. Sirs. 


Sent to: W. L. Falk; A. L. Polley; J. R. Barry, chairman; W. L. Nolen, ex 
officio; A. Kaplan ; P. Butler; J. Herd. 


SEPTEMBER 27, 1957. 
Mr. C. Josep DANAHY, 


Danahy, Delaney & Minatti, 
Brooklyn, N.Y. 


Deak Mr. Danany: Mr. John Barry, chairman of the special subcommittee 
of the governing committee has asked me to advise you that his committee will 
be able to meet with the committee of the New York State Association of Insur- 
ance Agents on Wednesday, October 9, at 2:15 p.m. to confer on the matter of the 
decision of the New York department concerning the independent rate filing for 
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the dwelling classes by the North America companies. The meeting will be held 
in the New York board room on the second floor at 85 John Street. 


Very truly yours, 
K. O. Surry, 


MEETING SPECIAL SUBCOMMITTEE, OCTOBER 9, 1957 


Barry ; Falk; Mays; Polley ; Kaplan ; Gross ; Butler ; Thorn ; Douglas ; Brewer 
Weghorn ; Schwarb; Smith ; Boyd ; McLoughlin for Nolen. 


’ 


Special subcommittee meetings, January 27, 1955 : 


October 7, 1954: The following action was authorized at this meeting: 

(a) Retention of the firm of Ivy Lee & T. J. Ross as public relations ep. | 
sultants. 

(b) Retention of the firm of Froggatt & Co. for technical assistance. 

Mr. Glendening resigned from the committee and Mr. A. L. Polley was appoint. 
ed to replace him. 

October 14, 1954: Met and authorized retention of Charles P. Butler ag agg. 
ciate counsel. 

October 21, 1954: Met and authorized— 

(1) Bulletin to companies advising or order, by Judge Breitel. 
2) Copies of petition to members of subcommittee. 
(3) Procurement of bond required by order. 
(4) Retainer of $10,000 to C. P. Butler for services until January 1, 19%, 
(5) Expenditure of not to exceed $35,000 to meet necessary expenses | 
without requirement of meeting. 

January 20, 1955: Counsel Kaplan reported on current status of proceedings 
regarding Allstate Insurance Co. and North America companies. 

It was the consensus of the committee that the Allstate hearing should lp 
continued but that further consideration should be given the subject of the 
request for hearing of the most recent North America Co. filing at the ney 
meeting of the subcommittee. 

January 26, 1955: The committee voted unanimously to authorize filing of 
a demand for a hearing on current North America companies filings. 

Counsel was authorized to initiate an appeal to the court of appeals on staty 
tory grounds. 

Management was authorized to expend $50,000 as follows: 


Advance for legal fees to Powers, Kaplan & Berger__________________ 25, 000 
NE PT a eel 10, 000 | 
' 


Balance to be used as necessary for printing, overtime, and other mise¢- 
laneous expenses. 

July 8, 1955: Met to review Superintendent Holz’ decision on Allstate matter, | 
Authorized filing of memorandum prepared by counsel with Superintendent’ 
Holz, and conference with Superintendent Holz on subject matter thereof. Man-| 
agement instructed to find out cost of reproducing record of Allstate hearing 
(July 12, 1955: Chairman Barry authorized printing 75 copies of record, a 
cost of approximately $2,200). 

October 24, 1955: The committee voted to authorize an appeal from the Hol} 
decision of July 1, 1955. 

Counsel reported on the status of appeal from Harris decision of January Zi, 
1955. 
It was voted to proceed with insurance department hearing on inadequacy «| 
current rate filings of North America companies in dwelling classes. 

Chairman and management were authorized to discuss damages claimed 
North America companies in connection with injunction bond and to make rea! 
onable settlement. i 

April 25, 1956: The committee met and after discussion confirmed previ0w) 
action regarding hearings on adequacy of rate filings by North America cor 
panies. 

September 20, 1956: The committee met and reviewed status of pending hem 
ings on North America filings. It was suggested that a report be made to th 
governing committee at its next meeting. 
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January 16, 1957: The committee met with the executive committee of the 
New York State Association of Insurance Agents, in the offices of Chairman 
+ R. Barry at 92 William Street. The discussions dealt with various technical 
yt of the North America companies independent dwelling rate filing in- 
ciuding the expense exhibits made part of that filing. ; : 

January 24, 1957: There was a meeting held today in the offices of the Na- 
tional Association of Insurance Agents for the purpose of exploratory con- 

rsations with the subcommittee of the New York State Agents Association 
vnich was appointed to discuss the matter of the North America hearings. 
rhese present included: Craig Thorn, chairman of the subcommittee of the 
agents association, and Messrs. Neumann, Al Mezey, Thompson, Schwab, and 
Danahy, counsel for the agents association. Mr. Barry, chairman of the special 
subcommittee of the governing committee and Counsel Kaplan, Gross, and 
Butler were also present. al fr . 

Present plans call for the commission of the agents association to meet with 
the superintendent of insurance on Friday, February 1. 

September 16, 1957: The decision by Superintendent Holz of September +4 con- 
cerning the North America.companies matter was discussed. Mr. Barry re- 
ported that New York State Association of Insurance Agents desired to confer 
with this committee concerning a judicial review of the decision by Holz. It 
was agreed to recommend holding a meeting with the officers of the agents as- 
sociation and report results to the governing committee. w 2 

October 9, 1957: In a meeting with officers of the New York State Association 
of Insurance Agents, the committee heard opinions of the North America com- 
panies dwelling rate filing case given by Messrs. Kaplan and Butler. No con- 
clusions were reached; another meeting with representatives of the agents as- 
sociation was suggested. 

December 10, 1957: (Comments by Counsel Kaplan and Butler concerning the 
decision by Superintendent Holz, made September 4, 1957, in the matter of the 
dwelling rate filing by the North America companies were sent to committee 
members on November 26. A draft of a brief in the matter of the Allstate In- 
surance Co. case was also sent on December 5.) 

Representatives of the New York State Association of Insurance Agents were 
again present at this meeting. The issues involved in the North America com- 
panies independent dwelling rate filing matter were discussed. C. J. Danahy, 
counsel for the agents association indicated that the agents were prepared to 
petition for a judicial review of the decision by Superintendent Holz made Sep- 
tember 4, 1957. 

December 16, 1957: (Report of telephone poll.) At request of Chairman 
Barry, committee was asked, “Should NYFIRO petition for a review of the de- 
cision by Superintendent Holz in the matter of the dwelling class rates filed by 
the Insurance Co. of North America?” 

The result of the poll was a follows: 

Mr. M. W. Mays voted for the petition. 

Mr, A. L. Polley voted against the petition. 

Mr. W. L. Falk voted against the petition and asked to be so recorded. 

Mr. Polley and Mr. Falk stated that they vote against taking an appeal into 
court if the petition is filed. Mr. Falk asked to have his vote so recorded. 

Mr. E. McLoughlin, representing Mr. W. L. Nolen, ex officio, stated that he 
would favor filing the petition to protect the right of appeal but does not suggest 
action beyond the petition. 

Committee also approved the payment of outstanding legal costs. 

May 21, 1958: The committee heard a report of the request for partial sub- 
scribership by Allstate Insurance Co. and their application to the insurance 
department for a 15-percent deviation from the rates for which they will sub- 
scribe. It was voted to recommend to the governing committee that the applica- 
tion for the rate deviation be opposed by NYFIRO in the hearing required under 
the insurance law. No recommendation concerning the judicial reviews in eur- 
rent rate litigation was made. The committee authorized management to order 
printing of material necessary for Allstate case and pay those costs. 

June 25, 1958: After discussion, the committee voted to recommend a report 
to the governing committee for proceeding with judicial reviews of decisions 
by Superintendent Holz in the matters concerning independent rate filings for 
dwelling classes by the North America companies and the Allstate Insurance Co. 
Messrs. Falk and Polley asked to be recorded as voting in the negative. 
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JANUARY 15, 1957, 
Re special subcommittee of the governing committee. 

Regarding meeting January 16 the following members of the committee Were 
advised that Mr. Barry has called a meeting of the special subcommittee for 
10: 30 a.m., in his office at 92 William Street: 

Mr. Falk (will be present). 

Mr. Nolen (will be present) and Mr. McLoughlin. 

Mr. Herd (is not available) ; Mr. Murphy represented Mr. Herd. 
Mr. Polley (message left with secretary). 

It is expected that the executive committee of the New York State Agenty 
Association will also be present. 

K. O. Smrrx. 





New YorK FIRE INSURANCE RATING ORGANIZATION, 
New York, N. Y., January 25, 1955. 


North America companies’ filing of September 28, 1954. 
(Memorandum to members of special subcommittee. ) 


Enclosed, for your information in advance of tomorrow’s meeting, are copies 
of correspondence between North America companies and the New York Insyr. 
ance Department together with rules and rates made effective October 20, 1954, 

It will be noted that the basic coverage is combined fire and extended cover. 
age and that the rates are combined rates subject to reduction if a fireonly 
endorsement is attached. 

The estimated effect of rate changes and broadened form as related to pre 
September 13 rating organization dwelling rates was, according to Insurance 
Co. of North America, 21.5 percent fire reduction and 7.2 percent extended coy- 
erage reduction. The rates and forms filed were combined fire and extended 
coverage. The department requested supporting data and on October 4, 1954, 
the North America companies furnished the following: 

1. A formula as follows: 


Expenses, fire: Percent Percent 
Ree teRsatment “OX ORNNR sisi 8 ei ck heise 2.4 
mena Fs kG sist ee ee ee sed es 20. 0 
Other acquisition and generals. cia nnn ntnwncecestinwse 16.0 
PR Siri A fe oie ete eas bese ts ee eee eee 3.0 

— 414 

Pee tet -embewtre the. a ee kien nko 6.0 
47.4 

BO, cach sina ecciv aici Alicnpn as da al cece eee 52.6 
I a cscs neti mnsniasinnnnien aioe deena aaa taal 100.0 


2. Dwelling class experience for fire only which showed national board 
earned-incurred loss ratio, adjusted for rate revisions prior to September 13, of 
40.3 percent. (This figure is close to that developed by NYFIRO.) Adjusted 
for September 13 NYFIRO revisions, the figure would be 47.3 percent. 

When adjusted for the proposed reduction, the loss ratio was calculated to 
be 51.3 percent. It should be noted that the combined fire and extended cor- 
erage rate filing was based upon a fire-only loss ratio of 40.3 percent. The com: 
bined fire and extended coverage loss ratio for the dwelling classes for the 
period used in the North America filing is actually 49.49 percent. In other 
words, on a combined basis the difference between the existing combined loss 


ratio and that which North America purports to obtain is 1.81 percent. Not | 


withstanding this, the department accepted their reductions which were on 4 
combined basis with supporting data based on fire experience only. A further 
point of interest is that while the allowance for commission was given as 2 
percent, the North America fire manual provides: “20 percent to policy writing 
agents; 5 percent additional and contingent commission to contract agents for 
their extra services rendered.” 


H. S. STan rey. 
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G OF THE GOVERNING COMMITTEE OF THE NEW YORK FIRE INSURANCE 
RATING ORGANIZATION HELD May 21, 1958, at 2. P.M. IN THE COMMITTEE Room, 
SeveNTH Foor, 85 JOHN STREET, NEw YorK City 


There were present : 
R. 8S. Garvie, chairman. 
R. P. Crawford, vice chairman. 
W. W. Allen. 
A. T. Chisholm. 
.H. Dillard. 
. Newman. 
7. L. Nolen (accompanied by Edward McLoughlin). 
R. Wilde. 
Bonner (representing H. C. Pitot). 
P. Carlson (representing Olaf Nordeng). 
S. Schreiner (representing A, L. Ross). 
F. 
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Wallace (representing H. W. Miller). 
Barry. 
. W. Mays. 
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COMMITTEE MEMBERSHIP 


In accordance with constitutional requirements, the committee appointed 
James L. Dorris to fill the unexpired term of the late F. E. Sammons. 


ALLSTATE INSURANCE CO.— PARTIAL SUBSCRIBER AND APPLICATION FOR DEVIATION 


An application from Allstate Insurance Co. for subscribership to classes 
other than dwelling classes 009, 019, 029, and seasonal dwelling was reported to 
the committee. Management reported that it approves the application for par- 
tial subscribership. Management reported further that Allstate Insurance Co. 
had filed with the Insurance Department of this State an application for a 15- 
percent rate deviation downward on all classes for which the application for 
partial subscribership had been made. After discussion the committee voted to 
instruct the general manager to notify the insurance department that a hearing 
will be requested concerning the application of Allstate for a 15-percent rate 
deviation. Mr. W. W. Allen asked to be recorded as voting in the negative. 


REPORT OF THE SPECIAL SUBCOMMITTEE 


Mr. John R. Barry, chairman of the special subcommittee, made a report on 
the status of current rate litigation. The committee agreed to continue dis- 
cussion of this subject at the regular June meeting. 


ERIE AND NIAGARA COUNTY FARMERS’ INSURANCE ASSOCIATION——APPLICATION 
FOR PARTIAL SUBSCRIBERSHIP 


An application from the Erie and Niagaga County Farmers’ Insurance Asso- 
ciation (an assessment cooperative fire insurance company) for partial sub- 
scribership was considered by the committee. Because the application excluded 
subscribership for the perils of fire and extended coverage (but included only 
the other perils of the homeowners policy of which the rating organization has 
made no bureau filing), the general manager was instructed to advise the ap- 
plicant that such limited subscribership would not be possible under the con- 
stitutional requirements of the rating organization. 


COMMERCIAL PROPERTY COVERAGE 


The committee heard a brief report concerning the status of the commercial 
property coverage matter in New York State. 
Meeting adjourned. 


K. O. SmitH, Secretary. 
Approved: 


R. 8. Garvin, Chairman. 
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MINUTES OF THE MEETING OF THE SUBCOMMITTEE ON RATES, RULES AND 
Forms HeEtp June 18, 1958, 1:30 P.M. IN THE COMMITTEE Room, 85 Jony 


STREET, NEw YorK CirTy The < 
There were present: “(f) ‘“ 
Chairman Allen, Messrs. Beneke for Lock, Carlson, Nunn and Polley, | ha 
Wrenn for Magrath, Woldt for Lewis. ob ‘ 
Messrs. Bucksar, Hayden, Knapp, Smith and Boyd. 
CONEY ISLAND DISTRICT 
The committee heard a report from staff regarding suggested revisions to some 
areas in this district and approved for filing staff’s suggestions. 
SCHOOL AND INSTITUTION SCHEDULE (FIRE RESISTIVE) 
The committee authorized the filing of the following revisions to the schedule: 
1A Basis—Schools, museums and libraries: ey ‘ 
(a) In cities with key rate of less than $0.26_________________ $0.03 | : 
(b) In cities with key rate of $0.26 to $0.36__..___--__________ 045 
(c) In cities with key rate of over $0.36_...__________________ -06 | 
i EE RS Ane ean Fy 2 The 
4b Unprotected, horizontal structural steel (cumulative with 4a)______ . 005 he: 
4e Unprotected, vertical metal floor and/or roof supports (cumulative '  puildi 
with items 4a, 4b, 4c or 4d) be use 
(a) With noncombustible contents._._........._._...-.________ (*) ‘2. 
(bd) All other buildings not provided for under (a) above______ 08 | cover 
7. All classes except hospitals, schools, museums and libraries__________ . 02 
21. Contents differential for school class, reduced to .04. Dp 
1 No charge. r’ 
FIRE RATE LEVEL REVISION ¥ 
The committee confirmed telephone vote which authorized the rate filing 0 
as made effective on June 16, 1958, and instructed the staff to thank the special s: 
committee which studied the fire underwriting experience. | eligih 
“6 
SUBROGATION form. 
After discussion the committee suggested holding this item for further study, 
Th 
SPECIFIC INSURANCE (PIPE ORGANS) “1, 
builé 
The committee suggested referring this subject to the E.U.A. for further | appli 


study to include organs and carillons as a part of the rule dealing with fixed | “2 
seats, etc., in churches, schools, and theaters. 


RISKS OF SUPERIOR CONSTRUCTION AND PROTECTION | 


The committee approved the June 1958 plan as received from Advisory or- 
ganizations for filing in place of the existing rating plan for extended coverage 
endorsement No. 3. 


{ 
i 7 
MULTIPLE LOCATION RATING PLAN AND REPORTING FORM A cont 
The committee voted to adopt for filing recommendations from advisory or- “4 
ganizations known as ML—46, 47, 48, 49, 50, 51, 53, 54, and A-31 and 32. 
EXTENDED COVERAGE ENDORSEMENT NO. 4 (GRANDSTANDS) T 
i «ue 
After consideration by the committee it was voted to adopt for filing the | den 
following revision: fror 
LLL NTE IEE LT SOREN S' A and 
(b) Fire resistive except roof, with incombustible or 2’’ wood plank roof 
I i ak ee gt ee H 
(c) Fire resistive except roof, with less than 2’’ wood plank roof on steel 


a a a a a a a a a a a a a ee 


J 
IN I ca ccsinsllegpas mein asec a J 
(e) Other construction P 
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ERRORS AND OMISSIONS INSURANCE FORM NO. E.O. 1 


The committee voted to adopt for filing the following revision to the form: 
“(f) Exclusion: This company shall not be liable for loss resulting from— 
“(1) Any occurrence taking place more than 10 days after the insured 
had knowledge that an error or accidental omission had occurred ; 
“(2) or caused by,*contributed to or aggravated by any of the following: 

(a) flood, surface water, waves, tidal water or tidal wave, overflow 
of streams or other bodies of water, or spray from any of the foregoing, 
all whether driven by wind or not; 

“(b) water which backs up through sewers or drains; 

“(c) water below the surface of the ground including that which 
exerts pressure on or flows, seeps or leaks through sidewalks, driveways, 
foundations, walls, basement or other floors, or through doors, windows 
or any other openings in such sidewalks, driveways, foundations, walls 
or floors.” 

unless loss by fire or explosion ensues, and this company shall then be liable 
only for such ensuing loss. 


DWELLING BUILDING(S) AND CONTENTS BROAD FORM NO. 849 


The committee voted to authorize the filing of the following revisions to rule: 

“1, Rating organization rules and definitions applying to private dwelling 
puilding(s) or (contents thereof) occupied by not more than four families shall 
be used in the application of this form. 

“2 Bligibility. This form may be attached to a fire insurance policy to 
cover : 

“(a) Only dwelling building(s) (or contents thereof) occupied princi- 
pally for dwelling purposes by not more than four families, and builder’s 
risks intended for such occupancy with privilege granted to complete. 

“(b) Seasonal dwellings (or contents thereof) occupied as limited in (a) 
when described as “seasonal dwellings” on the first page of the policy. 
“(ce) Item(s) of a schedule (not blanket) if specifically limited to cover 
only property otherwise eligible for coverage. 
“2 Dwelling building(s) special form may be attached to cover buildings 
eligible for the use of that form. 
“4. Farm dwellings (or contents thereof) shall not be covered under this 


form.” 
DWELLING BUILDING(S) SPECIAL FORM NO. 850 


The committee voted to adopt the following revisions to the rule: 

“1. Rating organization rules and definitions applying to private dwelling 
building(s) occupied by not more than four families shall be used in the 
application of this form. 

“9. Eligibility. This form may be attached to a fire insurance policy to cover: 

“(a) Only dwelling building(s) occupied principally for dwelling pur- 
poses by not more than four families, and builders’ risks intended for such 
occupancy with privilege granted to complete. 

“(b) Seasonal dwellings occupied as limited in (a) and when described 
as ‘seasonal dwellings’ on the first page of the policy. 

“(e) Item(s) of a schedule (not blanket) if specifically limited to cover 
only property otherwise eligible for coverage. 

“3. Dwelling building(s) and contents broad form may be attached to cover 
contents eligible for the use of that form. 

“4. Farm dwellings shall not be covered under this form.” 


BUSINESS INTERRUPTION—BUILDING(S) IN COURSE OF CONSTRUCTION 


The committee voted to adopt for filing a revision to the rule as follows: 

“3. Building(s) in course of construction.—The alterations and new buildings 
clause in business interruption forms provides coverage against loss resulting 
from damage to or destruction of new buildings while in course of construction 
and when completed or occupied. 

“(a) Business interruption form applicable to the contemplated occupancy 
shall be used. 

“(b) Rate shall be the applicable percentage of the 80 percent coinsur- 
ance builder’s risk rate for the form used, as provided in rate section. 
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“(¢) Form shall state that risk is in course of construction and indicate 
Policy shall state that company will be Noti- 
fied and rate adjusted when risk is completed or occupied in whole or in 


the contemplated occupancy. 


MOLTEN MATERIAL CLAUSES 


After discussion, the committee voted to adopt for filing the follow 
erty damage and business interruption rules and clauses: 

“Property damage rule and clause.—The following clause shall be used whe 
this coverage is added and the fire insurance rate shall be increased 5 percent 
(either flat rate or the applicable coinsurance rate used for the policy to which 
it is attached) and shall not apply to any building or contents specifically ey. 
cluded from the application of this clause: 


“Molten Material Clause 
(Property Damage) 


In consideration of the additional premium charged, and subject to the pro- 
visions and stipulations of the policy to which this clause is attached, direct 
loss by an accidental discharge of molten material from equipment, or by heat 
from such discharged material, shall be considered a loss by fire, except that this 
company shall not be liable for: 

“(1) Loss of or damage to such discharged material ; 
“(2) The cost of repairing any fault which caused such accidental dig. 


“(3) The cost of removing or recovering such discharged material, not. 
withstanding the debris removal clause, if any, forming a part of this policy, 
“Business interruption rule and clause.—The following clause shall be used 
when this coverage is added and the fire insurance business interruption rate 
increased 5 percent: Molten material clause (business interruption) .” 

“In consideration of the additional premium charged, and subject to the 
provisions and stipulations of the policy to which this clause is attached, this 
policy insured against loss resulting directly from necessary interruption of 
business caused by an accidental discharge of molten material from equipment, 
or by heat from such discharged material, and such loss shall be considered qa 
loss by fire, but this company shall not be liable for loss for any additiona} 
period of time during which operations could not be resumed because of: 

“(1) The presence of such discharged material; or 
“(2) The necessity of repairing any fault which caused such accidental 


TERM INSURANCE 


The following revision was adopted for filing by the committee : 

“(a) Cotton in bales, except when contained in sprinklered buildings. 
“(b) All property covered under floater forms of any kind.” 

Meeting adjourned. 


T. M. Born, Assistant General Manager. 


MEETING OF THE GOVERNING COMMITTEE OF THE NEW YorRK FIRE INSURANCE RATING 
ORGANIZATION Hetp JUNE 25, 1959, IN THE COMMITTEE RooM, 7TH Foor, 8 
JOHN STREET, New YorxK City 


There were present : 
R. 8. Garvie, chairman. 
R. P. Crawford, vice chairman. 
W. W. Allen. 
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. W. Newman. 
Nolen (accompanied by Edward McLoughlin). 
Ross (accompanied by Walter Schreiner). 
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onner (representing H. C. Pitot). 





cove 
spri 
vehi 


byt 








cate 
noti 
mr in 


Op 


vhen 
cent 
hich 
r ex. 


pro- 


heat 


not- 
licy. 
ised 
rate 

the 
this 
1 of 
ent, 
“dl a 


onal 


ntal 


r. 


ING 
, & 


Sg 


THE INSURANCE INDUSTRY 3407 


C. P. Carlson (representing Olaf Nordeng). 
M. Wallace (representing H. W. Miller). 
A.J. Wyatt (representing E. H. Forkel). 
J. R. Barry. 
W. L. Falk. 
M. W. Mays. 
A. L. Polley. 
Counsel Kaplan. 
Counsel Gross. 
Counsel Butler. 
K. O. Smith. 
T, M. Boyd. 
REPORT OF THE SPECIAL SUBCOMMITTEE 


Mr. John R. Barry, chairman of the special subcommittee, gave a report on 
the matter of current rate litigation. After discussion, the governing committee 
yoted to proceed with the judicial reviews of the decisions of Superintendent 
Holz in connection with the independent rate filings of the North America com- 
panies and the Allstate Insurance Co. for the dwelling classes. 


REPORT OF SUBCOMMITTEE ON FINANCE 


The committee considered the recommendation of the finance committee that 
the assessment to be levied as of July 1, 1958, on 1957 net direct fire, extended 
coverage, other allied lines (tornado, windstorm and hail (except growing crops), 
sprinkler leakage, explosion, riot, civil commotion and damage by aircraft and 
vehicle), and earthquake premiums, to be 1.2 percent for the entire calendar 
year of 1958 ; 40 percent of this rate to be applied to the premium for homeowners 
policies A, B, and C: and water damage and rain premiums to be assessed at the 
rate of 0.1 percent for the same term, and assessments paid for the first 6 months 
of 1958 to be credited against the total assessment for the year. A formal 
motion was made, seconded, and carried to approve the recommendation of the 
finance committee and to authorize the recommended assessments for all com- 
panies except the following: 

An assessment rate of 1.66 percent against the 1957 net direct fire, extended 
coverage, other allied lines (tornado, windstorm and hail (except growing crops), 
sprinkler leakage, explosion, riot, civil commotion, and damage by aircraft and 
vehicle), and earthquakes premiums (except a rate of 0.1 percent on water 
damage and rain premiums) of the North America companies in New York 
State for all classes other than dwelling classes 009, 019, 029, and 011 was adopted 
at the recommendation of the finance committee, such rates being the same as for 
1957. 

An assessment rate of 1.66 percent against the 1957 net direct fire, extended 
coverage, other allied lines (tornado, windstorm and hail (except growing crops), 
sprinkler leakage, explosion, riot, civil commotion, and damage by aircraft and 
vehicle), and earthquake premiums (except a rate of 0.1 percent on water 
damage and rain premiums) of the Allstate Insurance Co. in New York for all 
occupancy classes for which they have authorized filings made in their behalf 
by this rating organization was adopted. 


APPOINTMENT OF TREASURER 


The committee, by formal action, appointed Mr. K. O. Smith as treasurer, 
effective December 1 at the retirement of Mr. C. P. Cullen. 


RATING ORGANIZATION ADMINISTRATION 


In anticipation of the retirement of Mr. C. P. Cullen, treasurer, the following 
resolutions regarding check signatures were adopted: - 

“Resolved, That, in connection with funds in the regular account of this 
organization, the Hanover Bank is authorized to honor and pay checks of this 
organization bearing two signatures as follows; one of such signatures to be any 
one of the following: General manager, assistant general manager, treasurer, or 
assistant manager comptroller. The second signature to be any one of the fol- 
lowing: Chairman of the governing committee, vice chairman of the governing 


committee, chairman of the finance committee, or any member of the finance 
committee.” 
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“Resolved, That, in connection with funds in the special account of this organj. 
zation, the Hanover Bank is authorized to honor and pay checks of this organiza. 
tion bearing two signatures as follows, one of such signatures to be any one of 
the following: General manager, assistant general manager, treasurer, or assist. 
ant manager-comptroller. The second signature to be any other one of the 
following: General manager, assistant general manager, treasurer, assistant 
manager-comptroller, chairman of the governing committee, vice chairman of the 
governing committee, chairman of the finance committee, or any member of the 
finance committee.” 

“Resolved, That in connection with the funds in the fire department tay 
account of this organization, the Hanover Bank is authorized to honor and pay 
checks of this organization bearing one signature to be either the facsimile 
signature of the general manager or the manual signature of any one of the 
following: General manager, assistant general manager, treasurer, assistant 
manager-comptroller, chairman of the governing committee, vice chairman of 
the governing committee, chairman of the finance committee, or any member of 
the finance committee.” 

“Resolved, That, in connection with funds in the New York Fire Insurance | 
Rating Organization, regular account the Marine Midland Trust Co. of New York 
is authorized to honor and pay checks of this organization bearing two signatures 
as follows, one of such signatures to be any one of the following: General man. 
ager, assistant general manager, treasurer, or assistant manager-comptroller, 
The second signature to be any one of the following: Chairman of the governing 
committee, vice chairman of the governing committee, chairman of the finance 
committee, or any member of the finance committee.” 

“Resolved, That, in connection with funds in the New York Fire Insurance 
Rating Organization, payroll account, the Marine Midland Trust Co. of New York, 
is authorized to honor and pay checks of this organization bearing one signature 
to be either the facsimile signature of the general manager or the manual 
signature of any one of the following: General manager, assistant genera] 


| 
| 
| 


committee, vice chairman of the governing committee, chairman of the finance 
committee, or any member of the finance committee.” 
Meeting adjourned. 
K. O. Smiru, Secretary. 
Approved : 
R. S. Garviz, Chairman. 


JUNE 30, 1958. 
Mr. R. S. GARVIE, 
Vice President, Standard Insurance Oo. of New York, 
Hartford, Conn. 


DeEAR Mr. GARVIE: We enclose a letter from Mr. Johnson dated June 27 and our 
reply. I discussed the matter with Mr. Kaplan and am furnishing him with | 
copies of this correspondence. 

Sincerely, 
K. O. Sarr. 


Royat-GLosE INSURANCE GROUP, 
New York, N. Y., June 27, 1958. 
Mr. KENNETH O. SMITH, 
General Manager, New York Fire Insurance Rating Organization, : 
New York, N. Y. 


Dear Mr. SmitH: Although we are not concurrently members of the govern | 
ing committee, Mr. Falk was privileged to attend the meeting of the govern | 
ing committee held on June 25 at which consideration was given to the recon- | 
mendation of the subcommittee for judicial review of the New York Depart 
ment’s ruling in the case of the independent filings of the Insurance Company 
of North America and the Allstate. Mr. Falk was extended the privileges of 
the floor and he expressed the opposition of our companies to such judicial re 
view and reiterated our reasons therefor. It is our understanding that similar 
opposition has been expressed, either at such meeting or prior thereto, by other 
important members of the rating organization. We understand that the govern 
ing committee vote on the question was 9 for and 5 opposed. 
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In view of the divided opinion of the governing committee as reflected in 
the above-mentioned vote and in view of the known opposition of important 
members of the rating organization, we believe that the question should be sub- 
mitted for consideration of the entire membership and we are writing to request 
that a special meeting of the rating organization be called for such purpose in 
accordance with section 2 of bylaw 2. Moreover, we believe that, in the light 
of recent developments affecting the conduct of fire insurance rating bureau 
practices and the resulting implications of any such legal action as that now 
proposed, the action should not be taken on behalf of the entire membership 
of the rating organization but only on behalf of those companies which wish to 
subscribe to it if, as appears likely, the membership meeting indicates a sub- 
stantial body of opposition to the proposed action. 

Yours very truly. 
H. CLiay JOHNSON, 
Deptuy U.S. Manager. 


JuLy 1, 1958. 


Mr. T. B. KELLEY, 

Deputy U.S. Manager, 
Commercial Union-Ocean Group, 
New York, N. Y. 

Dear Mr. Ketter: This is to acknowledge your letter of June 30. 

According to section 1 of bylaw 2 of the constitution and bylaws of the 
rating organization, a call for a special meeting may be accomplished by a 
petition in writing by at least 10 member companies of the rating organiza- 
ane communication will be referred to Chairman R. 8S. Garvie of the govern- 
ing committee as will also all other similar communications for such action as 
is provided for in the bylaws of this rating organization. 

Very truly yours, 
K. O. Smira. 


COMMERCIAL UNION-OcEAN GROUP, 
New York, N. Y., June 80, 1958. 
Mr. K. O. SMITH, 
General Manager, 
New York Fire Insurance Rating Organization, 
New York, N. Y. 


Deak Mr. SMITH: The following member companies of the New York Fire In- 
surance Rating Organization join the Royal-Glove group in requesting that a 
special membership meeting be called at an early date: American Central In- 
surance Co., the British General Insurance Co., Ltd., the California Insurance 
Co., Commercial Union Assurance Co., Ltd., the Commercial Union Fire In- 
surance Co. of New York, the Palatine Insurance Co., Ltd., Union Assurance 
Society Ltd. 

Yours very truly. 
T. B. Kettey, 
Deputy U.S. Manager. 


JULY 1, 1958. 
Mr. Pau, W. NEwMAN, 


Second Vice President, 
The Travelers Insurance Co., 
Hartford, Conn. 


Dear Mr. Newman: This is to acknowledge your letter of June 30. 

According to section 1 of bylaw 2 of the constitution and bylaws of the rating 
organization, a call for a special meeting may be accomplished by a petition in 
writing by at least 30 member companies of the rating organization. 

Your communication will be referred to Chairman R. S. Garvie of the govern- 
ing committee as will also all other similar communications for such action as is 
provided for in the bylaws of this rating organization. 
provided for in the bylaws of this rating organization. 


K. O. SmitTH. 
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THE TRAVELERS INDEMNITY Co., 
FIRE AND MARINE DEPARTMENT, 
June 30, 1958, 





Mr. KENNETH O. SMITH, 

General Manager, 

New York Fire Insurance Rating Organization, 
New York, N.Y. 

DeaR Mr. SmirH: At the last meeting of the governing committee of the 
NYFIRO held on Wednesday, June 25, 1958, the verbal report of Chairman J, R. 
Barry of the special subcommittee concerning independent filings of the Insurangg 
Co. of North America and Allstate Insurance Co. was that the special syp. 
committee at its meeting just preceding the governing committee meeting haq 
voted three to two in favor of recommending judicial review of the New Yor, 
Insurance Department’s ruling in connection with these two cases. 

Since no member of the governing committee requested that his vote be ra 
corded, we are not sure that the count was 9 to 5 in favor (as announced) or 19 
to 4in favor. Under the circumstances, this point of count is not important, anq 
we note that your report, as secretary of the meeting, received in this morning’s 
mail merely uses the phrase “the governing committee voted to proceed with the 
judicial reviews.” 

Opposition to such judicial review was expressed during the discussion of the 
motion in the governing committee meeting, and also, we understand, during the 
discussion of the matter in the preceding special subcommittee meeting. 

It seems to our companies that a matter as important as this is, concerning 
which there appears to be a divided opinion, should be submitted to the entire 
membership. Therefore, we hereby request that a special meeting of the NYFIRO 
be called for such a purpose in accordance with bylaw 2. It is also our feeling 
that if, at a special meeting, the membership favors pursuance of judicial review, 
notwithstanding an indication of substantial opposition, such legal action as now 
proposed should be taken only in behalf of those companies wishing to subscribe 
to it, as to expense and otherwise. 

Very truly yours, 
PauLt W. NEWMAN, Second Vice President. 


JULY 2, 1958, 
Mr. MICHAEL F’. BONNER, 


Branch Secretary, Royal Exchange Group, New York, N.Y. 


DeEAR Mr. BonNER: This is to acknowledge your letter of June 30. 

According to section 1 of bylaw 2 of the constitution and bylaws of the rating 
organization, a call for a special meeting may be accomplished by a petition in 
writing by at least 30 member companies of the rating organization. 

Your communication will be referred to Chairman R. S. Garvie of the govern- 
ing committee as will also all other similar communications for such action as is 
provided for in the bylaws of this rating organization. 

Very truly yours, 
K. O. Sutra, 


RoyaLt ExcHANGE Groop, 
New York, N.Y., June 80, 1958. 
Mr. K. O. SMITH, 
Manager, the New York Fire Insurance Rating Organization, 
New York, N.Y. 


Dear Mr. SmitrH: Referring to the meeting of the governing committee of 
the New York Fire Insurance Rating Organization held on June 25, 1958, despite 
our affirmative vote to proceed with judicial review of the decisions of the 
superintendent, Holz, we feel that the subject matter is of: sufficient importance 
to require a special membership meeting. Accordingly on behalf of our two 
companies, Royal Exchange Assurance and Provident Insurance Co., we urge 
you to call, as quickly as possible, a special membership meeting of all com 
panies of the New York Fire Insurance Rating Organization to consider this 
very important matter. 

Yours very truly, 
MICHAEL F. BONNER, Branch Secretary. 
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JULY 2, 1958. 
Mr. R, P. CRAWFORD, 
Vice President, Glens Falls Insurance Oo., 
Glens Falls, N.Y. 
Dear Mr. CrawrorD: This is to acknowledge your letter of July 1. 
According to section 1 of bylaw 2 of the constitution and bylaws of the 
rating organization, a call for a special meeting may be accomplished by a 
tition in writing by at least 30 member companies of the rating organization. 
Your communication will be referred to Chairman R. 8. Garvie of the govern- 
ing committee as will also all other similar communications for such action as 
is provided for in the bylaws of this rating organization. 
Very truly yours, 
K. O. SMITH. 


GLENS FALLS INSURANCE Co., 
Glens Falls, N.Y., July 1, 1958. 
Mr. KenNetu O. SMITH, 
General Manager, 
New York Fire Insurance Rating Organization, 
New York, N.Y. 

Dear Mr. SmitH: You will recall that at the governing committee meeting 
held on June 25, the Glens Falls was one of the five companies voting in opposi- 
tion to the recommendation of the subcommittee for a judicial review of the 
New York department’s ruling pertaining to the independent filing of the Allstate 
and the Insurance Co. of North America. The motion to proceed with the 
judicial review was carried by a 9 to 5 vote. 

It is the opinion of this company that, because of the tremendous importance 
of this issue and the extensive opposition both in the governing committee and 
among the membership, this matter should be referred to the entire membership 
of the rating organization. Will you, therefore, please record the Glens Falls 
as being in favor of submitting this important question at a special meeting 
of the membership as promptly as possible? 

Thanking you, I am, 

Yours very truly, 


“terse 
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R. P. Crawrorp, Vice President. 


JULY 3, 1958. 
Mr. W. W. ALLEN, 
Vice President, the Home Insurance Co., 
New York, N.Y. 

Deak Mr. ALLEN: This is to acknowledge your letter of July 3. 

According to section 1 of bylaw 2 of the constitution and bylaws of the rating 
organization, a call for a special meeting may be accomplished by a petition in 
writing by at least 30 member companies of the rating organization. 

Your communication will be referred to Chairman R. B. Garvie of the gov- 
erning committee as will also all other similar communications for such action 
as is provided for in the bylaws of this rating organization. 

Very truly yours, 
K. O. SmirH. 


THE HOME INSURANCE CoO., 
New York, July 3, 1958. 
Mr. Kenneru O. Smiru, 
General Manager, New York Fire Insurance Rating Organization, 
New York, N.Y. 

Deak Mr. SMitH: We have just received copy of the minutes of the meeting 
of the governing committee of the New York Fire Insurance Rating Organiza- 
tion held June 25, 1958, and note the “Report of the special subcommittee” therein. 

We have expressed our opposition to this judicial review on several occasions 
and, from the discussion and vote on the matter, both in the special subcommittee 
and the governing committee, it is evident that a marked division of opinion 
exists. 

While we do not wish to interfere in any way with the right of individual 
action by any member of the organization, we do feel strongly that a matter 
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of this importance should be submitted to the entire membership for consider. 
tion. We also feel that the question of the New York Fire Insurance Ra 
Organization requesting a hearing on the Allstate deviations on other 
dwelling classes under their partial subscribership, is directly related to any 
decision on the judicial reviews. 

In view of the above, please accept this letter as a request for a special meetin, | 
of the membership to consider the advisability of proceeding with the judicig 
review of the decision of Superintendent Holz in connection with the independen; 
rate filings of the North America companies and Allstate Insurance Co. for th 
dwelling classes and, also, a review of the governing committee’s decision to hay 
the New York Fire Insurance Rating Organization ask for a hearing when 
Allstate file deviations for other than dwelling classes under this partial gy). 
scribership. 

Yours very truly, 
W. W. ALLEN, Vice President, 


HARTFORD FIRE INSURANCE Co,, 
Hartford, Conn., July 8, 1958, 
Mr. K. O. SMITH, 
General Manager, New York Fire Insurance Rating Organization, 
New York, N.Y. 


Deak Mr. SmitH: The following companies, members of the Hartford Fip | 


Insurance Co. Group; namely: 

Hartford Fire Insurance Co., 

Hartford Accident and Indemnity Co., 

Citizens Insurance Co. of New Jersey, 

New York Underwriters Insurance Co., 

Northwestern Fire & Marine Insurance Co. 

Twin City Fire Insurance Co., 
hereby request that a special meeting of the membership of the New York Fira 
Insurance Rating Organization be called at an early date. 

Very truly yours, 


A. L. PotLey, 
JULY 8, 1958, 





Mr. A. L. POLLEY, 
Vice President, Hartford Fire Insurance Co., 
Hartford, Conn. 


Dear Mr. Pottery: This is to acknowledge your letter of July 3. 

According to section 1 of bylaw 2 of the constitution and bylaws of the rating 
organization, a call for a special meeting may be accomplished by a petition in 
writing by at least 30 member companies of the rating organization. 

Your communication will be referred to Chairman R. 8S. Garvie of the govern 
ing committee as will also all other similar communications for such action as is 
provided for in the bylaws of this rating organization. 

Very truly yours, 


T. M. Boy. 





New York Fire INsurANce RATING ORGANIZATION, 
New York, N.Y., July 9, 1958. 


NOTICE TO COMPANIES 


{ 
' 


| 


At a meeting of the governing committee held on June 25, 1958, it was voted | 
to proceed with the judicial reviews of the decisions of Superintendent of In- | 


surance Holz concerning the independent rate filings made by the Allstate In- 
surance Co. and the North America companies for the dwelling classes. A brief 
chronology of events related to the matter is enclosed for your information. 

Pursuant to bylaw 2 of this organization, a special meeting of the rating or 
ganization is required to be called upon petition to the governing committee, 
signed by at least 30 members of the rating organization. A special meeting of 
this organization has been requested by the requisite number of members. 

Chairman R. 8. Garvie of the governing committee has asked me to announce 
that there will be such special meetings of the rating organization to be held 
on Thursday, July 24, 1958, at 11 a.m. in the board room, second floor, 85 John 
Street, New York City. 
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The purpose of the special meeting is to receive and give consideration to the 
to the governing committee with respect to the subject matter of the All- 
state Insurance Co. and the North America companies independent filings 
for dwelling classes, the continuation of current judicial reviews of the de- 
dsions of the insurance department in connection therewith and the hearing 
requested by NYFIRO concerning the application by Allstate Insurance Co. for 
the 15-percent rate deviation for the classes to which they have subscribed. ‘ 
We hope that it will be possible for you to be present or represented at this 
meeting. 
Very truly yours, 
K. O. SmirH. 


REVIEW OF EVENTS 
ALLSTATE INSURANCE ©O. 


In its independent rate filing for the dwelling classes, the Allstate Insurance 
Co. had been granted a reduction of 20 percent from the term rates of this or- 
ganization by Superintendent of Insurance Alfred J. Bohlinger. The successor 
superintendent of Insurance, Leffert Holz, decided to hold a hearing to review 
this reduction of rates. Under date of July 1, 1955, Superintendent of Insurance 
Leffert Holz in part sustained the position of this organization that the Allstate 
rates were inadequate, and directed an adjustment of such rates in the dwelling 
house classes upward to a level reflecting rates approximately 15 percent below 
the term rates of this organization. 

The Allstate Insurance Co., under date of October 28, 1955, initiated a pro- 
ceeding in the supreme court, New York County, for a judicial review of the 
departmental decision. On October 31, 1955, this rating organization initiated a 
proceeding for the judicial review of this departmental decision. 

Both proceedings for judicial review have been consolidated and transferred 
directly to the appellate division of the supreme court. It was stipulated that 
the two consolidated proceedings be heard together by the appellate division of 
the supreme court. 

These proceedings are now set for argument at the October term of the appel- 
late division, and the governing committee of this organization voted on June 
25, 1958, to proceed with this judicial review. 


NORTH AMERICA COMPANIES 


Under date of March 11, 1956, the superintendent of insurance of this State 
directed that a hearing be held with respect to the adequacy of the rates filed 
independently by the North America companies in the dwelling classes. During 
the course of the hearings, a number of appearances were made by brokers’ and 
agents’ associations, and the following associations intervened in the proceeding : 
New York State Agents Association; Greater New York Brokers’ Association; 
National Association of Casualty & Surety Agents; Brokers Association Joint 
Council. 

Under date of September 4, 1957, the insurance department of New York 
State issued its decision and held that the rates under review were within the 
standards provided for in the insurance law of this State. 

The time for judicial review expired on or about the 4th day of January 1958. 
Prior to January 4, 1958, a petition for judicial review was filed separately by 
the New York State Agents Association and the Greater New York Insurance 
Brokers Association, and, with the approval of your governing committee by 
this rating organization. 

These petitions for judicial review also have been referred for argument to the 
appellate division of the supreme court and are now scheduled for argument at 
the October term of that court. 

At a meeting of the governing committee held on June 25, 1958, it was voted to 
proceed with such judicial review. 


ALLSTATE INSURANCE CO. PARTIAL SUBSCRIBERSHIP AND APPLICATION FOR DEVIATION 


On April 23, 1958, NYFTRO received an application for partial subscribership by 
Allstate Insurance Co. for all classes except the dwelling classes 009, 019, 029, 
and seasonal dwellings in class 011. NYFIRO also received a copy of Allstate’s 
application to the insurance department for a 15 percent deviation downward 
from rates to which they desired to subscribe. 
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On May 21, 1958, the governing committee voted to ask the insurance depart. 
ment for a hearing in connection with Allstate’s application for the rate deyi- 
ation. 

Subsequently, on June 4, 1958, the Allstate Insurance Co. modified its applica. 
tion for partial subscribership and was admitted to partial subscribership for all 
classes except the dwelling classes enumerated above and apartment house 
classes 031 and 033 and stores and dwelling classes 032, 041, and 002. 

NYFIRO with the approval of the governing committee has requested a hea 
concerning the application by Allstate Insurance Co. for the 15-percent rate ge. 
viation for the classes to which they have subscribed. 





New York Fire INSuRANCE RATING ORGANIZATION, 
New York, N.Y., July 16, 1958, 
To Member and Subscriber Companies: 
In connection with the special membership meeting to be held on July 
1958, in the board room, 85 John Street, New York City, we call your attention 
to the following bylaws of this organization : 


Bylaw 2. Special meetings 


Sec. 3. Agenda: No business shall be transacted or considered at sueh 
special meetings other than as specifically set forth in the notice thereof, 


Bylaw 8. Quorum, attendance, at meetings 


Sec. 1. Quorum: Fifty members of the rating organization shall constitute 
a quorum for the transaction of business at all regular and special meetings, 

Sec. 2. Attendance by subscribers: Subscribers may attend meetings and 
be heard, but shall not be entitled to vote 


Bylaw 4. Voting at meetings 
Sec. 1. One vote per member: Each member shall be entitled to one vote 


through its designated representative. 
Sec. 2. No voting by proxy: Voting by proxy shall not be permitted. 


K. O. Smira, 


This is a special meeting of NYFIRO, called in accordance with its bylaws. 

As chairman of the governing committee, I asked management and counsel to 
prepare a short memorandum of report to the governing committee setting forth 
the issues that are to be presented to you today. 

Counsel and management are present and will be able to discuss and answer 
any questions that may be presented from the floor on the subject matters re 
viewed in the memorandum. 


REPORT TO THE GOVERNING COMMITTEE RE ALLSTATE INSURANCE Co. AND Norta 
AMERICAN COMPANIES 


The following is a report of information as to the history of the matters 
which make up the agenda of this special meeting of the New York Fire Insurance 
Rating Organization. 


IN THE MATTER OF ALLSTATE INSURANCE CO. 


In its independent rate filing for the dwelling classes, the Allstate Insurance 
Co. had been granted a reduction of 20 percent from the term rates of this 
organization by Superintendent of Insurance Alfred J. Bohlinger. This had 
been done without a hearing. 

This rating organization requested a hearing in the matter, and the request of 
this organization for a hearing was denied by Superintendent of Insurance 
Bohlinger. 

On the appointment of Superintendent of Insurance Leffert Holz, this or- 
ganization renewed its request for a hearing and Mr. Holz decided to hold a 
hearing on his own initiative. 

Superintendent of Insurance Leffert Holz rendered his decision, in which he 
sustained in part the position of this organization that the Allstate rates had 
been inadequate and directed an adjustment upward of such rates in the dwell- 
ing house classes from a level of 20 percent to a level of 15 percent below the 
term rates of this organization. 
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The Allstate Insurance Co. contended that it was aggrieved with the deci- 
sion of the insurance department and initiated a proceeding in the Supreme 
Court, New York County, for a judicial review of the departmental decision. 

This rating organization also brought a proceeding for judicial review of the 
Holz decision. 

These proceedings are now set for argument at the October term of the appel- 
late division. 

The governing conmittee of this organization on June 25, 1958, voted to pro- 
ceed with this judicial review, after receiving a report from its special subcom- 
mittee on this subject matter. 

There are a number of basic issues involved in this judicial review. Among 
them are those embraced in the contentions of this organization, as follows: 

(a) That the insurance law of this State in the regulation of rates requires 
consideration to actual experience in the classes of risks under review; that 
the rate filings by Allstate were not based upon any actual experience by Allstate 
in the fire insurance business, and were therefore in violation of the insurance 


law. 

(b) That the rate filings of Allstate were unreasonable, inadequate and 
unfairly discriminatory, and were, therefore, in violation of the insurance law. 

(ce) That the rate filings of Allstate were not based upon the experience 
of the fire insurance business as a whole during the period of not less than 
5 years next preceding the review, as required by the insurance law. 

(d) That the rates set forth in the Alistate filings were approved by the 
insurance department on the basis of an alleged expense experience of Allstate 
in the automobile insurance business; that the elements of expense in the fire 
insurance field are not properly related to elements of expense in the automobile 
insurance field; and that it is improper to approve filings upon experience in 
a kind of insurance different from the kind to which the filings belong. 

(e) That the operations of Allstate represent in part subsidization by a 
parent company. 

(f) That Allstate at the time of filing reduced rates could not demonstrate 
its ability to transact a fire insurance business on any basis of expense ratio 
lower than that of the members and subscribers of NYFIRO. 

(g) That the Allstate filing and the departmental decision were based prima- 
rily upon the assertion made by Allstate that the commissions paid by it to its 
agents are approximately 10 percent lower than the commissions paid by the 
stock companies generally to their agents, and that therefore Allstate claims it is 
entitled to write policies at a rate approximately 20 percent lower than the rate 
approved for stock companies in general, and that the fallacy of this premise is 
that both Allstate and the insurance department were acting upon comparisons 
of elements that are unlike. 

It is the contention of NYFIRO that it is improper to compare the 15 percent 
so-called commission to Allstate agents with a higher commission paid by stock 
companies to their agents, when testimony indicates that 17 percent out of the 
total commission to stock company agents represents essential services which are 
not performed by the Allstate agent. In the Allstate situation, these necessary 
functions are performed by Allstate but the cost is not charged to commissions, 

It is the contention of NYFIRO that the commissions paid to Allstate agents, 
when properly weighted by adding the necessary cost of the services not per- 
formed by the Allstate agents but performed by the stock company agents in 
general, would bring the cost of the Allstate agency system to a point comparable 
to that expended by the stock companies in general. It is the contention of 
NYFIRO further that it is an error to base a differential in rates upon a dif- 
ferential in alleged commissions, when the commission rates between stock com- 
panies in general and Allstate are based on entirely different services performed, 
and when it is clear that the services which are not performed by the Allstate 
agents must be transacted by the company at an additional cost. 

As to NYFIRO’s contention that Allstate is subsidized in part by a parent 
company, NYFIRO concedes that a parent company may make any rental ar- 
rangement it desires for the space occupied by its wholly owned subsidiary. 
However, this is subject to modification when regulatory bodies are considering 
a filing for a reduction of insurance rates by the wholly owned subsidiary. 
NYFIRO contends that as a matter of law, in a proceeding where the issue is 
whether rates of a publicly regulated company are just and adequate, the 
reasonableness of the price which that company pays for the services which 
enter into the cost of its product is an appropriate subject for investigation, 
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and that any relationship between the subsidiary company and a parent corpora. 
tion which tends to prevent arm’s length dealing has an important bearing op 
the reasonableness of the selling rate to be charged by or authorized to the sup. 
sidiary company. 

This issue was fully presented to the insurance department in these hearings 
but the department failed to rule in this issue. 

It is further the contention of this rating organization that the insurance 
department did not rule upon other important issues, which include the fo}. 
lowing : 

(1) Whether the Allstate Insurance Co. in issuing an annual policy can prop. 
perly charge a rate which is a discount from the stock company 3-year or 5-year 
term rate, rather than from the stock company annual rate. 

(2) Whether Allstate can legally use the city and town grading system, rate 
cards and rates and other property of NYFIRO, without authority and consent, 
and without payment therefor. 

Recently, the Allstrate Insurance Co. filed an application with this Organiza. 
tion to become a partial subscriber for all classes except the dwelling clasgeg 
009, 019, 029, and seasonal dwellings in class 011, apartment house classes 081 
and 033, and store and dwelling classes 032, 041 and 002, which application wag 
accepted. It has now filed with the insurance department of this State an appli- 
cation for deviation downward of 15 percent in classes for which it became g 
partial subscriber of this organization. 

The Rating Organization has requested a hearing with respect to this applica- 
tion for deviation so that it may maintain the same position taken with respect 
to the hearings on the dwelling house classes. 

It is not the contention of this organization that rates must be uniform, but 
it is the contention of this organization that members and subscribers of this 
organization filing applications for deviation, or independent companies making 
independent filings, must conform to the standards of the insurance law. Other. 
wise, the reasonable competition provided for the statutory amendments of 1948 
would give way to unregulated competition. 


IN THE MATTER OF THE NORTH AMERICA COMPANIES 


On or about December 3, 1953, the North America companies made an inde 
pedent filing with the New York insurance department for the dwelling classes, 
effective March 1, 1954, at rates substantially the same as the rates promulgated 
by the rating organization; and on or about April 2, May 4, and May 18, 1954, 
the North America companies made various rate filings in the dwelling classes, 
which filings reflected rates substantially below the rating organization rates 
then in effect. 

The insurance department of this State decided that the North America com- 
panies had a right to convert their complete subscribership to partial subscriber- 
ship to this organization. This issue was made the subject matter of a judicial 
review by this organization, and under date of April, 1955 the Court of Appeals 
of this State affirmed the position of the New York insurance department (Cullen 
v. Bohlinger). 

Subsequent to the decision of the court of appeals, this organization made a re- 
quest to the superintendent of insurance for a hearing with respect to whether 
the filings of the North America companies do meet the standards and require- 
ments of the insurance law of this State. 

Under date of March 11, 1956, the superintendent of insurance of this State 
directed that a hearing be held with respect to the adequacy of the rates filed by 
the North America companies in the dwelling classes. Under date of September 
4, 1957, the insurance department of this State issued its opinion and decision 
in the matter, and held that the rates under review were within the standard 
of adequacy as provided for in the insurance law of this State. 

During the course of the hearings, additional appearances were made by 
brokers’ and agents’ associations, and the following associations intervened in the 
proceedings: New York State Association of Insurance Agents; Greater New 
York Insurance Brokers, Inc.; National Association of Casualty and Surety 
Agents, and Brokers Association Joint Council. The New York State Association 
of Insurance Agents and the Greater New York Insurance Brokers, Inc., intro- 
duced testimony at the hearings. 

Petitions for judicial review have been filed separately by the New York State 
Association of Insurance Agents and the Greater New York Insurance Brokers, 
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Inc., and, with the approval of your governing committee by this rating organiza- 
tion on January 4, 1958. These petitions for judicial review also have been re- 
ferred for argument to the Appellate Division of the Supreme Court, and are 
now scheduled for argument at the October term of that court. 

There are a number of basic issues involved in this judicial review. Among 
them are those embraced in the contentions of this Organization as follows: ; 

That the filings as made do not conform to the requirements of the rating 
laws of the State of New York. 

(a) In that they do not take into consideration the experience of the fire in- 
surance business as a whole for a period of 5 years next preceding the date of 
a, in that the alleged total of expenses as projected was not properly 
oe that there has been no showing of any expense factor applicable to the 
dwelling house classes only. 

(d) In that the rate filings of the North America companies are unreasonable, 
inadequate and unfairly discriminatory. 

In the departmental decision dated September 4, 1957, the insurance depart- 
ment has held that, in considering a rate filing made independently, it gives con- 
sideration to the loss experience of the fire insurance industry as a whole for a 
period of 5 years, and to the expense experience of the filing company only, dis- 
regarding the expense experience of the industry as a whole. 

It is the contention of NYFIRO that under the insurance law, the require- 
ment that consideration shall be given to the experience of the fire insurance busi- 
ness means the entire experience, including both loss and expense experience, 
and that the insurance department is in error in limiting the word experience 
to loss experience only. 

The second basic contention referred to is to the effect that the total of ex- 
penses was not properly weighted. Briefly, NYFIRO contends that the North 
America companies have their own counters in the city of New York and trans- 
act their business solely through brokers, while stock companies in general trans- 
act business in New York City through agents; that these North America brokers 
do not write or service the insurance policies as local agents do; that, while 
the North America companies are paying a lower commission to brokers than is 
payable generally to agents in New York City, the North America companies 
incur some of the differential by performing the obligation itself of issuing the 
policies and servicing the business. 

It is the contention of NYFIRO that these elements of expense are added by 
the North America companies to their general and other acquisition expense 
nationwide; that it is inaccurate and incorrect to use these expense ratios na- 
tionwide to portray the expense of transacting business in the State of New 
York, since, when these additional elements of expense are added to a large na- 
tionwide volume of premiums, the ratio of expense becomes lower than if these 
additional elements of expense are added to the New York State business only. 

The third basic contention referred to is to the effect that there has been no 
showing of any expense factor applicable to the dwelling house classes only. 

It was conceded by the North America companies at the hearings that in 
projecting their other acquisition and general expenses they are presenting their 
other acquisition and general expense for all classes of fire insurance business on 
a nationwide basis. 

It is the contention of the rating organization that when an application for 
reduction in rates is made for a particular class, it becomes necessary to submit 
the alleged cost of operating that class and to weight expenses so as to relate 
them to the particular class under review. 

Another basic contention was that the North America companies’ rates are 
unfairly discriminatory in that a higher rate of commission is paid by North 
America companies to their so-called contract agents for, among other things, 
the production of a guaranteed volume of business. 

As indicated in this report, the New York State Agents Association and the 
Greater New York Brokers Association intervened in the proceeding and the 
agents association submitted testimony that the dwelling fire business at the 
average prevailing rate of commission can only be handled at a loss to the in- 
surance agency. 

NYFIRO has had no objection to applications for deviation or independent 
filings as such. It is the statutory obligation of the rating organization, in mak- 
ing its filings, to conform to the standards of the rating law of this State. The 
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rating organization contends that it would be destructive to the insurance bygj. 
ness as a whole, and certainly not in the interest of the general insuring pubjj 
if applications for deviation and independent company filings are approved with. 
out proof of compliance with the statutory standards. If open competition had 
been the intent of Congress, it would have been unnecessary to pass any Federa] 
law making the Sherman Act and other related acts inapplicable to the business 
of insurance to the extent that such business is regulated by State law. 

When an application for a deviation is sound and conforms to the require 
ments of the insurance law, the rating organization has made no objection. How. 
ever, when in the opinion of the governing committee of this organization appli- 
cations for deviation and independent filings do not conform with the require 
ments and standards of the insurance law, this organization has objected ang 
demanded a hearing. NYFIRO considers that it performs its duty when it makeg 
these requests for hearings and pursues the statutory remedies of judicial review 
of decisions of the insurance department which, in the opinion of the governing 
committee, have not been in conformity with the requirements of the insurance 
law of this State. 

NYFIRO sought to express the position of the mutual companies which are 
subscribers of this organization, as well as the stock companies. The insurance 
law of this State provides, among the elements therein stated, that in ratemaking 
consideration shall be given to policyholders’ dividends, savings, or unabsorbed 
premium deposits. This organization expressed the viewpoint at the hearings 
that the department has given no consideration to this provision of law in fixing 
the rates herein described for dwelling classes. 

The decisions of the insurance department on these matters have provided g 
departmental interpretation of the 1948 legislative amendments to the rating law. 
If the decision in the Allstate matter or the decision in the North America matter 
is not satisfactory, the New York insurance law provides a remedy by judicial 
review. Your governing committee has directed that these judicial reviews be 
brought to a conclusion so that the courts may give construction to the various 
sections of the law embraced in the decision, to give the insurance industry a 
final formulation of the rules by which it may be guided in the transaction of 
business. 

Your governing committee has voted to authorize management to— 

(a) Proceed with the judicial review of the North America decision per- 
taining to the independent rate filing for the dwelling classes. 

(b) Proceed with the judicial review of the Allstate decision pertaining 
to the independent rate filing for certain residential classes. 

(c) Proceed with a hearing on the application of Allstate for a deviation 
in all classes for which it has become a subscriber of this organization. 


PROCEEDINGS OF THE SPECIAL MEETING OF THE NEW YORK FIRE INSURANCE RATING 
ORGANIZATION, HELD IN NEW YorK City ON THURSDAY, JULY 24, 1958 


The meeting was called to order at 11 a.m., with R. S. Garvie, chairman of 
the governing committee, presiding. 

Chairman GaRvi£. Gentlemen, it is 11 o’clock, and the meeting will please come 
to order. I have one or two explanations I want to offer before the meeting gets 
underway. All voting at this meeting will be by rollcall. We have the rating 
organization’s record here of membership, and you may vote by company groups. 
If you are certain of the number of members in your group, you may announce 
them. If you are not certain, the secretary will give you the number. 

The voting is confined to the members, and a member must be personally repre 
sented ; and there is no provision for voting by proxy. 

A majority vote on any matter held at this meeeting will prevail. We have 
tried to take a very careful registration of everyone present as they entered the 
room, and, therefore, unless the rolleall is requested, we will dispense with it. 
Hearing no request, the rolleall will be dispensed with. 

Mr. Secretary, is there a quorum present? 

Secretary SmMirH. Yes; there is a quorum, Mr. Chairman. 

Chairman Garvie. The secretary reports a quorum. Fifty members consti- 
tute the quorum of any regular or special meeting of this organization. This is 
a special meeting of the New York Fire Insurance Rating Organization, called 
in accordance with its bylaws. 
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As chairman of the governing committee, I asked management and counsel to 


prepare a short memorandum of report to the governing committee setting forth 


the issues that are to be presented to you today. 

Counsel and management are present and will be able to discuss and answer 
any questions that may be presented from the floor on the subject matters re- 
viewed in the memorandum. The following is a report of information as to the 
history of the matters which make up the agenda of this special meeting of the 
New York Fire Insurance Rating Organization. 


IN THE MATTER OF ALLSTATE INSURANCE CO. 


In its independent rate filing for the dwelling classes, the Allstate Insur- 
ance Co. had been granted a reduction of 20 percent from the term rates of this 
organization by Superintendent of Insurance Alfred J. Bohlinger. This had 
peen done without a hearing. 

This rating organization requested a hearing in the matter, and the request 
of this organization for a hearing was denied by Superintendent of Insurance 
Bohlinger. 

On the appointment of Superintendent of Insurance Leffert Holz, this organi- 
gation renewed its request for a hearing and Mr. Holz decided to hold a hearing 
on his own initiative. 

Superintendent of Insurance Leffert Holz rendered his decision, in which he 
sustained in part the position of this organization that the Allstate rates had 
peen inadequate and directed an adjustment upward of such rates in the dwell- 
ing house classes from a level of 20 percent to a level of 15 percent below the 
term rates of this organization. 

The Allstate Insurance Co. contended that it was aggrieved with the decision 
of the insurance department and initiated a proceeding in the supreme court, 
New York County, for a judicial review of the departmental decision. 

This rating organization also brought a proceeding for judicial review of the 
Holz decision. 

These proceedings are now set for argument at the October term of the 
appellate division. 

The governing committee of this organization on June 25, 1958, voted to pro- 
ceed with this judicial review, after receiving a report from its special subcom- 
mittee on this subject matter. 

There are a number of basic issues involved in this judicial review. Among 
them are those embraced in the contentions of this organization, as follows: 

(a) That the insurance law of this State in the regulation of rates requires 
consideration to actual experience in the classes of risks under review; that 
the rate filings by Allstate were not based upon any actual experience by All- 
state in the fire insurance business, and were therefore in violation of the insur- 
ance law. 

(b) That the rate filings of Allstate were unreasonable, inadequate, and un- 
fairly discriminatory, and were therefore in violation of the insurance law. 

(c) That the rate filings of Allstate were not based upon the experience of 
the fire insurance business as a whole during the period of not less than 5 years 
next preceding the review, as required by the insurance law. 

(d) That the rates set forth in the Allstate filings were approved by the 
insurance department on the basis of an alleged expense experience of Allstate 
in the automobile insurance business; that the elements of expense in the fire 
insurance field are not properly related to elements of expense in the automo- 
bile insurance field; and that it is improper to approve filings upon experience 
in a kind of insurance different from the kind to which the filings belong. 

(e) That the operations of Allstate represent in part subsidization by a 
parent company. 

(f) That Allstate at the time of filing reduced rates could not demonstrate 
its ability to transact a fire insurance business on any basis of expense ratio 
lower than that of the members and subscribers of NYFIRO. 

(9g) That the Allstate filings and the departmental decision were based pri- 
marily upon the assertion made by Allstate that the commissions paid-by it to 
its agents are approximately 10 points lower than the commissions paid by 
the stock companies generally to their agents, and that therefore Allstate claims 
it is entitled to write policies at a rate approximately 20 percent lower than the 
rate approved for stock companies in general, and that the fallacy of this 
premise is that both Allstate and the insurance department were acting upon 
comparisons of elements that are unlike. 
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It is the contention of NYFIRO that it is improper to compare the 15 percent 
so-called commission to Allstate agents with a higher commission paid by 
stock companies to their agents, when testimony indicates that 17 points oyt 
of the total commission to stock company agents represents essential services 
which are not performed by the Allstate agent. In the Allstate situation, thege 
necessary functions are performed by Allstate but the cost is not charged to 
commissions. \ 

It is the contention of NYFIRO that the commissions paid to Allstate agents, 
when properly weighted by adding the necessary cost of the services not per. 
formed by the Allstate agents but performed by the stock company agents in 
general, would bring the cost of the Allstate agency system to a point compara. 
ble to that expended by the stock companies in general. It is the contention 
of NYFIRO further that it is an error to base a differential in rates upon q 
differential in alleged commissions, when the commission rates between stock 
comp%nies in general and Allstate are based on entirely different services per- 
formed, and when it is clear that the services which are not performed by the 
Allstate agents must be transacted by the company at an additional cost. 

As to NYFIRO’s contention that Allstate is subsidized in part by a parent 
company, NYFIRO concedes that a parent company may make any rental ar- 
rangement it desires for the space occupied by its wholly owned subsidiary, 
However, this is subject to modification when regulatory bodies are considering 
a filing for a reduction of insurance rates by the wholly owned subsidiary. 
NYFIRO contends that as a matter of law, in a proceeding where the issue is 
whether rates of a publicly regulated company are just and adequate, the rea- 
sonableness of the price which that company pays for the services which enter 
into the cost of its product is an appropriate subject for investigation, and that 
any relationship between the subsidiary company and a parent corporation 
which tends to prevent arm’s-length dealing has an important bearing on the 
reasonableness of the selling rate to be charged by or authorized to the sub- 
sidiary company. 

This issue was fully presented to the insurance department in these hearings, 
but the department failed to rule in this issue. 

It is further the contention of this rating organization that the insurance 
department did not rule upon other important issues, which includes the fol- 
lowing: 

(1) Whether the Allstate Insurance Co. in issuing an annual policy can 
properly charge a rate which is a discount from the stock company 3-year or 
5-year term rate, rather than from the stock company annual rate. 

(2) Whether Allstate can legally use the city and town grading system, rate 
ecards and rates and other property of NYFIRO, without authority and consent, 
and without payment therefor. 

Recently, the Allstate Insurance Co. filed an application with this organiza- 
tion to become a partial subscriber for all classes except the dwelling classes 
009, 019, 029 and seasonal dwellings in class 011, apartment house classes 031 
and 033 and store and dwelling classes 032, 041 and 002, which application was 
accepted. It has now filed with the insurance department of this State an 
application for deviation downward of 15 percent in classes for which it became 
a partial subscriber of this organization. 

The rating organization has requested a hearing with respect to this applica- 
tion for deviation so that it may maintain the same position taken with respect 
to the hearings on the dwelling house classes. 

It is not the contention of this organization that rates must be uniform, but 
it is the contention of this organization that members and subscribers of this 
organization filing applications for deviation, or independent companies making 
independent filings, must conform to the standards of the insurance law. Other- 
wise, the reasonable competition provided for by the statutory amendments of 
1948 would give way to unregulated competition. 


IN THE MATTER OF THE NORTH AMERICA COMPANIES 


On or about December 3, 1953, the North America companies made an in- 
dependent filing with the New York Insurance Department for the dwelling 
classes, effective March 1, 1954, at rates substantially the same as the rates 
promulgated by the rating organization; and on or about April 2, May 4, and 
May 18, 1954, the North America companies made various rate filings in the 
dwelling classes, which filings reflected rates substantially below the rating 
organization rates then in effect. 
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The insurance department of this State decided that the North America com- 
ies had a right to convert their complete subscribership to partial subscriber- 
ship to this organization. This issue was made the subject matter of a judicial 
review by this organization, and under date of April 1955 the court of appeals 
of this State affirmed the position of the New York Insurance Department 
(Cullen v. Bohlinger). any 

Subsequent to the decision of the court of appeals, this organization made a 
request to the superintendent of insurance for a hearing with respect to whether 
the filings of the North America companies do meet the standards and require 
ments of the insurance law of this State. 

Under date of March 11, 1956, the superintendent of insurance of this State 
directed that a hearing be held with respect to the adequacy of the rates filed 
by the North America companies in the dwelling classes. Under date of Sep 
tember 4, 1957, the insurance department of this State issued its opinion and 
decision in the matter, and held that the rates under review were within the 
standard of adequacy as provided for in the insurance law of this State. 

During the course of the hearings, additional appearances were made by 
prokers’ and agents’ associations, and the following associations intervened in 
the proceedings: New York State Association of Insurance Agents; Greater New 
York Insurance Brokers, Inc.; National Association of Casualty and Surety 
Agents, and Brokers Association Joint Council. The New York State Associa- 
tion of Insurance Agents and the Greater New York Insurance Brokers, Inc., 
introduced testimony at the hearings. 

Petitions for judicial review have been filed separately by the New York 
State Association of Insurance Agents and the Greater New York Insurance 
Brokers, Inc., and, with the approval of your governing committee by this rating 
organization on January 4, 1958. These petitions for judicial review also have 
been referred for argument to the appellate division of the supreme court, and 
are now scheduled for argument at the October term of that court. 

There are a number of basic issues involved in this judicial review. Among 
them are those embraced in the contentions of this organization as follows: 

That the filings as made do not conform to the requirements of the rating 
laws of the State of New York. 

(a) In that they do not take into consideration the experience of the fire 
insurance business as a whole for a period of 5 years next preceding the date 
of review. 

(b) In that the alleged total of expenses as projected was not properly 
weighted. 

(c) In that there has been no showing of any expense factor applicable to 
the dwelling house classes only. 

(d) In that the rate filings of the north America companies are unreasonable, 
inadequate and unfairly discriminatory. 

In the departmental decision dated September 4, 1957, the insurance depart- 
ment has held that, in considering a rate filing made independently, it gives 
consideration to the loss experience of the fire insurance industry as a whole 
for a period of 5 years, and to the expense experience of the filing company 
only, disregarding the expense experience of the industry as a whole. 

It is the contention of NYFIRO that under the insurance law, the require- 
ment that consideration shall be given to the experience of the fire insurance 
business means the entire experience, including both loss and expense experience, 
and that the insurance department is in error in limiting the word experience 
to loss experience only. 

The second basic contention referred to is to the effect that the total of 
expenses was not properly weighted. Briefly, NYFIRO contends that the North 
America companies have their own counters in the city of New York and trans- 
act their business solely through brokers, while stock companies in general 
transact business in New York City through agents; that these North America 
brokers do not write or service the insurance policies as local agents do; that, 
while the North America companies are paying a lower commission to brokers 
than is payable generally to agents in New York City, the North America com- 
panies incur some of the differential by performing the obligation itself of 
issuing the policies and servicing the business. 

It is the contention of NYFIRO that these elements of expenses are added by 
the North America companies to their general and other acquisition expense 
nationwide ; that it is inaccurate and incorrect to use these expense ratios nation- 
wide to portray the expense of transacting business in the State of New York. 
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since, when these additional elements of expense are added to a large nationwide 
volume of premiums, the ratio of expense becomes lower than if these additiona] 
elements of expense are added to the New York State business only. 

The third basic contention referred to is to the effect that there has beep 
no showing of any expense factor applicable to the dwelling house classes only 

It was conceded by the North America companies at the hearings that in 
projecting their other acquisition and general expenses they are presenting 
their other acquisition and general expense for all classes of fire insurance bysgj. 
ness on a nationwide basis. 

It is the contention of the rating organization that when an application for 
reduction in rates is made for a particular class, it becomes necessary to submit 
the alleged cost of operating that class and to weight expenses so as to relate 
them to the particular class under review. 

Another basic contention was that the North America companies’ rates are 
unfairly discriminatory in that a higher rate of commission is paid by North 
America companies to their so-called contract agents for, among other things, 
the production of a guaranteed volume of business. 

As indicated in this report, the New York State Agents Association and the 
Greater New York Brokers Association intervened in the proceeding and the 
Agents Association submitted testimony that the dwelling fire business at the 
average prevailing rate of commission can only be handled at a loss to the 
insurance agency. 

NYFIRO has had no objection to applications for deviation or independent 
filings as such. It is the statutory obligation of the rating organization, jn 
making its filings, to conform to the standards of the rating law of this State. 
The rating organization contends that it would be destructive to the insurance 
business as a whole, and certainly not in the interest of the general insuring 
public, if applications for deviation and independent company filings are ap- 
proved without proof of compliance with the statutory standards. If open 
competition had been the intent of Congress, it would have been unnecessary 
to pass any Federal law making the Sherman Act and other related acts inap- 
plicable to the business of insurance to the extent that such business is regulated 
by State law. 

When an application for a deviation is sound and conforms to the require- 
ments of the insurance law, the rating organization has made no objection, 
However, when in the opinion of the governing committee of this organization 
applications for deviation and independent filings do not conform with the 
requirements and standards of the insurance law, this organization has objected 
and demanded a hearing. NYFIRO considers that it performs its duty when 
it makes these requests for hearings and pursues the statutory remedies of 
judicial review of decisions of the insurance department which, in the opinion 
of the governing committee, have not been in conformity with the requirements 
of the insurance law of this State. 

NYFIRO sought to express the position of the mutual companies which are 
subscribers of this organization, as well as the stock companies. The insurance 
law of this State provides, among the elements therein stated, that in rate 
making consideration shall be given to policyholders’ dividends, savings or un- 
absorbed premium deposits. This organization expressed the viewpoint at the 
hearings that the department has given no consideration to this provision of law 
in fixing the rates herein dscribed for dwelling classes. 

The decisions of the insurance department on these matters have provided a 
departmental interpretation of the 1948 legislative amendments to the rating 
law. If the decision in the Allstate matter or the decision in the North America 
matter is not satisfactory, the New York insurance law provides a remedy by 
judicial review. Your governing committee has directed that these judicial 
reviews be brought to a conclusion, so that the courts may give construction to 
the various sections of the law embraced in the decision, to give the insurance 
industry a final formulation of the rules by which it may be guided in the trans- 
action of business. 

Your governing committee has voted to authorize management to— 

(a) Proceed with the judicial review of the North America decision per: 
taining to the independent rate filing for the dwelling classes. 

(b) Proceed with the judicial review of the Allstate decision pertaining 
to the independent rate filing for certain residential classes. 

(c) Proceed with a hearing on the application of Allstate for a deviation 
in all classes for which it has become a subscriber of this organization. 

Chairman Garvie. The matter is now before you. 
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Mr. Kee.er. Mr. Chairman, I would like to make a motion that this body 
approve the action of our governing committee and one, proceed with your 
judicial review of the North America decision pertaining to the independent rate 
filing for the dwelling classes and, two, proceed with the judicial review of the 
Allstate decision pertaining to the independent rate filing of certain residential 
classes, and, three, proceed with the hearing on the application of Allstate for 
deviation in all classes for which it has become a subscriber of this organization. 

Mr. Mays. I would like to second that motion. 

Chairman Garvie. You have heard the motion which has been seconded. The 
matter will be before you for discussion. First, I would like to presume to call 
on Mr. Barry, who has been chairman of the special committee appointed under 
the bylaws of the New York Fire Insurance Rating Organization to deal with 
these particular matters. 

Mr. Barry. The matters relating to independent filings for dwelling classes 
by Allstate Insurance Co. and the Insurance Co. of North America referred to in 
the notice of this special meeting were originally referred to a special subcom- 
mittee of which I was appointed chairman. All action taken with respect to 
those matters was upon the recommendation of that subcommittee, and was 
taken because it was demonstrated to be in the interests of the members and 
subscribers of this organization and the preservation of a system of rating that 
has been proved to be in the best interests of the insuring public. ‘So far as fire 
insurance rates are concerned, that system cannot continue to exist in its pres- 
ent form if the rules newly adopted for rate filings are to prevail. 

If you go back into the history of the law, it was enacted under the protest 
of the mutuals, who said if they didn’t have the protection in the law, that the 
stock companies would gang up on them and force them out of business. As 
chairman of a special committee, I represent everybody in this organization. 
There are 68 mutuals, and I feel it my duty in conscience to represent their 
interests. 

If we abandon these appeals, those new rules will prevail by default. The 
only way in which we can be on sure ground in whatever direction we must 
move, is by having the courts determine once and for all what the rules are to 
be. That is why these appeals must be continued. 

The recent decision of the New York appellate division in the automobile rate 
ease is a clear indication that the courts are giving serious consideration to in- 
surance rating questions and the rules which have to be followed in the making 
of rates. We want the same clarification in connection with fire rates on the 
questions involved in these cases and, unless that clarification comes from the 
courts, we are only postponing the showdown. 

I cannot attempt to list all of the questions on which we need answers. I 
will list the most important, and ask you to agree that we must continue with 
these appeals in order to get the answers. 

Basically, all of the questions arise out of the meaning of reasonable competi- 
tion which is the only kind of competition contemplated by the rating law and 
protected by it. The point I make is that in the Allstate and North America 
decision no attention is paid to the rights of the mutuals who have to have rates 
on which they can compete. 

First, as to the Allstate filing, the following questions arise: 

1. Has a so-called independent filer greater rights under the law than com- 
panies filing through rating organizations? 

2. Is it permissible for the superintendent of insurance to allow Allstate to 
advertise a 5-year term policy intimating that it contains all the advantages 
of such contracts, and then allow them to take an annual rate, multiply it by 
five, collect a premium for the first year on the basis of one-fifth of that amount, 
and yet have a provision in the contract that the rate prevailing on each anni- 
versary date shall be the one to be used for the ensuing year? In other words, 
the department has allowed them to issue five annual contracts and instead 
of the reduction in rate being 15 percent, which was approved, it is in fact 32 
percent. 

3. To what extent is the superintendent allowed to permit the judgment of 
the independent filer to replace the general experience of the business, par- 
ticularly in a case such as Allstate which had never been in the dwelling business 
before? The basis on which Allstate predicated its claim to be able to operate 
more cheaply than other companies and to have a better selection of risks, was 
their statement that they had demonstrated this ability in the automobile lia- 
bility insurance field. The record shows that they received a 1214-percent 
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increase in rate last year, and their record for 1957 shows that they operateg 
in this class at a substantial loss, so that the premise on which they acted and 
which was accepted by the department has proved to be erroneous. 

4. Is the superintendent allowed under the law to accept the expense @ 
rience of a single company (the filing company) as a basis for fire ratemaking? 
Or is the decision of the court of appeals in the Importers and Exporters Case 
to prevail? On the basis of that decision rates cannot be made on the experienee 
of a single company. 

5. Does not section 183(2) of the New York insurance law require that ip 
making fire-insurance rates, the expense provisions of the fire insurance business 
be taken into consideration, particularly in view of paragraph (3) of the same 
section which provides that the systems of expense provisions for use by any 
casualty or surety insurer may differ from those of another insurer? Does not 
the deliberate omission of a fire insurer from this permission exclude them from 
the provisions? 

6. What is the position of an independent filer with regard to those sections 
of the law which provide in effect that rates must .eave room for mutual com. 
petition? (If our members and subscribers are bound by it so long as they use 
our rates, and independent filers are not, how are we going to get on an equal 
basis of competition with the independents and still remain members or subserip- 
ers of the rating organization?) 

Second, as to North America: 

1. We have the same questions as to rights of mutuals, the greater rights of 
independent filers, and the making of rates on the basis of the experience of 
single company. 

2. Are we bound by the decision of the superintendent that a company may 
pass along to the assured any reduction in expense from whatever source? 

3. Is it reasonable competition to permit an independent filing of a lower 
rate based upon a lower acquisition cost and insert a provision whereby an agent 
producing large volume will go back to the higher rate? Is not this an inducement 
to an agent to favor the filing company at the expense of the other companies in 
his agency? 

4. Are we to accept a decision which states in effect that rates are to vary 
on the basis of commissions allowed to agents? If you consider that a reduction 
of expense, that opens the field. If one can do it, any company can do it. I ean 
go back to my office and submit a filing which says that the average commission 
as determined by the department is 25 percent. If an agent wants to take 
anything less than 25 percent, whatever difference he is willing to take I can 
pass on to the assured. 

This is what the North America and Allstate decisions mean, because (1) 
no one can predict burning cost. (You can go out and select a thousand risks, 
all brick apartment houses, and you can’t guarantee you will make a profit on 
the class. No underwriter ever lived that can get a bunch of businesses together 
and say that will produce a profit. He doesn’t know what is going to happen.) 
(2) Administrative expense has been shown to be about the same for all. (In 
these areas, in the Allstate and North America matter, the administrative 
expenses of the average of the stock companies and that of the North America 
and Allstate are about the same. As a matter of fact, the Allstate case is a little 
bit higher, and that is understandable because in there is an awful wad for 
advertising.) (3) Taxes have got to be standard, one company can’t be taxed 
different than another company; and (4) the rate of profit must be uniform in 
all filings, because any other course would stifle competition by smaller com- 
panies, just as General Motors could put all other automobile manufacturers 
out of business if it limited its profit to $25 a car. This leaves commissions as 
the only element in the rate which is readily open to competition. 

5. Are we to allow to go unchallenged a decision which brands the bureau 
rates as unreasonable? As shown above, commissions are the only item open 
to competition. If the lower rates filed by Allstate and North America based 
upon lower commissions are reasonable, then there is an implication that any 
higher rate must be unreasonable, particularly when charged by a company 
which has a lower expense ratio than North America. 

We brought out at the North America hearing that there were 47 other com- 
panies that had a lower expense rate. The question was whether the depart- 
ment should order those 47 insurance companies to reduce their rate. Mr. Hols 
wouldn’t pass on that question and didn’t pass on that question. 
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It should be clearly understood that our purpose here is to clarify the situa- 
tion. We are not taking a position against any company, but neither are we 
going to be intimidated into abandoning a proper course which we have under- 
taken. The rating organization here in New York was doing business long 
pefore SEUA; it has years of experience behind it; thanks to the millions of 
dollars paid by its members and subscribers, it has built up a ratemaking sys- 
tem that is all the time working to produce rates that are adequate and reason- 
able and not excessive or unfairly discriminatory. Its record in that respect 
cannot be successfully attacked. By failure to proceed with these appeals, we 
would be throwing all this away, and returning to the unbridled competition that 
eaused in the first place the conditions making a rating organization necessary. 

A rating organization is a privilege given us by the State, not aright. If we 
Jose it, there will be real free and open competition. 

These deviations and independent filings have reached a point where we need 
to examine the situation very carefully and see where we are going. We have 
been told that complete freedom to make independent filings and to file devia- 
tions must be allowed in order to preserve free and open competition, but this 
is open to question. 

The regulation of insurance has been left to the several States, and it has re- 
cently been established by the Supreme Court of the United States that where 
a State has regulated the business, the Federal Government may not interfere. 
Many States have limited free and open competition because they have realized 
that some restrictions are essential. For example, we have the workmen’s 
compensation rating law in California, the State rating bureau in Texas, the 
North Carolina law which required that all companies belong to the one rating 
pureau, and the District of Columbia law to the same effect, which was enacted 
by the U.S. Congress. 

Only last week Louisiana enacted a law which requires every insurer licensed 
in the State to belong to the Louisiana Rating and Fire Prevention Bureau, and 
also provides that mutuals are to be represented on the board of directors of 
the bureau in proportion to their premiums in the State. In those jurisdictions 
there is no provision for independent filings—but those laws are not in viola- 
tion of Public Law 15 or unconstitutional. Those laws provide for deviations, 
but deviating companies are subject to all the laws that affect rating organiza- 
tions. They are not in a special, unrestricted class. 

Time will not allow a detailed examination of all the independent and devia- 
tion filings, but one thing is sure: unless some rule of reason is adopted, there 
will be more independent filers than bureau filers. That will inevitably be fol- 
lowed by the collapse of rating organizations, because there is no obligation on 
the part of companies to continue to finance them. After that there will be 
real free and open competition without anything even resembling a scientific 
basis for rates, and there will be no alternative but for the State to take over, 
and fix one rate applicable to all companies. 

There is no one here who will seriously contend that we could get along with- 
out this organization, but if we allow it to be whittled away, piece, by piece, we 
will find ourselves without it. How many independent filers can we have and 
still maintain this organization and its service to the public? That is a ques- 
tion to which we shall have to find the answer ourselves, but before we do any- 
thing drastic, let us at least get final answers from a court on the other ques- 
tions, and not quit at the administrative level. 

Finally, we must bear in mind in voting upon this matter, that we are voting 
not only upon our own rights, but also on the rights of our subscribers, who have 
no vote on this question. If we quit, they cannot go on, but will find themselves 
foreclosed by our action. As chairman of the special subcommittee, it has been 
necessary at all times to consider equally the rights of members and subscribers, 
and, as I have indicated before, all action was taken with that in mind. The 
record in this respect clearly indicates the motives that influenced our actions. 
Through these proceedings we are seeking judicial determination of all the 
questions involved. This is a normal procedure in a country where there are 
laws. It is the very minimum required of the management of stock insurance 
companies in the interest of protecting the investment of their stockholders. 

We are particularly concerned with the question of whether or not the law 
as laid down by the Court of Appeals in the case of Importers & Exporters In- 
surance Co. v. Rhodes is still the law in this State. The recent decision of the 
appellate division in connection with the superintendent’s action on automobile 


ate 7. considerable emphasis on that case and the court, after referring to 
stated : 
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“The statute” (the rating law) “preserved the concept of cooperative regula. 
tory action by continuing the function of the rating organization, long singe 
recognized as ‘a development of insurance arising out of the difficulties of rate 
making based on the experience of a single company.’ ” 

On this subject the Court of Appeals, in the Importers & Exporters case haq 
stated : 

“Both as a matter of range of experience, and of expense it is impracticable 
for one company to maintain a rating organization. The Merritt legislative 
report * * * says: ‘—the practical result (of the difficulty of the problem of 
rating) is that it is impossible to make rates properly on the basis of a single 
company’s experience. The experience even of the largest companies, is not 
extensive enough to insure the proper working of the law of averages on aj} 
classes * * *,” 

The appellate division, in the automobile rate case, went further and, while 
recognizing the superintendent’s authority to set reasonable standards, pointed 
out: 

“It is clear, however, that if the application of any standard, however reason. 
able in general concept it may seem, will cause an illegal and unreasonable result 
in a particular case, the principle of administrative discretion in the formulation 
of standards does not render that result invulnerable to attack.” 

It said in a few words, the department isn’t going to decide. They are going 
to stick to the law too. 

That is precisely the situation which these appeals are intended to clarify; 
Has the superintendent adopted standards which will cause an illegal ang 
unreasonable result? 

Let us not be lax in protecting our rights to conduct our business legitimately 
and without unreasonable competition. We want to know the rules. The way to 
determine without any doubt just what they are is to have the Court lay them 
down. Therefore, I recommend that we vote to proceed with these appeals, and 
I strongly urge all members to vote accordingly. 

This isn’t in my prepared speech, I would like to read the letter of the Allstate 
Co. in requesting the deviation. It won’t take but a minute. Here is the 
original. This is addressed to the superintendent of insurance. 

“Allstate Insurance Co. has applied to the New York Fire Insurance Rating 
Organization for subscribership, to apply to all classes of risk other than: dwell- 
ings and contents—classes 009, 019, and 029 seasonal dwellings—class 011. 

“For all classes to which such subscribership will pertain we hereby apply 
for a 15 percent downward deviation from all fire and allied lines rates. 

“Our request for deviation is justified on the ground of expense savings. We 
propose to pay the same commission for the additional classes as we do for 
residential business, namely, 15 percent of the premium the first year and 6% 
percent on all additional years on renewals. Applying this formula the com- 
mission on a 3-year policy is 9.3 percent; the commission on a 5-year policy is 
8.2 percent. On renewal all policies are at 61%4 percent, regardless of term.” 

All I want to say in that connection is this. They say themselves that in this 
picture, they are going to pay 15 percent the first year. We are paying brokers 
in the city of New York 20 percent on minimum rate of original, and 15 percent on 
everything else. 

From the standpoint of opposing and asking for a hearing on this deviation, 
IT don’t care about any law being involved. I am talking about the arithmetic. 
T don’t see how the Allstate Co. ever justified a deviation until at least 8 or 5 years 
has passed because they are now into a field that they are going to come in and 
talk about expenses later. Maybe they know about underwriting. Suppose 
Allstate comes in here and comes out with a 70 percent loss rate? That devia- 
tion can’t stand up. 

There is another point I would like to bring out. I am talking for myself, 
not for the organization. I have already brought it up in connection with three 
codes. Deviations are limited to a year, and I would like to present the question 
to the department that they limit any policy deviation to a year. 

No company is entitled to come in here, deviate, write a 25-year policy, and have 
it canceled a vear later, and have the benefit of what they did even by picking 
upagents. That is a legal question. 

On this Allstate deviation, I don’t think there is any law involved. It is a case 
of arithmetic. On their own statement, they will pay 15 percent the first year. 
I will give the department a list as long as my arm on cases on which we and the 
rest are paying 15 percent. There is no basis for deviation there. If we just 





ne ag ree 











on- 
ult 
ion 


’ 


ind 


ely 
r to 
em 
ind 


ate 
the 


ing 
ell- 


ply 


We 
for 
614 
ym- 
is 


his 
ers 


on, 
tic. 
ars 
ind 
ose 
ria- 
elf, 
ion 


ave 
ing 


ase 
“aT. 
the 
ust 


re a 


ig nr 


THE INSURANCE INDUSTRY 3427 


jay off and roll over and die, you won’t have a rating organization very long. 
Thank you. from the time 
. 1 was a member, of course, of that subcommittee 

yon called on Mr. Barry, as chairman of that committee, and I think 
iste nly fair to point out that in speaking, Mr. Barry spoke for himself and his 
— inate, and was not reporting for the subcommittee. Is that a correct 
statement ¢ i ; 

. Certainly. I thought that was made very clear. 
_ a. eee aaeaia it wasn’t. I also want to say a few words. It seems 
to me that motion consists of four — and that we might properly better act 
it if i split into its components. 
re acutand thie, there is the continuation of litigation and also of purely 
uri ing within the department. 
en Gane. There may be some gentlemen in the room who would like 
to speak that I might not know by name. If perchance that should be the case, 
I hope you won’t mind my asking you to identify yourselves. 

Mr. Loueuuin. Mr. Chairman, I want to speak to the first two points, re- 
garding continuation of the so-called legal reviews in the appellate division 
of the Allstate and North America case and also ask your blessing on having 
Mr. W. W. Allen say anything for - = oo matter of the contemplated devi- 

ings on the Allstate recent deviation. 
een with Jack Barry that we are hurt. I agree that we need a heck of 
a lot of legislation that we haven’t been asking for. I can’t see this business of 
asking the courthouse to do what we are not ready to do ourselves. 

We oppose continuation of the current judicial reviews of the decisions of the 
insurance department with respect to the independent filing for dwelling classes 
of the Allstate and North America companies. 

The proposed court reviews have no reasonable prospect of favorable results, 
and at the most with a decision by the court of appeals referring matters back 
to the superintendent of insurance relating to the disputed questions of fact. 

New York and Wisconsin just told us to do that. Harmful results are more 
probable. Such reviews may well draw criticism from the court directed at 
the protracted procedure ill suited to the review of the acts of public adminis- 
trative officials concerning rates charged to the public. 

Certainly such reviews will further aggravate a powerful administrative 
official with whom we are dealing daily. 

Whatever individual views on regulations by the States may be, it seems clear 
to us that continuation of these court proceedings will do no good for any of 
us individually or as an industry in the current Washington situation. 

The notice refers to the judicial reviews. You will have to pardon me for 
saying that they are current only that they are not in default. 

As the previous membership meeting on these dwelling rates was in October 
1954, a brief summary is warranted, as I do not get from the elaborate outline 
first read their real picture on some dates. 

The Insurance Company of North America, a subscriber of this rating organ- 
ization, gave notice in December 1953 of intention to file dwelling rates inde- 
pendent of this organization, thus posing the partial subscriber issue and ques- 
tion of the North America use of rating practice. 

Various things happened. By November 1954, these independent filings were 
part of the picture and approved by Superintendent Bohlinger, the third time he 
passed on them. 

The department hearings excluded the issue of whether the rates met the 
statutory standards. A court review on the issues of partial subscribership in 
rating bureau and bureau claims were sent to the appellate division with 
further unavailing efforts in the court of appeals and the U.S. Supreme Court 
terminating in October 1955. 

Superintendent Holz was thereafter persuaded to call a hearing under his 
own statutory power as to whether the reduced rates met the statutory stand- 
ards. After extensive hearings, he handed down a decision September 4, 1957. 

This proposal for appellate court review of this administrative official deci- 
sion almost a year old and concerning approved rates in effect and used since 
November 1954, is what you have for your consideration. 

Effective in September 1954, Allstate Insurance Co. made an independent 
filing on the dwelling classes substantially 20 percent below the rates of this 
rating organization. Superintendent Bohlinger approved the filing and later 
on in January 1955 ruled out our objections. 
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In March 1955 superintendent Holz authorized and directed on his Own 
initiative a full hearing, which was completed and decision was handed down 
on July 1, 1955. We come down to 3 years later, and we are talking about re. 
viewing that decision of an administrative official, a decision concerning ap 
approved rate filing that will have been in effect and used for more than 4 
years before the contemplated presentation on review to the appellate division 
of the New York courts. The history of these proceedings concerning the 
North America and Allstate dwelling rates stand in strange and startling eop. 
trast to the time schedule on a current problem involving important rates jp 
which most of us have a heavy stake. 

An automobile rate increase filed last October was rejected, refiled, Insuraneg 
Department hearings had, superintendent’s decision all reviewed in the appel. 
late division, and decision handed down in January, a total elapsed time og 
8 months. 

The adverse decision of the superintendent, January 21 of this year was heard 
in the March term this year of the appellate division. 

On one case we see an adverse insurance department decision can be reviewed 
in a matter of months. When competitors’ rates are attacked and contesteg 
by us, we are talking court reviews a year to 3 years after the department's 
adverse decision, and 4 years after the rates went into effect. We don’t think 
that is good. 

Mr. Barry. I would like to answer Mr. Loughin. The delay in the appeals 
was in trying to get this body to decide if they would go ahead with the appeal, 
We couldn’t get that until January of this year. I don’t know what you are 
talkiing about or what bearing it has, whether it is a year later, or 2 years later 
or 3 years later. 

In the automobile case you got your hearing in a hurry because it was a publie 
emergency. What you are advocating is that we be very careful of two things. 
Number one, don’t offend the insurance superintendent because of his great 
power. The insurance superintendent of this State or any other superintendent 
is a public official, and he is in there to do his duty, and I am not going to appease 
him. I am going to ask for what I am entitled to; this is a country of laws, not 
of men, and I will get it. The other thing is as far as a Washington hearing is 
concerned, and I want this on the record. I would like to have a little more 
said about the issues involved because the Washington hearing brings no scare 
to me, and I hope I am called to be a witness to try to give them some outline 
of the mess this business is in today, and it got there because of the interpre 
tations of SEC decisions by a lot of lawyers with whose opinions we don’t agree: 
and the evidence over the last 12 or 14 years show that they didn’t know what 
they were talking about and still don’t. 

Mr. LouGHIN. I am pretty sure I said nothing in here about who is responsible 
for delay or how it came about or anything of the kind. I will say this, if it 
will help anybody, I assume that we are responsible for a fair share of it our- 
selves. I am now talking to the existing situation, whoever caused it, and |] 
guess everybody had a part in it, except the court. 

Chairman Garvie. Senator Kaplan, do you have any comments you would 
like to make at this time as our counsel? 

Senator Kapitan. Mr. Chairman, the chronological order of events which Mr. 
Loughin read is accurate as to dates, and I can add a supplement to what he 
said. When we were in the District of Columbia with a matter which was com- 
parable in its import to the recent automobile situation, we went through the 
eourt of appeals there within a period that may have been shorter than the § 
month period referred to. But this situation, in my opinion, was not like that 
in the District of Columbia, and in the automobile situation. 

The question was one involving rates across the board. Hearings were held, 
and it is a fundamental rule of judicial review that you can’t have a review 
unless you have a hearing and you have a record. 

Here we struggled for 2 years to get a hearing, and I don’t think that we 
can be charged with the responsibility of delay, which was occasioned by the 
fact that in our opinion the superintendent of insurance refused to give this 
organization a hearing. 

Mr. Loughin is correct when he says the final decision of the department was 
rendered in September 1957. That is what we are trying to review. The time to 
file a petition for review of that proceeding expired in January 1958. It is that 
proceeding, basically, which brings up the issues that are involved in both pro- 
ceedings. 
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The Allstate was held until the final conclusion of the department in the North 
America decision so they could be brought up with the basic issues for review at 
the same time, and there has been no delay since the petition was filed in Janu- 

958. 
we due course, these cases may have been marked for argument in June, but 
I think we all know that our appellate courts shut down in June and do not 
open again until October, and that is the only reason they are set for the October 
term in place of being heard at the June term, that they could not be gotten ready 
in time for argument at the June term. 

Necessarily then, we are adjourned over to October. I would like to make 
clear, Mr. Chairman, insofar as your governing committee is concerned and the 
special subcommittee and counsel are concerned, we did everything within our 
right and power to get here, and we were not accorded hearings until Mr. 
Bohlinger went out of office and was succeeeded by Mr. Holz. 

Chairman Garvie. Thank you, Mr. Kaplan. 

Mr. Harsison. The Traveler’s position is the same, I think, as that of the 
Home, and for the reasons expressed by Mr. Loughin. In addition to that, it is 
our feeling that the opposition, when made, should be related to the facts of a 
particular case and rested on the facts of that particular case. 

We don’t believe that that is the situation here. Mr. Barry has recently 
expounded a philosophy, accepted in some States on some lines. That is not 
the philosophy of the State of New York. 

If the State law were as it is in Massachusetts with respect to automobiles, as it 
is in Pennsylvania with respect to compensation, it seems to me that no one 
could argue for the right of an independent, and in instances for the right of 
deviation. 

That is a philosophy adopted into the laws of those States, and it is a dif- 
ferent philosophy than exists in the State of New York. 

We believe great harm may be done to the insurance industry at this time by 
attempting to show that in New York the same philosophy should hold in the 
face of a different law, by trying to prove those elements in the rate structure 
which we think should be acceptable are not acceptable. 

This whole concept stated as the question in this memorandum, stated May 
31, 1957, is this finding which represents an attempt by a subscriber to the 
American Agency System for all classes of business other than dwelling classes 
to reduce rates based upon a single company’s experience and upon an alleged 
difference in the single element of expense, A, legal, under article 8 of the in- 
surance law of this State and, B, sound from an administrative standpoint. 

Now I submit that what Mr. Barry said a few minutes ago in relation to a 
filer making a filing on an acquisition element lower than the filing generaly 
used for acquisition, as indicating that the higher limit is unreasonable is not 
so, and an argument along those lines seems to me to argue that the philosophy 
of the New York law prevents the very thing that the premable permits. 

I say it is wholly destructive to our position, and it is wholly destructive to 
any concept of proper handling in the courts to advance such a philosophy and 
make it the basis of our argument. 

We would like to have this motion put into three parts, because we would like 
to vote for the third part because we believe that it is wholly proper when a 
filing is made to seek a deviation that the filer be required to prove that he is 
entitled to that deviation. 

We think it is wholly proper in an independent filing, if we can get our place, 
to make the filer prove the propriety of the lower rate, but we want to do it 
upon the facts of the case, and we think it is only proper to do it on the facts 
of the case, and that we destroy ourselves in the public mind by seeming to go 
against the philosophy of the rating law to say we are basing it upon the situa- 
tion. It is impossible to have it otherwise in a statute which states the contrary. 

We herefore are very much opposed to going ahead on the present philosophy 
and the present basis in the two appeals. 

We think a later opportunity will certainly be afforded to raise questions 
again with respect to the propriety in the rates filed by those two companies 
or others. 

Mr. Barry. Could I ask Mr. Harbison to clarify what he understands? Do 
you agree with me that the decision provides that if I want to make a filing, as 
I stated before, that in the filing made by this rating organizaion, we show the 
elements of expense, and we brought out in both the Allstate hearing and North 
America hearing—at least the superintendent said from the standpoint of the 
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purpose of the hearing, “You are going to take 25 percent as the average com: 
mission.” Do you agree with me that I can go over there in my office right now 
and file either 10 percent commission for everything or can I go over there ang 
say I will leave it up to the agent and that if he wants to take 10 instead of 15 
percent, he can give the difference to the assured. That is he way Mr. Holz’s de. 
cision reads. I says, “Savings from any source whatsoever.” Can I go in and 
say to the superintendent, “I don’t spend millions of dollars a year for advertis. 
ing. I don’t spend anything except $10,000. They spend so much.” Can I get 
the assured a break because I don’t spend the money for advertising? That jg 
what the decision says, and that is what we want to find out if it is the philogo. 
phy. If it is the philosophy, you can throw this rating organization right out of 
the window. 

As a matter of fact, during the past month or two, you’ve heard from Mr, 
McHugh of the so-called O’Mahoney committee. He has become a very wel] 
versed man in the insurance business. How he acquired the knowledge, I cap 
only guess. 

What did he say? He said that the first thing that this committee was going 
to do down there was to find out why there shouldn’t be competition in everything, 
I just pointed this out in my memorandum. These are all facts we established 
in these hearings. Sure, it took a lot of time and cost money, but we had to 
make a record. You are all lawyers, and you know what a record means, 

We have made a very complete one, we had to get everything in there to get 
a complete record. What does the record show? The record shows that admin- 
istrative expenses for the Allstate and North America are on the average about 
the same as the stock companies. In fact, the Allstate are higher. Taxes, I 
pointed out, must be the same. You can’t come up with a philosophy that a com- 
pany can come in and say that we will write this better and we only want 1 per 
eent profit. That is really unfair competition. If United States Steel could 
do that in the steel business, there would be no steel business. 

As to my reference to General Motors, I didn’t want to put it in the memo. 
randum. The O’Mahoney committee we are going before, has had a hearing 
on the automobile business. They were interested in this stifling of competition. 
Kefauver and Fulbright went on the assumption that General Motors made too 
big a profit. 

The whole hearing blew up overnight when Mr. Curtice of General Motors 
said, “We can get by on $25 a car. If we get by on $25 a car, there will be 
nobody else making automobiles.” 

We can say the same thing about the insurance companies. 

Some companies will say, “We will take 1 percent.” You talk about our 
position in the business, and whether we like it or not, we get our business 
through a system called the American Agency System. Have you got a sub 
stitute for it? 

They were in this case, and they are still in this case, and they can still 
carry on the appeal in this case, and they want to know whether Mr. Holz’ 
decision means that there is going to be competition in the rate you pay the 
agent. 

In the Importers & Exporters case they say you can’t regulate commis- 
sions through the rate filing. That is the court of appeals decision. 

I think this is dangerous ground; and I don’t see anything to be gained by 
ducking our heads in the sand. When will we get the opportunity again? When 
we get through, this record is moot. It is no longer worth a damn is what it 
means, and I don’t want to throw away that record, and I think that is why 
we should go ahead and let the courts pass on it. 

After the court has laid down the rules, it may be we will all have to sit down 
and talk about what I think we have to come to. This is only my own opinion, 

We are going to come to State aid for everybody belonging to the same bureau. 
If you want to remember, the national board has given the option in Louisiana 
of taking State rates, and we got out of the business of everybody belonging to 
the bureau. 

In the District of Columbia, it was passed before the Senate and the House. 

We want to go before the O’Mahoney committee and say what is wrong 
with thislaw. There is no basis for independent filing. 

When anyone thinks about the question of competition, why don’t the com- 
panies take up the question of the constitutionality of the Workmen’s Compen- 
sation Act in California? 

We have 10 opinions that it is as constitutional as can be. 
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What you have left with you to decide really and sincerely is whether to 
open the gates to wrecking this organization. . 

I don’t think every company is going to stand by and have Allstate with their 
stuff and other companies with their stuff go on. We talk about North America 
and this filing. North America happened to be the one that was in issue. 
We can have a lot of others. : 

We have also got a situation today, which I am going after if we don’t go 
through on. The mutuals don’t want to come into this picture. 

I have invited them in. I have asked them to come in and file a brief about 
their rights under that rating law. They are running away from it; I don’t 
know why. Some of them want to come in and others don’t want to. What is 
the department doing? I will give you a word. They are allowing mutual com- 
panies to file deviations anticipating a dividend in advance. 

That is not in the interests of the public because the important feature is that 
the mutuals are supposed to have a cushion, a little edge over that, and this 
would allow them to raise or lower the dividend according to underwriting 
results. If the mutuals have to go to a net rate, we are going to have a real 
mess on our hands, and something will have to be done to straighten it out. 
What will it be? 

You will have to get somebody completely impartial to make rates. It will 
have to be somebody that has no interest in any particular group and that body 
ean only be the State. I believe sincerely, as I never believed before in my 
life, that we should go through and get these questions resolved once and for all. 

In this automobile case that you refer to, what is the import of that decision? 
That decision says that the superintendent of insurance—and it was only re- 
peating what was said 13 or 14 years ago in the District of Columbia by Judge 
Holtzoff—any administrative official that has the power of regulating the price 
of anything, when you come up and say, “This is going to be my price,” he has 
got to prove you wrong, and you don’t have to prove yourself right. 

He has not only got to prove you right, but he has to give you the details 
of how he arrived at the decision, and make available all the authorities and 
data and statistics. 

With reference to Mr. Holz’ decision in the Allstate and North America 
matter, let us lay it on the line. Mr. Holz made a statement at one of the 
hearings that he knew nothing about accounting. He never wanted to know 
anything about accounting, and he hoped to never hear about accounting, and 
yet the whole question involved here was accounting. 

Supposing, as Pat (Mr. Loughin) says, the best we can get is for them to send 
it back to the superintendent. That will suit me fine. Let us send it back and 
let us keep the superintendents where they belong, as public officials, with just 
as much obligation to live up to the law as we do. They have to live up to the 
obligations of the law to protect the policy. 

Mr. Harsison. I thought Jack (Mr. Barry) was going to ask a question. I 
certainly didn’t want to be put in the position of opposing the American agency 
system. There was an overtone of disbelief in the American agency system if 
you oppose these motions. Nothing could be further from the fact. We are 
completely in favor of it as Jack is. Secondly, this concept of a different philos- 
ophy governing, I tried to make clear that I think that California’s compensa- 
tion law is perfectly valid and perfectly constitutional, and I suppose everybody 
here knows that they read a rate deviation backward by having dividends. 

Under the law in California, companies pay dividends, policy dividends on 
their policies, and it has become a very great competitive weapon in California 
in workmen’s compensation. 

The thing that I want to emphasize again is that I think this case will do us 
a great deal more harm than good. I want to emphasize again that we would 
very much like to be able to vote for going through with the hearings to estab- 
lish the facts on this recent deviation request by Allstate because we think it is 
important to relate it to the facts of the particular case, and get those facts 
established. If they don’t seem satisfactory to us, go up on the basis of what- 
ever the superintendent says, but so we can get into the court and get the benefit 
of the recent decision which Jack referred to in the automobile case, in terms 
of specifics. 

I think this case is so clouded over with concepts which are contrary to the 
basic meaning of the New York law, that we are going to lose it, and we may 


find that in losing it, we lose the opportunity of winning where we should be 
able to win on the facts. 
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I think it is a great mistake to go up on such a philosophy, on such a basis 
because I don’t want to lose the better opportunity which will exist to win ou 
a factual showing that such a difference does not exist. 

Chairman Garvie. Thank you. 

Mr. RueEw. I, first of all, would like to say that I agree with Mr. Polley that 
this should be split up. There should be one motion as to the litigation ang 
another as to hearing. I also would like to say that I fully adopt Mr. Loughin’s 
and Mr. Harbison’s views as to judicial review. I would also like to state that 
the doubts of our group as to the advisability of this litigation have been ey. 
pressed on many occasions, and we feel it will be sufficient to point out that jy 
our opinion this litigation has not resulted favorably for the rating bureay: 
and in the opinion of our counsel we have little, if any, chance of being success, 
ful, if we continue with it. 

We believe that there are many companies that have the same feelings that we 
do in this matter, and we wish to request that a decision be taken by the member. 
ship to the effect that NYFIRO abandon further prosecution of this litigation, 
We would like to, as I say, split this motion in two parts, one dealing with 
litigation, and the other dealing with a review. 

Mr. ALLEN. Referring to Mr. Rhew’s point, we are talking about pursuit of 
appeals as approved in the June meeting of the governing committee. It was 
taken up on recommendation of the special subcommittee. There was a split 
vote in the special subcommittee, and there was also the same type vote in the 
governing committee. 

To get to the hearing with regard to the Allstate deviation, at that time, the 
proposed deviation which had not occurred as yet, it was the unanimous recom. 
mendation as I recall it from the subcommittee to the governing committee, that 
that action be taken. Therefore, we are packaging here two separate actions 
of the subcommittee, two separate actions of the governing committee on differ. 
ent dates. 

I would like to know what the necessary steps are to divide them into two 
motions or split it to give the people the opportunity to vote because they are 
entirely unrelated in Some aspects. 

Chairman Garvie. Mr. Allen, I think that the facts are that the primary party 
who acted under our constitution and bylaws in calling this special meeting 
decided these three matters. The companies who joined subsequently to furnish 
the required number of 30, their letters were not specific. They simply said 
that they joined in this call for a special meeting. We didn’t arrange this 
agenda this way. 

It is the action of the governing committee in theese three matters that has 
been sought to have reviewed. I am not here to tell you how you are going 
to do it. 

Mr. Mays. Mr. Chairman, we have been members of this special committee 
since it was appointed, and we felt that there are several rather fundamental 
rating issues involved in these opinions of these superintendents that are too 
vital to our business to permit them to be determined by an administrative official, 

We have urged and we now urge that these opinions be taken to the court for 
judicial review and determination; and in urging this we feel that we are doing 
nothing more than urging that this organization take advantage of the legal 
rights available to it and pursue them to the end. 

We are not mad at anyone. If the courts say, “This is the law of the land in 
New York,” they will have removed the chance that some succeeding adminis- 
trative official will turn these opinions upside down and rule otherwise, keeping 
us further in the state of uncertainty and suspense. 

We would like to see them carried to a definitive determination, and whatever 
that be, then we will just have to cut our cloth to fit the ruling. 

If that means to abandon the New York Fire Insurance Rating Organization, 
as we know it now, then to comply with the law, that will have to be done. 

In previous discussions of this matter before the special committee, before the 
governing committee, which I have been invited to appear before, I have ex- 
pressed substantially the same views, and I have said that if the governing 
committee, and now I must say, if this membership decides to reverse the action 
of the governing committee and decides not to pursue our legal rights, then we 
would want it clearly stated in the record that our company organization reserves 
the right to do independently that what we choose to do after reviewing our 
position. 

Chairman Garvie. Thank you, Mr. Mays. 
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Mr. Pottey. I am sorry to speak again. I do think, and I still think that 
motion should be split into at least two parts, one having to do with litigation, 
and whether to go forward with the litigation, and the other, with the matter of 
oud be reluctant to vote against the present motion for the reason that I 
could very well vote for the hearings, but I don’t want to vote for the litigation. 
I think they are two things that are in the minds of many people. I don’t know 
how to go about this. Perhaps the maker of the motion will consent to that, but 
in the absence of that, could I make a motion that they be split into two parts? 
Would that be in order? 5 ‘ 

Chairman Garvie. Do you make that as an amendment to Mr. Keller’s motion? 

Mr. Pottey. I will make it in any form. 

Chairman Garvie. Will you state your amendment, then, and we will consider 
oe PotLteY. I make a motion that we divide it into two motions, one pertain- 
ing to the continuation of the litigation, and the other to that part of it referring 
to hearings before the regulatory authorities. 

Chairman Garvie. Is there a second? 

Mr. Ruew. Second. 

Mr. NewMAN. In discussing the amendment, may I ask for clarification whether 
or not the deviation of Allstate for an approximate 15 percent reduction in, let 
us say, the bureau rate pertaining to the classes for which they are partial 
subscribers has been officially filed. At the last meeting of the governing 
committee, it has not been. 

Secretary SmMitH. Their application for deviation has been filed. 

Mr. NEWMAN. Within the last 3 weeks, then. 

Mr. Pottery. I wouldn’t want this body to take an act which would prevent 
your governing committee from going forward with a hearing before a regulatory 
authority, if it was advisable to do so, and should this motion as it is now made 
be defeated, it would seem to me that that would put you in exactly that position, 
which is an untenable position. It is another thing to go forward with the 
litigation and all the costs involved. 

Chairman GARVIEe. Before we go further in connection with this amendment of 
the motion, I think it only fair that we, having heard from our counsel in regard 
to these matters, give associate counsel an opportunity to be heard. 

Mr. Mays. Could I speak to this motion before Mr. Butler speaks? It is just 
a point of order. I believe when an amendment is offered to a motion, that it is 
in order to ask the original maker and seconder if they will accept the 
amendment. 

Chairman Garvie. Far be it from me to disagree. You probably have the 
worst parliamentarian here, but I understand we can treat with this amendment 
or this second motion, and if it fails to carry it in no way disturbs the original 
motion, and we can then go back and vote on that. Am I wrong? 

Senator Kaptan. I think you are right. 

Mr. Harsison. On the effect of the motion, the amended motion, if it is an 
amended motion, we don’t want to be put in a position of voting for that motion 
simply to support going ahead with the hearing, if that put us into the position 
of voting to go ahead with the litigation. It seemed to me it would be better 
to have separate votes on the litigation and on the hearing. If it were done 
that way, it would be clear cut and no one would be in any doubt. 

Chairman Garvie. As I understand the motion, it is to subdivide the origi- 
nal motion into two parts, one involving the two cases under judicial review, 
and the other regarding the hearing at the department level concerning the 
deviations. 

Mr. KEELER. I am getting confused. We have an amendment to a motion; is 
that right? And we have a second to the amendment? Why don’t we vote on 
the amendment? If the amendment is defeated, the motion is still there. 

Mr. Pottey. Mr. Chairman, as I understand it, if the amendment prevails, it 
means that the original motion is divided into two parts, and then we can act 
on those two parts separately. I wonder if I can ask Mr. Keeler if he has any 
objection. 


damit Keeter. As long as it is approved in an orderly way, it is perfectly all 
ght. 

Chairman Garvie. Is the motion clear? Does everybody understand what we 
are going to vote for on this amendment? Are there any questions? 

Mr. Barry. Can you make an amendment to an amendment? 
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Chairman GaRvIE. Please don’t, right now. 

Mr. Ditiarp. If you don’t call the roll, can we have an aye-and-nay vote? 

Mr. Barry. Some companies have different numbers of votes. 

Mr. KeeLer. Can we have the amended motion again so that we will be sure? 

Chairman Garvie. Does the secretary have the amended motion? : 

Mr. PotLtey. My motion was to the effect that the original motion be divided 
into two parts, one part pertaining to the going forward of the litigation, and 
the other to the subject of hearings before the regulatory authorities. That is 
as clean cut as I can devise the two issues. 

Chairman GARvVIE. Now, gentlemen, if I understand it correctly, if the v. 
of this motion prevails, you will then have two separate matters to vote on in 
connection with the original motion. One will be judicial review of the Allstate 
and North America case, and the other will be the deviations. 

Mr. Potiey. That is exactly what I intended. 

et Garvie. Ready for the question? Mr. Secretary, will you call the 
roll? 

(The secretary called the roll and noted the votes, 76 for; 38 against.) 

Secretary SmMirH. That completes the roll. The amendment has been carried, 

Chairman Garvie. Gentlemen, the amendment has been carried. Now, ag | 
understand it, you have amended Mr. Keeler’s motion into two sections, to ap- 
prove the action of the governing committee in the Allstate and North America 
matters and to approve the action of the governing committee in the Allstate 
deviation. Mr. Keeler’s motion, as I understand it, was a positive motion to 
approve the action of the executive committee in three matters. You have now 
decided to break it into two sections, one involving two matters of judicial re 
view, and the remaining matter being the Allstate deviation. 

Mr. Keeter. Yes; we have to vote on two things. 

Chairman Garvie. You will vote to either confirm or deny the action of the 
governing committee in both instances. Is it clear to everybody? 

Mr. Barry. I think that it is very clear. You are voting to either support your 
governing committee or reject their recommendations. It is in two sections, 
Let us have two votes. 

Chairman Garvie. First, we will vote on the matter of approving the action 
of your governing committee in the matter of the judicial reviews in the Allstate 
and North America cases. 

Mr. Poticy. I want to speak just a word on that. It is the position of the 
Hartford group we should not go forward in that litigation. I would vote 
against that motion, and that is after being on the subcommittee for the time 
it has been in force. I know how keenly Jack Barry feels about this and I 
respect him for it. We feel just as keenly, although I am not going to try the 
ease, but we feel just as keenly it would be unadvisable to go forward and 
largely for the reasons outlined by Mr. Harbison and Mr. Loughin. 

Mr. Barry. You started to call on associate counsel. I would like to hear 
from him on this first motion. 

Chairman Garvie. Associate counsel of Senator Kaplan in the Allstate matier 
is Mr. Butler. 

Mr. Butter. Mr. Chairman and gentlemen, I am not associate counsel. I was. 
I participated as counsel with Mr. Kaplan in the hearings in both of these 
cases where the appeals are now pending. 

I suppose, therefore, at the invitation of your chairman, you are entitled to 
know how I feel about it, whether you should prosecute those appeals to the 
courts of the State. 

It is not new for me in this busines in the last 30 years to express myself 
on a contentious point. 

I have heard nothing here this morning that changes the opinion I had and 
gave to your governing committee when they voted to prosecute these appeals. 
It is my opinion and my advice that these appeals should be prosecuted through 
the courts of the State. I regard the administrative decisions in these two 
cases as grossly inadequate. 

I regard them as against the public interest and the insurance business. 

I regard them as devastating if they are allowed to prevail and continue as to 
be built upon as precedents, to the continued healthy existence of your rating 
organization, not only in this State, but elsewhere. 

I feel that the questions involved as so fundamental that under the system of 
government in which we live, as I understand it, the court’s function is to pass 
upon the administrative decisions of government. 

I have no fears as to any deleterious effect of prosecuting these appeals. 
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The law of New York, the record in these cases will be the controlling law, 
and the controlling facts, not the law of California, Louisiana, District of 
Columbia, North Carolina, as to the discussion that existed and continued be- 
tween Mr. Harbison and Mr. Barry. 

The law of this State would be construed and the record as made would be 


et that there are very fundamental questions involved in both these cases, 
and they are very necessary for your determination. : 

I also have the greatest respect, of course, for those who may have a different 
opinion as to their rights to have that opinion, but having sat in these cases 
and having fought in these cases and having read the record of the testimony 
in these cases, not once but several times and having thought about them more 
seriously, I come to only one conclusion that the public interests, the insurance 
pusiness, would command me, if I had a vote in this forum, to invoke the court’s 
decision as to what article 8 in the New York insurance law means in respect 
to the filings of these two companies and with that position I see no reason why 
anyone should take offense or umbrage at it. J 

That is the American way of life, as I understand it. 

Chairman Garviz. Thank you, sir. 

Mr. LoveHin. Mr. Chairman, I think I heard the man announce that he was 
associate counsel. I understand that he was general counsel for the Inter- 
Regional. I think that it should be made totally clear that he is not speaking 
for anything in that organization. 

Mr. Butter. Thank you, Mr. Loughin. Before I accepted this invitation from 
the chairman of your committee today, I asked him to clear with the chairman 
of the executive committee at Inter-Regional, with the conference I serve as 
general counsel to, as to whether or not it would be ethical and appropriate 
for me to come here and express myself as to the opinion that I have. _ That 
was done, and I was informed, and I am not speaking in any way or opinioning 
in any way for Inter-Regional. I am speaking as Charles P. Butler, as I always 
have in this industry and told anyone and everyone regardless of who might be 
involved, even in my own status, as just what I thought was best for the insur- 
ance business in the United States. 

Chairman Garvie. Is that satisfactory, Mr. Loughin? I might add that I did 
invite Mr. Butler, and I invited him personally as Charlie Butler and as our 
associate counsel at the time this litigation was instituted. Neither of us have 
any control over the facts that subsequently he happens to be engaged in some 
other activities. Your chairman did approve it. 

Gentlemen, are you ready for the question. We vote on the first section, that 
is voting to approve the action of the governing committee in the Allstate and 
North America matters of judicial review, not the hearing on the deviation. 
Will you call the roll, Mr. Secretary? 

(Secretary Smith called the roll and noted the voting responses. ) 

Chairman Garvie. Mr. Secretary, will you announce the results of the roll- 
call? 

Secretary SmitrH. Sixty-seven companies voted for the motion, and 46 com- 
panies voted against the motion. 

Chairman Garvie. I will declare the motion carried. If you are agreeable, 
we will treat with the second part of this amended motion that has to do with 
the voting to approve the action of the governing committee in connection with 
the requesting of a hearing concerning the Allstate deviation filing. 

A Memser. In order to save time, I feel confident the second part of this 
motion will carry overwhelmingly because I am sure that all of those that voted 
for the first part of the motion will vote for the second part, and the vast ma- 
jority at any rate of those who voted against the first motion will vote for the 
second motion. Can we just havea show of hands? 

Chairman Garvir. Is that agreeable? Hearing no objection, that is what we 
will do. All in favor of the motion, please raise your right hand. Thank you. 
Those opposed. I see two opposed. The result of that is that the motion is car- 
ried. I think that concludes the business. 

Mr. Macratn. Mr. Chairman, in behalf of the Chubb group, I would like to 
record us opposed to both motions as a matter of record and we wish it to be 
known that we will not in any way be associated in these proceedings. 

Chairman Garvin. Make a note the Chubb group wish to be so recorded. 

Mr. Waters. I would like to congratulate this group on supporting the gov- 
erning committee and subcommittee in the work they are doing. 

Chairman Garvir. Thank you, sir. if there is no other business on the 
agenda, I will declare the meeting adjourned. 

(The meeting adjourned at 12:30 o’clock.) 
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AvcustT 14, 1958, 
Re Allstate Insurance Co. and North America companies independent filings, 
Mr. H. Cray JOHNSON, 
Deputy U.S. Manager, Royal-Globe Insurance Group, 
New York, N.Y. 


Deak Mr. JOHNSON: This is to acknowledge your letter of August 12, We 
have recorded your request that no companies in the Royal-Globe Insurance 
Group be named as parties to, or otherwise identified with, any litigation which 
was the subject of the special membership meeting held on July 24. 

Very truly yours, 


K. O. Smarrg, 


RoyAL-GLoBE INSURANCE Group, 
New York, N.Y., August 12, 1958. 
Re Allstate Insurance Co. and North America companies independent filings, 
Mr. KENNETH O. SMITH, 
General Manager, New York Fire Insurance Rating Organization, 
New York, N.Y. 


Dear Mr. SmituH: At the special meeting of the membership held on July 24 
our group made known its opposition to the continued litigation in connectign 
with the captioned subjects and we wish now to place on record our request that 
no companies in our group be named as parties to any such litigation or other. 
wise identified therewith. 

Yours very truly, 
H. Cray JoHnson, 
Deputy U.S. Manager, 


New YORK FIRE INSURANCE RATING ORGANIZATION, 
New York, N.Y., August 28, 1958, 
To Member and Subscriber Companies: 


At the suggestion of Chairman Garvie, we enclose a transcript of the proceed. 
ings of the special meeting held on Thursday, July 24, 1958. The following isa 
summary of the action taken at the meeting: 

1. It was voted by the membership to approve the actions of the governing 
committee regarding authorization to management to proceed with the judicial 
reviews of the decisions made by the Insurance Department of the State of New 
York pertaining to the independent rate filings for certain dwelling classes by 
North America companies and the Allstate Insurance Co. 

2. It was voted by the membership to approve the action of the governing 
committee in their authorization to management to proceed with the hearing now 
pending at the New York Insurance Department on the application by Allstate 
Insurance Co. for a deviation in all classes for which it has become a subscriber 
to this rating organization. 

K. O. SMIra. 


(Cover letter to accompany transcript. Do not send minutes. Sent to Bo 
Garvie. A. M. B.) 


To Member and Subscriber Companies: 


At the suggestion of Chairman Garvie, we enclose a transcript of the proceed- 
ings of the special meeting held on Thursday, July 24, 1958. The following isa 
summary of the action taken at the meeting: 

1. It was voted by the membership to approve the actions of the governing 
committee regarding authorization to management to proceed with the judicial 
reviews of the decisions made by the Insurance Department of the State of 
New York pertaining to the independent rate filings for certain dwelling classes 
by North America companies and the Allstate Insurance Co. 

2. It was voted by the membership to approve the action of the governing com- 
mittee in their authorization to management to proceed with the hearing now 
pending at the New York Insurance Department on the application by Allstate 
Insurance Co. for a deviation in all classes for which it has become a subscriber 
to this rating organization. 


K. O. Sirs. 
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NATIONAL BUREAU OF CASUALTY UNDERWRITERS, 
New York, N.Y., October 8, 1958. 


Re M-1 subcommittee report, interline insurance filing procedure. 


j¢H HARBISON, 
et Law Department, Travelers Insurance Co., 
Hartford, Conn. b hs 
Dear Mr. Harsison: In accordance with agreement reached at last Friday’s 
all-industry committee meeting, Mr. Wayne of the Inland Marine Insurance 
Bureau, Mr. Smith of the New York Fire Insurance Rating Organization, Messrs. 
Jones and Graves of the Mutual Insurance Rating Bureau, Mr. Rauter of Multi- 
Peril Insurance Conference, and I met yesterday at the national bureau offices 
and drafted mechanics as to how interline insurance filing procedure will work. 
Attached are two copies of our suggested program which you may wish to 
incorporate in your report, or attach as an addendum, for consideration by the 
all-industry committee at the October 14 meeting. Please let me know if you 
have any question in or with this material. 
very tru 
ipecuaaad Bi ELMER A, Twalts, Assistant Secretary. 
Also present: Graves and Twaits. 


INTERLINE INSURANCE FILING PROCEDURE 


State rate regulatory laws generally permit cooperation among rating organ- 
izations or rating organizations and insurers in all matters within the scope of 
such laws. Pursuant to such laws, the organizations subscribing hereto desire 
to and do establish the simplified and orderly procedure hereinafter set forth, 
which has been developed to comply with the filing requirements relative to inter- 
line insurance, meaning thereby the integrated rating of two or more of the 
following lines of insurance which are subject to the rate regulatory laws of the 
several State codes: 

(1) Fire and allied lines. 
(2) Casualty and surety (including automobile physical damage). 
(3) Inland marine. 

1. Upon adoption of an interline rating program by two or more rating 
organizations, one such organization shall be designated by them to file the entire 
program on behalf of the participants. The organization so designated shall 
be referred to as the “filing organization.” 

2. These rules of procedure shall in no way alter the jurisdiction of the par- 
ticipating bureaus over their respective portions of interline insurance. Thus, 
for example, if a fire bureau is selected as the “filing organization,” it will exer- 
cise no jurisdiction or diseretion with respect to the casualty or inland marine 

rtions. 
ar The “filing organization” shall not make a filing with the State supervisory 
authorities until all participating rating organizations have authorized such 
filing. The authorization shall be transmitted to the “filing organization” in 
duplicate and one copy of the authorization letter shall be attached to and made 
part of the filing. 

4. The “filing organization” is authorized by the participating organizations 
to receive all communications from the insurance department concerning the 
filing. Copies of all such communications shall be transmitted promptly by 
the “filing organization” to all other participating rating organizations. Replies 
to such communications shall be transmitted to the supervisory authorities 
through the “filing organization” with copy thereof being sent to all other par- 
ticipating rating organizations. 

5. Each participating rating organization retains the right to appear as a party 
thereto at any hearing concerning portions of a filing coming within the scope 
of its jurisdiction. 

Bhd “filing organization” is authorized to establish the effective date of 
the filing. 

7. The “filing organization” will notify all participating rating organizations 
when filing has been made and the proposed effective date. 

8. Copy of application for a deviation received by the ‘filing organization” 
shall be sent to all participating rating organizations. The “filing organization” 
shall not waive right of hearing on any deviation which pertains to a portion 
of the filing not under its direct jurisdiction. Participating rating organizations 
shall collaborate concerning applications for deviations. 
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9. The “filing organization” may, upon authorization of a company not affili- 
ated with another participating rating organization for one or more Portions 
of the filing, make the filing on behalf of such company. 


MEETING OF THE GOVERNING COMMITTEE OF THE NEW YORK FIRE INSURANGCR 
RatING ORGANIZATION HELD OcTorer 8, 1958, IN THE COMMITTEE Room, 127_ 
FiLook, 85 JOHN STREET, NEw York City 


There were present : 
R. 8S. Garvie, chairman. 
R. P. Crawford, vice chairman. 
W. W. Allen. 
P. W. Newman (accompanied by H. Harbison). 
E. N. O’Beirne (accompanied by C. P. Carlson). 
R. R. Wilde (accompanied by J. R. Berry). 
M. Bonner (representing H. C. Pitot). 
W. R. Ewald (representing C. M. Close). 
P. 8. Keeler (representing A. L. Ross). 
E. McLoughlin (representing W. L. Nolen). 
J. H. Vey (representing J. L. Dorris). 
Counsel Kaplan. 
Counsel Gross. 
K. O. Smith. 
T. M. Boyd. 
COMMITTEE MEMBERSHIP 


In accordance with constitutional requirements, the committee appointed 
Edward N. O’Beirne to fill the unexpired term of Olaf Nordeng, retired. 


COMMERCIAL PROPERTY COVERAGE 


The decision regarding commercial property coverage made on August 6, 1958, 
by the Insurance Department of the State of New York was referred to the 
governing committee by the subcommittee on rates, rules, and forms, After 
discussion, the governing committee voted unanimously to file a petition for, 
and proceed with a judicial review of the decision. 


RATING ORGANIZATION ADMINISTRATION 


In anticipation of the appointment of Paul S. Guenther as assistant treasurer, 
the following amendments to resolutions regarding check signatures were 
adopted : 

“ResolWwed, That the resolutions adopted June 25, 1958, pertaining to signatures 
on the regular account, the special account, and the fire department tax account 
of this organization in the Hanover Bank be amended by substituting ‘Assistant 
Treasurer’ for ‘Assistant Manager-Comptroller’.” 

“Resolved, That the resolutions adopted June 25, 1958, pertaining to signatures 
on the regular account and payroll account of this organization in the Marine 
Midland Trust Co. be amended by substituting ‘Assistant Treasurer’ for ‘Assist- 
ant Manager-Comptroller’.” 


APPLICATION FOR RENEWAL OF DEVIATION, MUTUAL OF HARTFORD 


The application by the Mutual of Hartford to the Insurance Department of the 
State of New York for approval of renewal of their deviation which expires on 
November 1, 1958, was referred to the governing committee by the subcommittee 
on rates, rules, and forms. After the commitee reviewed the expense exhibits 
submitted by the company for 1953-57 with respect to fire and extended coverage 
lines, the committee voted unanimously to request a hearing pursuant to section 
185 of the insurance law. 

Meeting adjourned. 


R. S. Garvie, Chairman. 
K. O. SmirH, Secretary. 
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OcTOBER 10, 1958. 
Re Memorandum : Interline rating. 
Mr. J. RAYMOND BERRY, 
General Counsel, National Board of Fire Underwriters, 
New York, N.Y. 

Dear Mr. Berry: The memorandum on interline rating attached to your letter 
was carefully considered and it is our opinion that the tentative conclusions 
reached at the subcommittee of the laws committee, these being items 1 through 
7 in the body of the memorandum, are quite important for the continuance of 
the effective operation of rating organizations. 

With respect to item No. 2, which we believe is a definition of the problem, 
we are not entirely sure of the meaning of “composite.” According to the dic- 
tionary, composite means “made up of separate parts or elements; combined or 
compounded.” The homeowners rate is a divisible rate, as is the MOP rate. 
The commercial property coverage rates and the industrial property policy rates 
are divisible rates. Inasmuch as there may be some confusion as to the mean- 
ing of composite, should not item 2 read “that the problem be recognized as one 
of interline or multiple-line rating on a divisible or indivisible rate basis, and 
that the problem not be regarded as one of rating a new line of insurance.” A 
similar revision should then be made in item 4. 

Very truly yours, 
K. O. SMITH. 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, September 25, 1958. 
Mr. K. O. SMITH, 
General Manager, New York Fire Insurance Rating Organization, 
New York, N.Y. 


Dear Mr. SmitH: We have been instructed by our subcommittee studying 
mutiple-line problems to get an expression from you and other rating bureau 
managers as to whether the positions proposed to be taken under points 1 to 7 
inclusive in the attached report are desirable, important or unimportant, for the 
continuance of the rating bureau. 

We would appreciate your views on this subject. 

Yours very truly, 
J. RAYMOND BErry, General Counsel. 


MEMORANDUM INTERLINE RATING 
(M-1 NAIC Subcommittee Report) 


The subcommittee, known as the M-1 subcommittee, of the rates and rating 
organizations committee of the NAIC had prepared for consideration at the 
June 1958 meeting of the NAIC a report dealing with statistical, rating, and 
filing problems of multiple line contracts. 

Various representatives of the industry recommended at the June meeting that 
an all-industry committee be formed to work out divergencies of opinion within 
the industry with respect to the report. An all-industry committee was formed. 
The M-1 subcommittee deferred action on the proposed report until the Decem- 
ber 1958 meeting of the NAIC, so that it might give consideration at that time 
to the all-industry report. 

The M-1 subcommittee report, in its present form, contains a number of 
recommendations which are contrary to present bureau procedure in connec- 
tion with multiple line contracts. Some of the recommendations contained in 
that report are stated in exhibit A attached hereto. 

Pursuant to action taken by the laws committee at its June 18, 1958, meeting, 
Mr. H. Clay Johnson, chairman, appointed a subcommittee of the laws commit- 
tee, composed of Messrs. Hugh Harbison, chairman, John R. Barry, Philip 8S. 
Brown, Nicholas Dekker, Charles A. Loughin, Archie M. Stevenson, and William 
H. Tribou, to study multiple line problems which are the subject of the NAIC 
M-1 subcommittee report and which are also the subject of proposed changes in 
the New York insurance law. 

Acting in conformity with tentative conclusions reached at meetings of the 
subcommittee of the laws committee, Mr. J. Raymond Berry and Mr. Hugh 
Harbison have attended meetings of the all industry committee and a working 
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subcommittee of that committee and proposed, as personal views, at those 
meetings: 

(1) That the all industry committee undertake initially a thorough review 
of all aspects of the problem. 

(2) That the problem be recognized as one of interline or multiple line rating 
on an indivisible or composite rate basis, and that the problem not be regarded 
as one of rating a new line of insurance. 

(3) That the problem should be handled administratively under existing law 
if possible, and that there be recourse to legislation only in the event that it be 
shown that the problem cannot be met through administrative regulations with- 
in the framework of the existing rate regulatory statutes. 

(4) That bureaus—fire, casualty, and inland marine—desire to continue the 
rating of the respective lines subject to their several jurisdictions, irrespective 
of whether the lines are separately rated or are rated in combination with other 
lines on an indivisible or composite rate basis; and that it is desirable and 
necessary at the present time to continue on this basis in order to coordinate 
the rating of lines when rated separately with the rating of such lines when 
rated in combination with other lines. 

(5) That in order to enable insurance departments to act upon interline 
rating developed by two or more bureaus with the same ease and facility as 
though a single bureau were making the filing, a joint filing be made in each 
instance by the bureaus making the filing with one bureau designated to trans. 
mit the filing to the insurance department and to receive from the insurance de- 
partment all advices from the insurance department with respect to the filing. 
Such designated bureau would have the responsibility of bringing to the atten- 
tion of the bureau or bureaus concerned any or all matiers with respect to which 
questions might be raised by the insurance department. 

(6) That partial subscribership in a rating organization for a kind of in- 
surance or a subdivision thereof, or for a class of risk or part or combination 
thereof, should be us upon a basis which applies to the rating of that insurance, 
irrespective of whether the rating is for that insurance alone or is for that in- 
surance when incorporated in interline rating. 

(7) That deviations be applicable upon the basis stated in the existing casualty 
and fire and marine rate regulatory laws. Under existing laws a rating deviation 
is permissible on the percentage basis of the composite rate, but deviations are 
permitted with respect to forms and rules only in relation to such parts of the 
compositely rated insurance as are subject to the fire and marine rate regulatory 
law. 

At a meeting of the subcommittee of the laws committee, held September 23, 
these positions were adopted by the subcommittee as a recommended course of 
action, with Mr. Stevenson objecting to certain parts of the report and in par- 
ticular to paragraphs (4), (6) and (7). 

The National Association of Independent Insurers and the Insurance Company 
of North America are in disagreement with paragraphs (4), (5), (6) and (7) 
of the laws subcommittee proposal. They have so indicated at the several meet- 
ings of the all industry committee and its working subcommittee. Their posi- 
tion is that there should be complete freedom of action with respect ‘to interline 
rating for companies which are otherwise members of or subscribers to bureaus. 

It was suggested strongly by those members of the all industry committee 
who represented the views of the bureaus that such action in relation to inter- 
line rating might be wholly destructive of bureaus.and the continuance of rating 
by bureaus. 

ExHIsit A 


EXCERPTS FROM REPORT DrRAFr—May 19, 1958 


(M-1 Subcommittee of NAIC) 
* * * * * * * 


Ill. RECOMMENDATIONS 
** * 


A. It is recommended : 

1. That, with respect to the recommendations contained in this report only; 
the words “multiple line package” be defined as “an integrated package of 
coverages which includes any two or more of the following kinds of insurance 
using their customary trade-usage definitions: (1) fire and allied lines, (2) 
casualty, (3) surety, and (4) inland marine.” 
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9, That, wherever State statutes prescribe different treatment for fire filings 
than for casualty filings, it be highly recommended by the respective insurance 
departments that the filer of a multiple line package which includes fire and 
allied lines and/or inland marine coverages designate the fire section of such 
statutes as the section under which such multiple line package filing be treated. 
It is not intended that this recommendation affect any coverage now properly 
defined solely as “inland marine.” 

8, That any rating bureau wishing to file a specific multiple line package shall 
assume full responsibility for the filing of such complete package. * * * A 
company filing such a package independently would simply limit its affiliation 
with all bureaus to exclude such package. 

** * 

5 That any company licensed to write multiple line coverages shall be per- 
mitted thus either to (1) affiliate with any single bureau which has filed or 
may file a package the company wishes to write, or (2) file such package 
independently. * * * 

6. ** * 

7. That deviations as to rules and forms as well as rates be permitted on the 
casualty portions of multiple line packages (as it is on fire and inland marine 
portions) pursuant to recommendation 2 of this report. 

8. That the subscribership agreement of any bureau making multiple line 
filings shall permit subscribership to exclude any specific multiple line package 
or packages, without regard for subscribership status on other kinds or classes. 
For example, a company shall be permitted to subscribe to a fire bureau for the 
dwelling coverages written under regular fire policies, and at the same time be 
permitted to be independent for any multiple line packages. 


OcTOBER 20, 1958. 
Re NAIC—ML-—1 subcommittee report dated June 9. 
Mr. J. RAYMOND BERRY, 
Counsel, the National Board of Fire Underwriters, 
New York, N.Y. 

Dear Mr. Berry: As a corollary to other correspondence we have had with 
you concerning committees of the industry studying interline rating, you may 
wish to have our comments concerning section VI of the ML—1 committee report. 
These comments are confined to observations made on page 7 of the report dealing 
with partial subscribership. The NAIC committee attempts to fall back on the 
Cullen v. Bohlinger decision to permit companies to maintain independence for 
the filing of multiple line coverages. We have held that that decision applied 
to independent filings for a class and is not pertinent to the matter of multiple 
line filings which leaves the so-called independent company a subscriber for 
these same classes when written under standard fire forms. The development 
of this principle is well described in the briefs by Powers, Kaplan & Berger. 

The paragraph on page 7 of the NAIC committee report beginning “Many fire 
bureaus have permitted,” etc., is not correct with reference to New York State. 
NYFIRO has not filed the homeowners policy in behalf of all member and sub- 
scriber companies as a bureau filing. Rather, filings made by NYFIRO for 
homeowners have been on an agency basis in New York State. 

The paragraph in the NAIC report beginning “Historically special coverages 
have been written,” etc., should not be considered as a precedent with respect 
to the matter of interline filings. I believe that paragraph refers to the mutual 
specialty companies which historically moved out of a limited sphere of classes 
to write fire coverages of other classes. For example, a mutual company which 
was organized to specialize in lumber risks and has filed rating schedules for 
that class, later branched out into writing other fire classes. Fire insurance 
rating bureaus made their facilities available for these specialists as an accom- 
modation. 

The next paragraph in the NAIC report deals with MOP. As for New York 
State, MOP has not been filed to date by NYFIRO. Therefore, again that is not 
: precedent in New York State. I don’t know what the situation is in other 

tates. 

The next paragraph in the NAIC report regarding multiple location risks is not 
correct insofar as New York State is concerned. The multiple location forms and 
rates were filed by NYFIRO for ali member and subscriber companies in New 
York State. 1 dou’t know if the same procedure was followed in other rating 
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territories except to say that I understand that the statement made by the NAIC 
report is correct at least in some States. 

The last paragraph in section D on page 7 of the NAIC report is a genera] State. 
ment which could stand considerable refinement. The Insurance Company og 
North America in hearings held in New York State on the subject of CPG at. 
tempted to make an issue of certain equipment dealers policies which were termed 
“multiple-line packages” originally filed as fire insurance and after revision in the 
nationwide marine definition, reclassed as “inland marine.” The coverage gen- 
erally in question under this paragraph of the NAIC report are inland marine 
coverages and have not been filed by the fire-rating bureaus. 

If you have any questions concerning these comments, please do not hesitate 
to call upon us. 

Very truly yours, 
K. O. Saorru. 


MEETING OF THE GOVERNING COMMITTEE OF THE NEW YORK FIRE INSURANCE RAtTIng 
ORGANIZATION HeLD DECEMBER 12, 1958, IN THE COMMITTEE Room, 12TH F Loop 
~ 7 y ‘ ’ 

85 JOHN STREET, NEw York CIty 


There were present : 
R. P. Crawford, vice chairman. 
W. W. Allen. 
A. T. Chisholm. 
C. M. Close. 
J. L. Dorris. 
M. Bonner (representing H. C. Pitot). 
C. P. Carlson (representing E. N. O’Beirne). 
E. McLoughlin (representing W. L. Nolen). 
W. Schreiner (representing A. L. Ross). 
M. Wallace (representing H. W. Miller). 
J.M. Owen (representing R. R. Wilde). 
E. L. Weissert (representing P.W. Newman). 
A. J. Wyatt (representing E. H. Forkel). 
Counsel Kaplan. 
Counsel Gross. 
K. O. Smith. 
T. M. Boyd. 
REPORT OF SUBCOMMITTEE ON FINANCE 


Acting upon a recommendation of the subcommittee on finance, the committee 
authorized an initial assessment for 1959 of 0.6 percent on fire and allied lines 
premiums except water damage and rain, and 0.24 percent on homeowners’ 
premiums, for 1957, for member and subscriber companies. 

Also acting upon a recommendation of the subcommittee, the governing com- 
mittee voted to authorize the chairman to appoint a special committee to study 
the matter of assessment rates for subscriber companies. 


ALLSTATE INSURANCE CO. 


The committee heard a report from counsel concerning the matter of current 
rate litigation with the Allstate Insurance Co., including the additional steps to 
be taken. 

COMMERCIAL PROPERTY COVERAGE 


Management and counsel made a report on the status of filings for commercial 
property coverage and the recent petition to the supreme court for judicial review 
of the decision by the insurance department of August 6, 1958. 

Meeting adjourned. 

K. O. Smitu, Secretary. 

Approved: 


R. P. Crawrorp, Vice Chairman. 
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INTERLINE INSURANCE FILING PROCEDURE 


State rate regulatory laws generally permit cooperation among rating organ- 
jzations or rating organizations and insurers in all matters within the scope 
of such laws. Pursuant to such laws, the organizations subscribing hereto 
desire to and do establish the simplified and orderly procedure hereinafter 
set forth, which has been developed to comply with the filing requirements 
relative to interline insurance, meaning thereby the integrated rating of two 
or more of the following lines of insurance which are subject to the rate regu- 
latory laws of the several State codes: 

(1) Fire and allied lines. 
(2) Casualty and surety (including automobile physical damage). 
(3) Inland marine. 

1. Upon adoption of an interline rating program by two or more rating or- 
ganizations, one such organization shall be designated by them to file the 
entire program on behalf of the participants. The organization so designated 
shall be referred to as the “filing organization.” 

2. These rules of procedure shall in no way alter the jurisdiction of the par- 
ticipating bureaus over their respective portions of interline insurance. Thus, 
for example, if a fire bureau is selected as the “filing organization,” it will 
exercise no jurisdiction or discretion with respect to the casualty or inland 
marine portions. 

3. The “filing organization” shall not make a filing with the State super- 
yisory authorities until ali participating rating organizations have authorized 
such filing. The authorization shall be transmitted to the “filing organization” 
in duplicate and one copy of the authorization letter shall be attached to and 
made part of the filing. 

4. The “filing organization” is authorized by the participating organizations 
to receive all communications from the insurance department concerning the 
filing. Copies of all such communications shall be transmitted promptly by 
the “filing organization” to all other participating rating organizations. Replies 
to such communications shall be transmitted to the supervisory authorities 
through the “filing organization” with copy thereof being sent to all other 
participating rating organizations. 

5. The participating rating organization retains the right to appear as a 
party thereto at any hearing concerning portions of a filing coming within the 
scope of its jurisdiction. 

6. The “filing organization” is authorized to establish the effective date of 
the filing. 

7. The “filing organization” will notify all participating rating organizations 
when filing has been made and the proposed effective date. 

8. Copy of application for a deviation received by the “filing organization” 
shall be sent to all participating rating organizations. The “filing organiza- 
tion” shall not waive right of hearing on any deviation which pertains to a 
portion of the filing not under its direct jurisdiction. Participating rating 
organizations shall collaborate concerning applications for deviations. 

9. The “filing organization” may, upon authorization of a company which is 
one of its members or subscribers but not affiliated with the participating 
rating bureau for one or more portions of the filing make the filing on behalf 
of such company. 





NEW YORK FIRE INSURANCE RATING ORGANIZATION, 
New York, N.Y., January 12, 1959. 


BULLETIN TO COMPANIES 


The following information concerning organization companies with devia- 
tions, independent, or special filings with the insurance department is offered 
so that all members and subscribers of this organization may be uniformly 
advised as to this situation. 
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Companies who have a uniform percentage downward deviation fro: 


rates: 7 
American Druggists Fire Insurance Co. : Percent 
Si 6nd Salient nip tan senna in wsieninaaibda alhiiapenetilteiaincmmpiaien Mate ~# 
Pee UM Big 55, OTR AD PON i oo eh es en ee —10 
Cambridge Mutual Fire Insurance Co., all lines (including total premium of 
STD TINUIIND COIN ii iolg a cectecs reeeniaien-tetctsntenenigio memniibvalinkscien bial —15 
Druggists Indemnity Exchange of St. Louis, all lines__.__...___.._-___..____ ~2# 
Empire Mutual Insurance Co.: 
RI oe Se i a oe NE A eats ek ea teed cy ee — 
arr: PLAIN TD) IN gs de cs similis aleciecte seth — 
Florists’ Mutual Insurance Co., all lines__....-.------...---~~-----____. —1§ 
Government Employees Insurance Co., all lines._....__.__._._--_---_____. —¥ 


Home Mutual Fire Insurance Co., all lines (including total premium of 


Ser FO Yi ste ns ces Sl cies sickest ieee ca ai 
I Nes UR i i acs ctegh Shiels nectarines —2 
ignn Dietual Fire insurance Co., all lines... ....................._.. ie 
Mutual Insurance Co. of Hartford: 

All lines: 
rN ii iccp tated icapnerenidep mecha nnege memembinnibbetstnmmnnetanmeniitiaii =i 
IIT SONI NN case cg cs nde paeea —2¥ 
eR A Ri Bin hn isnt attise lhe abet ip tan rte bileguinchenenearmpnnsnnliitnacccagiahlie —15 


Nationwide Mutual Fire Insurance Co. : 
All lines: 


SN On se See cg aS eds eon awe temwwne end eabigal —5 
ee dncnied i blind eda —10 
New York Central Mutual Fire Insurance Co., all lines.______-----_______ —15 
Otsego Mutual Fire Insurance Co., all lines_.............-__-___________ — If 
Pioneer Co-Operative Fire Insurance Co. of Greenville, all lines_____.____ —15 
Preferred Mutual Fire Insurance Co., all lines____________--__----________ —15 
Public Service Mutual Insurance Co., all lines (except water damage) ______ —15 
Security Mutual Liability Insurance Co., all lines________--------_--____ —15 
Suffolk County Mutual Insurance Co., all lines________---------_----____ —15 
Utica Fire Insurance Co. of Oneida County: 
All lines: 
SEINE MOMMROS THOI0CUN Sais i io occ Red eeutenbennns —B 
Rs 0h 3 he sods ash. oe es Startins —15 
Co-Operative Fire Insurance Co. of Catskill, sprinkler leakage and water 
ment ree nn cores eth Si ed eo ce ea ei —15 
Olive Co-Operative Fire Insurance Association, sprinkler leakage_________ —15 
Sterling Fire Insurance Co., sprinkler leakage__________-_-------_------_. —15 
Tompkins Co-Operative Fire Insurance Co., Ithaca, sprinkler leakage___-_- —1d 


COMPANIES WITH DEVIATION FILINGS 


Casualty endorsements—Term rule: 
First National Insurance Co. of America. 
General Insurance Co. of America. 
Northwestern Mutual Insurance Co. 
Church properties (rate deviation of —36 percent and 3 months term at pro 
rata one-quarter annual rate) : Church Fire Insurance Corp. 
Earthquake damage assumption endorsement : 
Federal Insurance Co. 
Indiana Lumberman’s Mutual Insurance Co. 
Sea Insurance Co., Ltd. 
Vigilant Insurance Co. 
Fire insurance deductible plan : 
American Manufacturers Mutual Insurance Co. 
American Motorists Insurance Co. 
Centennial Insurance Co. 
Central Mutual Insurance Co. 
Federal Insurance Co. 
Federal Mutual Insurance Co. 
First National Insurance Co. of America. 
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Fire insurance deductible plan—Continued 
General Insurance Co. of America. 
Insurance Co. of North America. 
Kansas City Fire & Marine Insurance Co. 
Liberty Mutual Fire Insurance Co. 
London Assurance. 
Lumbermens Mutual Casualty Co. 
Manhattan Fire & Marine Insurance Co. 
Public Service Mutual Insurance Co. 
Sea Insurance Co., Ltd. 
Vigilant Insurance Co. 
Housing projects—Use of agreed amount clauses: 
Cambridge Mutual Fire Insurance Co. 
Employers Mutual Fire Insurance Co. 
General Insurance Co. of America. 
Indiana Lumbermen’s Mutual Insurance Co. 
Liberty Mutual Fire Insurance Co. 
Michigan Millers Mutual Insurance Co. 
Mutual Insurance Co. of Hartford. 
New York Fire & Marine Underwriters Inc. 
Northwestern Mutual Insurance Co. 
Utiea Fire Insurance Co. of Oneida Co. 
Land mortgagee’s contingent interest form—Extended coverage endorsement 
deductible: American Surety Co. of New York. 
Liability imposed by law: Insurance Co. of North America. 
Rain insurance: Citizens Casualty Co. of New York. 
Replacement cost insurance: 
Atlantic Mutual Insurance Co. 
Centennial Insurance Co. 
Federal Insurance Co. 
Insurance Co. of North America. 
Kansas City Fire & Marine Insurance Co. 
Sea Insurance Co., Ltd. 
Vigilant Insurance Co. 
Valued business interruption insurance: 
Federal Insurance Co. 
Sea Insurance Co., Ltd. 
Vigilant Insurance Co. 
Water damage (farm supply stores) : Grange League Federation Insurance Co. 
Windstorm and hail insurance only—Conversion form for greenhouses: 
Citizens Insurance Co. of New Jersey. 
Hartford Fire Insurance Co. 
Northwestern Fire & Marine Insurance Co. 
Twin City Fire Insurance Co. 


COMPANIES WITH INDEPENDENT FILINGS 


Additional hazards supplemental contracts (dwelling) : 
Atlantic Mutual Insurance Co. 
Centennial Insurance Co. 
Additional perils endorsement (commercial and institutional property) : 
Aetna Insurance Co. 
Atlantic Mutual Insurance Co. 
Centennial Insurance Co. 
Federal Insurance Co. 
Insurance Co. of North America. 
New York Fire & Marine Underwriters, Inc. 
Sea Insurance Co., Ltd. 
Vigilant Insurance Co. 








Broad form camp coverage: 
Aetna Insurance Co. 
Boston Insurance Co. 
Continental Casualty Co. 
Granite State Fire Insurance Co. 
New Hampshire Fire Insurance Co. 
Old Colony Insurance Co. 

Collapse endorsement: 
Aetna Insurance Co. 
Insurance Co. of North America. 
Liberty Mutual Fire Insurance Co. 
New York Fire & Marine Underwriters, Inc. 
Pearl Assurance Co., Ltd. 


Comprehensive dwelling coverage form: American Automobile Insurance 


St. Louis. 


Dwelling classes 009, 011, 019, and 029—Rates, rules, and forms: Insurance Co, 


of North America. 


Errors and omissions form : Insurance Co. of North America. 


Growing crops and standing timber : 
Citizens Insurance Co. of New Jersey. 
Hartford Fire Insurance Co. 
Northwestern Fire & Marine Insurance Co. 
South Carolina Insurance Co. 
Twin City Fire Insurance Co. 
Home improvement loan form: 
Federal Insurance Co. 
Sea Insurance Co., Ltd. 
Vigilant Insurance Co. 


Householder’s ultra policy : General Insurance Co. of America. 


Liability imposed by law: 
Aetna Insurance Co. 
Federal Insurance Co. 
Fire Association of Philadelphia (explosion only) 
New York Fire & Marine Underwriters, Inc. 
Sea Insurance Co., Ltd. 
Vigilant Insurance Co. 
Livestock coverage: Hartford Fire Insurance Co. 
Lumber and woodworking risks (rating) : 
Lumber Mutual Fire Insurance Co. of Boston. 
Pennsylvania Lumbermen’s Mutual Insurance Co. 
Motel, tourists court, special form: 
Boston Insurance Co. 
Granite State Fire Insurance Co. 
National Fire Insurance Co. of Hartford. 
New Hampshire Fire Insurance Co. 
Old Colony Insurance Co. 
Transcontinental Insurance Co. 
Office “all risk” extra expense form: 
American Equitable Assurance Co. 
Globe & Republic Insurance Co. 
Merchants & Manufacturing Insurance Co. 
New York Fire Insurance Co. 
Rain (vacation policy) : 
Firemen’s Fund Insurance Co. 
Citizens Casualty Co. of New York. 
Unearned commissions insurance: 
National Fire Insurance Co. of Hartford. 


Windstorm and hail insurance (greenhouses) : Florists’ Mutual Insurance Co. 
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NEW YorK FIRE INSURANCE RATING ORGANIZATION, 
New York, N.Y., January 29, 1958. 


REPORT OF THE GOVERNING COMMITTEE, ANNUAL MEETING, FEBRUARY 11, 1958 


There were four meetings of the governing committee during 1957 and the 
majority of the agenda subjects were in reference to administrative affairs 
of the rating organization. An addendum following this report provides a de- 
tailed explanation of the activities of the special subcommittee of which Mr. 
John R. Barry is chairman. The governing committee and the membership are 
indebted to Mr. Barry and other members of this committee for their tireless 
efforts devoted to these studies of the North America companies and Allstate 
Insurance Co. matters. 

The recommendations of the subcommittee on finance for assessment authori- 
zations were adopted by the governing committee at their last meeting in 1957, 
jn accordance With the report submitted by Mr. Patton earlier in this meeting. 

A scholarship program as recommended by the Eastern Underwriters Asso- 
ciation and concurred in by the subcommittee on salaries and personnel was 
adopted by the governing committee. Accordingly, NYFIRO will join the other 
rating bureaus in EUA territory participating in this program and it is expected 
that up to fifteen 4-year scholarships at he University of Maryland will be 
awarded to qualifying students, for enrollment in the fall of 1958. The cur- 
riculum is patterned after the one used at Illinois Institute of Technology and 
consists of a 4-year course in the College of Engineering, leading to a B.S. degree 
in fire protection. The general manager of this rating organization has been 
appointed a member of the scholarship committee to administer the program. 
Allocation of students to the participating rating organizations will be arranged 
in accordance with the pro rata contribution made by each and will include sum- 
mer employment of the student during the 4-year college period. Also, each 
student will be expected to work for the rating organization for a period of 
8 years after graduation. 

Improvements in the form of air conditioning and modern lighting in the 
premises occupied by the rating organization at 85 John Street were authorized 
by the committee. Your management is currently completing negotiations with 
contractors for commencement of the first stages of this work. 

In a decision of September 4, 1957, Superintendent Holz of the Insurance 
Department of the State of New York supported the contention of the rating 
organization that commercial property coverage is not a kind or class of insur- 
ance as those terms are used in section 181 of the insurance law, and held that 
insurers who are subscribers to the mercantile occupancy classes filed by the 
rating organization for fire and extended coverage are precluded from making 
independent filings merely for the purpose of writing a multiple peril policy. 
Following this decision the North America companies and the American Casualty 
Co. subscribers, asked the department for a formal hearing on this subject. 
Such a hearing was commenced by the insurance department and testimony was 
heard on January 21 and 22, 1958. The hearing is expected to be resumed and 
completed shortly. The rating organization has appeared at the hearing by 
management and counsel and was recognized by the department as an interven- 
ing party. 

A hearing in the matter of the Government Employee’s Insurance Co., a sub- 
scriber to the rating organization, concerning their application to the insurance 
department for a 25 percent deviation downward in dwelling class rates, was 
reported at the last annual meeting, on February 13, 1957. On February 20, 
1957, the insurance department approved a 20 percent deviation in lieu of the 
25 percent requested by the company. 

Your chairman is indebted to each member of the governing committee and 
to the subcommittees for their hard work and cooperation which made our 
deliberations so much easier. The willingness on the part of the member com- 
panies to approve of the time given to these important endeavors by their 
representatives is cited as evidence of their interest in the operation of the 
organization. We also gratefully acknowledge the splendid manner in which 
General Manager Smith and his staff have accomplished the responsibilities of 
the rating organization during the past year. 


W. L. Noten, Chairman. 


47932—60—pt. 6—-20 
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MEETING OF THE GOVERNING COMMITTEE OF THE NEW YorRK FIRE INSURANCE 
RATING ORGANIZATION, HELD FresRuARY 10, 1959, IN THE COMMITTEE Roox 
SEcoND Foor, 85 JOHN STREET, NEw YorK CIty F 


There were present : 
R. P. Crawford, vice chairman. 
W. W. Allen. 
J. M. Dillard. 
J. L. Dorris. 
M. W. Mays. 
P. W. Newman. 
KE. N. O’Beirne and C. P. Carlson. 
A. L. Polley. 
R. R. Wilde. 
I. E. Crouch (representing R. S. Garvie). 
E. McLoughlin (representing W. L. Nolen). 
F. M. Schmees (representing A. T. Chisholm). 
W. S. Schreiner (representing A. L. Ross). 
M. F. Wallace (representing M. W. Miller). 
K. O. Smith. 
P. B. Guenther. 
A. Kaplan. 
G. I. Gross. 
ORGANIZATION OF COMMITTEE 


Nominations were solicited for chairman of the governing committee for the 
ensuing year and Mr. P. W. Newman was nominated. A motion was made and 
seconded to close the nominations and Mr. Newman was unanimously elected 
chairman. 

Mr. W. W. Allen was then nominated and unanimously elected to serve as vice 
chairman for the ensuing year. 


APPOINTMENT OF SECRETARY AND TREASURER 


The committee, by formal action and in accordance with constitutional require 
ments, appointed Mr. K. O. Smith as secretary and treasurer for the ensuing 
year. 

RATING ORGANIZATION ADMINISTRATION 


“Resolved, That the resolutions adopted June 25, 1958, pertaining to signatures 
on the regular account, the special account, and the fire department tax account 
of this organization in the Hanover Bank be amended by adding ‘Assistant 
Manager Hayden’. 

“Resolved, That the resolutions adopted June 25, 1958, pertaining to signatures 
on the regular account and payroll account of this organization in the Marine 
Midland Trust Co. be amended by adding ‘Assistant Manager Hayden’.” 


LEGAL COUNSEL 


The committee was advised of the expiration of the contract for services of 
legal counsel and after a formal motion it was voted to instruct the management 
to make arrangements for the reemployment of counsel for the coming year on 
the same terms as prevailed during 1958. 


COMMITTEE MEMBERSHIP 


In accordance with constitutional requirements, the committee appointed 


Walter L. Falk to membership in the governing committee to fill the unexpired 
term of H. C. Pitot. 


BEEKMAN DOWNTOWN HOSPITAL 


A donation by the organization of $750 for the 1959 maintenance fund of 
the Beekman Downtown Hospital was authorized. 


INTERLINE INSURANCE FILING PROCEDURE 


By formal action the committee voted to adopt the interline insurance filing 
procedure as recommended by advisory organizations. 
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COMMERCIAL PROPERTY COVERAGE 


The committee heard a report of the status of the judicial appeal in the matter 
of commercial property coverage and after discussion instructed the chairman 
to appoint a committee of members of the governing committee to meet with 
management and representatives of advisory organizations and the interline 
rating bureaus for consultation. The status of the present NYFIRO filing was 
discussed and left within the purview of the subcommittee on rates, rules, and 


forms. 
APPLICATION FOR DEVIATION—VANGUARD INSURANCE CO. 


An application for a rate deviation from rates of NYFIRO for certain classes 
py the Vanguard Insurance Co. was reported to the committee and after discus- 
sion management was instructed to confer with the Insurance Department of 
the State of New York to voice opposition to the approval of this application, 
and not to waive the rights of the rating organization to a hearing pursuant to 
section 185 of the insurance law. 


INFORMATION—RECOMMENDATION OF PUBLIC RELATIONS COMMITTEE OF EASTERN 
UNDERWRITERS ASSOCIATION 


The recommendation of the Public Relations Committee of the Eastern Under- 
writers Association regarding treatment of press releases in connection with 
general rate revisions was submitted to the committee. In the discussion, it 
was noted that the rating organization used public relations counsel in connec- 
tion with the rate revision applicable at Albany, N.Y., in April 1958 and, further, 
that no general rate revision is currently under consideration in New York 
State. The committee therefore received the report as information and left it 
with management for reconsideration when applicable in the future. 

Meeting adjourned. 

K. O. Smita, Secretary. 


Approved. P. W. NEWMAN, Chairman. 


INTER-REGIONAL INSURANCE CONFERENCE, 
NEw York, N.Y., March 3, 1959. 
Re Inter-Regional meeting, the Plaza Hotel, March 10-11, 1959, panel on inter- 
line insurance filing procedure. 
Chairman Mays, Messrs. PERLET, SMITH, SORENSEN, TWAITS, WAYNE, 


GENTLEMEN: I enclose a tabulation of representative fire rating bureau in- 
quiries and suggested responses for the guidance of the panel as reviewed and 
revised and assigned at our session last Friday. 

It is anticipated that this panel presentation will follow immediately after a 
discussion by our committee on rate level adjustments starting at 10 a.m. on 
Wednesday, March 11. However, as previously explained it is possible that 
there may be time available in the afternoon on Tuesday, March 10, after the 
nuclear program, and accordingly we shall appreciate that all members of the 
panel be available from the luncheon period on through the afternoon of the 
first day. 

Yours very truly, 


JARL T. SORENSEN, Assistant Manager. 


INTER-REGIONAL INSURANCE CONFERENCE—PANEL MEETING—MARCH 10-11, 1959 
RECOM MENDED INTERLINE INSURANCE FILING PROCEDURE 


(Representative Fire Rating Bureau Inquiries and Suggested Responses) 
(Chairman Mays:) 
1. Paragraph 9.—(a) If the fire bureau is the filing organization and is 
licensed for all lines (fire, marine, and casualty), should it file all portions, of 
an interline insurance program for a company not affiliated with one or more 


of the participating organization, as the fire bureau may have done in the 
past ; and 
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(b) If the fire bureau is licensed for only fire and allied lines, can it legally 
file the casualty and marine portions for its members or subscribers not affiliateg 
with one or more of the participating organizations? 

Suggested response: Outline basic philosophy of the interline insurance filing 
procedure under paragraph 9 applicable to cooperative or joint filings on behajt 
of independent companies. Stress that, regardless of the licensing status of the 
fire bureau, it is the intent that it file only for the fire and allied lines portion, 
and then cooperatively file on behalf of the independent company when go 
authorized for the casualty and marine portions. 

(Mr. Wayne:) 

2. Paragraph 8.—It appears that it will be necessary for all participating rat. 
ing organizations to furnish the filing organization with a list of their members 
and subscribers and to keep the filing organization informed as to any changes 
in this list so that we may be in a position to know which participating organiza. 
tions, if any, should be consulted with regard to deviation waivers. 

Suggested response: We do not feel that it will be necessary for all participat. 
ing rating organizations to furnish the filing organization with a list of their 
members and subscribers and, in fact, such a procedure would be very unwieldy 
for the reason that in the case of some organizations this list varies materially 
at frequent intervals. However, in the event of deviation filings it would be 
anticipated that the filing organization would immediately advise all other eo- 
operating organizations and in such a situation if you will also let us know we 
will promptly inform Multi-Peril Insurance Conference. 

(Mr. Twaits:) 

3. Paragraph 8—It appears that it will be necessary for us to consult the 
National Bureau of Casualty Underwriters and the Inland Marine Insurance 
Bureau with regard to deviation waivers on deviations applicable to interline 
insurance filed by any of our members or subscribers who are also members 
or subscribers of either or both of the other organizations. Will this procedure 
also apply to members or subscribers of the Transportation Insurance Rating 
Bureau and the Mutual Insurance Rating Bureau? 

Suggested response: We concur that the filing organization should notify 
and consult with the National Bureau and IMIB with regard to deviation waivers 
on deviations applicable to interline insurance filed by any of your members 
or subscribers who are also members or subscribers of either or both of the 
other organizations. This procedure will also apply to members or subscribers of 
the Transportation Insurance Rating Bureau in the event that organization 
decides to become a participant in the program; however, as respects the home- 
owners program, TIRB as you may know, is making independent filings and 
therefore will not be a participant. 

(Mr. Perlet :) 

4. Paragraphs 5 and 8.—If, for example, two bureaus agree to a waiver and the 
third request a hearing, must all bureaus involved request a hearing or may the 
two not desiring a hearing address a waiver letter to the insurance department 
insofar as its particular jurisdiction is concerned? 

Suggested response: We would advise that all bureaus involved need not 
request a hearing; however, if one of the bureaus requests a hearing the other 
two which are involved may or may not choose to file waivers. If a hearing is 
requested it is suggested that all other participating bureaus involved be informed 
of that fact by the filing organization, and in any case Multi-Peril should be 
advised of deviation via word from the fire bureau direct to Inter-Regional. 

(Mr. Smith :) 

5. Paragraph 9.—If a company belongs only to the Inland Marine Insurance 
Bureau or to the National Bureau of Casualty Underwriters, or to both of these, 
but does not belong to the fire bureau, and the fire bureau is the filing organiza- 
tion, how does the company get the material filed in their behalf? 

Suggested response: Your inquiry in this case refers to a company member of 
the Inland Marine Insurance Bureau and/or the National Bureau of Casualty 
Underwriters but which is not a member of the fire bureau and you inquire 
how such company obtains the material filed on its behalf. It is anticipated that 
in such instances the fire bureau will make a cooperative filing on behalf of 
such company and will place that company 'on the mailing list to receive the 
necessary material at whatever nominal charge seems proper to the bureau. 
But this will require specific request for material from the company inyolved, 
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the filing in their behalf is automatically based on letters filed by IMI and NB. 
Fire bureau would not know it had been accomplished. 
(Mr. Sorensen :) 

6. Paragraph 9.—I understand that it will be necessary for a company to be a 
member or subscriber of at least two of the organizations involved, that is, a 
member or subscriber of the filing organization and at least one of the partici- 

ting organizations, before the provisions of paragraph 9 could be applied. 

Suggested response : It is not necessary, under the recommended procedure, for 
a company to be a member or subscriber of at least two of the organizations 
involved ; providing the contemplated filing is standard in all respects it is only 
necessary that the company be a member of any one of the participating bureaus, 
and this need not be the filing organization. 

(Mr. Perlet:) 

7. There is some doubt in our minds that the fire bureau could legally delegate 
the authority given it by its members and subscribers to another organization 
of any kind—even though the insurance department might be in favor of such a 
program. ; : 

Suggested response: We have not considered the proposal as involving any 
delegation of your authority. In the event you are not designated as the filing 
organization one of the other bureaus would be operating as your agent and you 
would retain full responsibility for the fire and allied lines portion of the 
coverage under the cooperative filing made by that agent. 

(Mr. Perlet :) 

8. (a) “What organizations will participate or cooperate with the fire bureau 
in the filing procedure?’ We hope that in addition to NBCU and IMIB, both 
MIRB and TIRB will participate. 

(b) “Who determines or designates the ‘filing organization’?’ Cooperation. 

(ec) “Who will assemble the filing material and recommend to the ‘filing organ- 
ization’?” MPIC? 

(Mr. Twaits:) 

9. (a) “Should duplicate copies of the ‘filing authorization’ letter from each 
of the participating organizations accompany the recommended filing sent to the 
‘filing organization’?’”’ Yes; one kept plus one sent with filing to insurance depart- 
ment. 

(b) “Will each participating organization wish a copy of the approved filing 
for completion of their records? If so, this must be taken into consideration in 
determining the number of copies of the filing to be furnished the ‘filing organi- 
zation’. If the participating organizations do not need a copy of approved 
filing, what evidence of approval will they want from the ‘filing organization’, 
ie., a letter only?” Expect only reference to approval letter from insurance 
department. 

(Mr. Wayne:) 

10. “The requirement that the ‘filing organization’ will furnish each of the 
participating organizations copy of any deviation filings will add considerable 
detail to the ‘filing organization’. Some of these filings are voluminous and 
accompanied by exhibits. There may be reproduction problems. Is there any 
other solution to this problem ?”’ 

Suggested response: It is suggested that in most instances a brief synopsis 
only of the “meat” of the deviation (i.e., an overall percentage deviation) would 
be adequate; only if a hearing seems called for would more complete details of 
the deviation be called for by the participating organization. 

11. Fire bureau detailed questions from the floor—procedural queries to be 
answered in the main by Messrs. Smith and Sorensen. 


MINUTES OF THE MEETING OF THE SUBCOMMITTEE ON RATES, RULES AND ForMs 
HELD MARCH 23, 1959, IN THE EXECUTIVE COMMITTEE ROOM OF THE NATIONAL 
BoarD OF FIRE UNDERWRITERS ON THE 12TH Foor, 85 JoHN Street, NEw 
York City 


There were present : 
Acting Chairman Lewis, Messrs. Carlon, Knox, Magrath, Nunn (for 
Polley), Sherwood. 
Messers. Blowers, Bucksar, Freeman, Hayden, Kennedy, Knapp, Vought 
and Smith. 
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FIRE INSURANCE RATES, NEW YORK CITY 


The committee heard a report of a meeting held March 6 in Superintendent 
Thatcher’s office and attended by Messrs. Lewis Vincent, representing Nationa) 
Board of Fire Underwriters, E. C. Niver, representing New York Board of Fire 
Underwriters, and K. O. Smith, representing NYFIRO. The industry repre 
sentatives at the request of Mr. Thacher, expressed their opinion of the report 
by the city of New York entitled “Building Violations and the Reduction of 
Insurance Premiums.” At the conclusion of the meeting in Mr. Thacher’s office, 
NYFIRO was asked to give the insurance department a written opinion of the city 
of New York report. After discussion, the committee asked management to 
draft a reply to Superintendent Thacher and submit it to this committee before 
presentation to the superintendent. 


HOMEOWNERS POLICY PROGRAM 


The homeowners policy program as recommended by Multi-Peril Insurance 
Conference was placed before the committee for consideration. After discussion, 
management was authorized to perfect any matters unresolved in discussions 
with Multi-Peril Insurance Conference and then proceed to submit the program 
to the State of New York Insurance Department in behalf of all member and 
subscriber companies as an interline filing. 


LONG ISLAND FARMS 


A letter from a member company concerning rates, rules, and forms for Long 
Island farms was read to the committee. The committee referred the matter 
to the staff, and with the suggestion that present available rate treatment be 
ealled to the attention of the member company. The committee also requested 
the staff to explore the possibility of increased credits for coinsurance for prop- 
erty in protected territory and coinsurance credits for unprotected farm property, 


NEW YORK BOARD OF FIRE UNDERWRITERS INSPECTIONS OF FIRE ALARM EQUIPMENT 


A letter from the New York Board of Fire Underwriters dated March 9, asking 
that the rating organization make inspections of fire alarm equipment in specif. 
ically rated risks for rating purposes, was read to the committee. The rating 
organization has been making these inspections throughout the entire State with 
the exception of New York City and suburban divisions. The committee author. 
ized management to arrange with the New York Board of Fire Underwriters for 
the transfer of this inspection work involving fire-alarm equipment in New York 
City and suburban division territory to NYFIRO. 


NUCLEAR CLAUSE FOR ATTACHMENT TO FIRE POLICIES 


The committee voted to confirm the telephone vote of November 19, to author- 
ize management to file the nuclear clause as recommended by advisory organi- 
zations. 


NUCLEAR EXCLUSION ENDORSEMENT; OFFICE CONTENTS SPECIAL FORM 


The committee voted to confirm the mail ballot of January 2, 1959, which 
authorized the filing of the nuclear exclusion endorsement for the office contents 
special form as recommended by advisory organizations. 


BUSINESS INTERRUPTION GROSS EARNINGS FORM NO. 4 


The committee voted to confirm the mail ballot of January 19, 1959, which 
authorized management to file editorial changes in Business Interruption Gross 
Earnings Form No. 4 and the worksheet. The committee also authorized man- 
agement to file similar revision as recommended by advisory organizations in the 
combined manufacturing and mercantile endorsement (section 5(h)) and in the 
Contingent Business Interruption Forms Nos. 8 and 9 (sections 4(e) and 
10(a)). 
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DEFERRED PREMIUM PAYMENT PLAN 


The committee voted to confirm the mail ballot of January 2, 1959, which 
authorized the filing of the deferred premium payment plan as recommended by 
the Eastern Underwriters Association. 


DEFERRED PREMIUM PAYMENT PLAN 


The committee also voted to authorize the filing of a revision of section 11 and 
paragraph (a) of section 12 of the deferred premium payment plan as modified 
py the Eastern Underwriters Association, these changes being principally for 
darification. 

DEFERRED PREMIUM PAYMENT ENDORSEMENT 


The following revision in the deferred premium payment endorsement, as 
recommended by advisory organizations was considered and the committee 
yoted to authorize its filing: 

“Default in making any payment shall be construed as a request of the insured 
to cancel this policy, in which case this company shall, upon demand and surren- 
der of this policy, or after notice of cancellation in accordance with the policy 
conditions, comply with the said request.” 


DEFERRED PREMIUM PAYMENT PLAN 


The committee authorized management to adopt the general endorsement 
meorporating therein the deferred premium payment adjustment endorsement, 
as recommended by the Eastern Underwriters Association. 


INSTALLMENT PREMIUM ADJUSTMENT ENDORSEMENT 


The suggested changes by a member company to the installment premium 
adjustment endorsement were considered favorably by the committee but in view 
that a filing has been made for the deferred premium payment plan, no action 
was taken to revise the present installment plan endorsement. 


CONSOLIDATION OF FORMS, CLAUSES, AND ENDORSEMENTS 


After consideration of the advisory organizations’ recommendations for con- 
solidating of a number of forms used for policy writing, the committee authorized 
the management to participate in this study with the Eastern Underwriters Asso- 
ciation. The committee asked the management to request the Eastern Under- 
writers Association to consider the need for a 100-foot distance limitation for 
application to the extension of coverage to personal property in the open. It 
was also voted to add the following words to the clause for extension of cover- 
age and personal property : 

“Or temporarily located on other floors of or in transit within the described 
building.” 

CASUALTY ENDORSEMENTS 


The advisory organization recommendation for the deletion of the rules from 
the NYFIRO manual for the attachment of casualty endorsements to a fire 
policy was adopted by the committee, subject to discussion by management with 
Multi-Peril Insurance Conference concerning those sections of the casualty 
endorsements comprising a part of the homeowners program. 


DWELLING PROPERTY ; DWELLING FORM NO. 859P-—-U 


The committee voted to adopt the advisory organization recommendation for 
substitution of the word “commercial” for the word “mercantile” wherever 
appearing in the exclusion clause in the form. 


STANDARD DWELLING FORM; $50 LIGHTNING DEDUCTIBLE APPLICABLE TO ELECTRICAL 
APPARATUS 


The following mandatory clause applicable to electrical apparatus in dwellings 
covered under the standard dwelling form was adopted for filing by the com- 
mittee : 
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“MANDATORY ENDORSEMENT 


“Fifty-dollar lightning deductible—electrical apparatus (for use only with the 
dwelling and contents form). 

“With respect only to electrical appliances, devices, fixtures, and wiring coy. 
ered under this policy and only as to loss caused by lightning, this company 
shall be liable only when such loss exceeds $50 in any one occurrence and then 
only for its proportion of such excess.” 


DWELLING BROAD AND SPECIAL FORMS NOS. 849 AND 850 


The committee authorized the deletion of section 8 from the rules for the 
Dwelling Broad and Special Forms Nos. 849 and 850 which read as follows: 
“Installment premium endorsement may be attached subject to general Tule 
No. 624A.” 
NEW YORK CITY EXAMINATION PROCEDURE 


A new procedure for the handling of criticisms at the time of examination by 
the New York City division was approved by the committee, with the under. 
standing that arrangements will be made to use a copy of the criticism insteag 
of a cover letter for attachment to the clearing endorsement. 


UNIFORM SCHEDULE FOR RATING MOTION PICTURE THEATERS 


The committee heard a request by a member company for a revision to the 
uniform schedule for rating motion picture theaters, the effect of which would 
be a reduction in rates. After review of the fire loss experience for class 083 
(theaters and auditoriums) for 1953-57, the committee voted to take no action 
but asked management to keep the suggestion before them for consideration at 
some future date. 


UNIFORM SCHEDULE FOR RATING OUTDOOR SPORTS CLUBS 


The uniform schedule for rating of outdoor sports clubs is now filed in behalf 
of member and subscriber companies for application throughout the State of 
New York outside of the city of New York. The schedule was previously filed 
for use also in that portion of suburban division within New York City until 
inadvertently withdrawn on April 7, 1953. The committee authorized the re. 
filing of the schedule for application to that portion of suburban division situated 
in New York City. 


RESTAURANTS AND BARS—UNIFORM PROTECTED MERCANTILE SCHEDULE 


After hearing a request from the central conference committee of the field 
clubs, the committee voted to authorize making the contents ef restaurants and 
bars rated under the protected mercantile schedule subject to class C contents 
rates. 


REPLACEMENT COST INSURANCE 


The committee heard a report of the rejection by the State of New York in- 
surance department of the filing authorized by the committee for the require- 
ment of a minimum of 100 percent coinsurance for replacement cost insurance. 
After discussion, the committee authorized filing of the following editorial 
changes in the rules for replacement cost insurance: 

“1(C). For complete replacement cost protection coverage should be based on 
100 percent of the replacement cost of the property covered and credit for 10 
percent coinsurance may be allowed as provided by. the general rules. The 
minimum coinsurance requirement is 80 percent of the replacement cost of the 
property covered at the 80 percent coinsurance rate except that blanket insurance 
requires a minimum of 90 pereent coinsurance. 


ADDITIONS, ALTERATIONS AND REPAIRS CLAUSES, NEW YORK CITY DIVISION RULE NO. 14 


After discussion, the committee voted to make the blanket form of alterations 
and repairs clause available to sprinklered risks in New York City division 
territory. 
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FIRE LOSS EXPERIENCE 


The chairman appointed a subcommittee consisting of Messrs. Knox, Sherwood 
and Mays, chairman, to review the most recent fire loss experience. 


BUSINESS INTERRUPTION INSURANCE 


The committee considered the application of section 1(b) of business inter- 
ruption rule No. 86 applicable to restaurants and bars in hotels or country clubs 
or other similar examples of business interruption insurance written on a portion 
of an insured’s business. After discussion, the committee asked management to 
request a study of the subject by the Eastern Underwriters Association and the 
time element committee of interregional insurance conference for clarification. 

Meeting adjourned. 

K. O. Smiru, General Manager. 


MINUTES OF THE MEETING OF THE SUBCOMMITTEE ON RATEs, RULES AND ForMS 
Hewtp Fesruary 19, 1959, 11 A.M., IN THE COMMITTEE Room, 85 JoHN STREET, 
New York CITY 


There were present : 
Messrs: Carlson, Knox, Woldt (for Lewis), Lock, Magrath, McKay (for 
Mays), Nunn (for Polley), Van Brunt (for Sherwood). 
Messrs.: Smith, Knapp, Bucksar, Freeman, Hayden, and Kennedy. 
In the absence of chairman Allen, Mr. C. P. Carlson was asked to serve 
as meeting chairman. 


FIRE INSURANCE RATES—NEW YORE CITY 


A report by the city of New York entitled “Building violations and the reduc- 
tion of insurance premiums” was reviewed by the committee at the request of 
superintendent of insurance Thacher. After study and discussion the committee 
asked the management to confer with Mr. Thacher and to inform him that it 
was the committee’s opinion that the public could not afford the program sug- 
gested by this report of the city of New York. 

Meeting adjourned. 

K. O. SmiruH, General Manager. 


MINUTES OF THE MEETING OF THE SUBCOMMITTEE ON Rates, RULES AND ForRMS 
Hetp NovEMBER 18, 1958, 11 A.M., IN THE COMMITTEE Room, 85 JoHN STREET, 
New York City 


There were present : 
Chairman Allen, Messrs.: Call (for Sherwood), Carlson, Dukes (for 
Knox), Lewis, Lock, Magrath, Mays, Olsen (for Polley). 
Messrs.: Blowers, Bucksar, Hayden, Kennedy, Knapp, Skurka, Smith and 
Boyd. 
Messrs.: Gross and Ploucquet. 


LONG ISLAND FARMS 


Messrs. Avery and Wyatt appeared to discuss rates for farms on Long Island. 

The committee referred the subject to staff to discuss with technicians of the 
member companies making the appeal and requested staff to report to the com- 
mittee the results of the discussion. 


NUCLEAR CLAUSE (FIRE) 


After discussion, the committee suggested the clause attached to inland 
marine policies which includes coverage against the peril of fire referred to inter- 
regional insurance conference for study. 
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NUCLEAR EXCLUSION CLAUSES 


After discussion, the committee voted to adopt for filing mandatory nuclear 
exclusion clauses as recommended by advisory organizations, for the following 
coverages : 

Extended coverage endorsement. 

Vandalism and malicious mischief. 

Dwelling building (s) and contents broad form. 
Dwelling building(s) special form, 

Multiple location forms 1, 2, and 5. 

Reporting form A. 

Highly protected risk policies. 

Comprehensive dwelling policy. 

Sprinkler leakage policy. 

Sprinkler leakage supplemental contracts. 
Water damage policies. 

Earthquake and volcanic eruption policies. 
Earthquake endorsement—dwelling property only. 
Windstorm and hail policy. 

Optional peril policy. 

Inherent explosion clause. 

Smoke damage endorsement. 


RADIOACTIVE CONTAMINATION ASSUMPTION ENDORSEMENTS ‘‘A” AND “B’’, RULES AND 
RATING PLAN 


The committee voted to approve for filing the endorsements, rules and rating 
plan as recommended by advisory organizations. 


BUSINESS INTERRUPTION INSURANCE 


Off-premises power and communications clause; agreed amount endorsement; 
premium adjustment endorsement; combined worksheet. 

After discussion, the committee approved for filing several recommended edi- 
torial revisions as recommended by the Eastern Underwriters Association. 


RENT INSURANCE 


The committee voted to adopt for filing the following revised section 5: 
“Rental value premium adjustment form may be used for leases based on a 
percentage of tenants income and may apply to any portion of a building when 
policy affirmatvely describes the portion of the building covered and the required 
endorsement is attached.” 
TUITION FEES INSURANCE 


After discussion, the committee voted to adopt for filing the following revised 
note under section 1: 

“If it is contemplated that a loss may involve more than the tuition fees re- 
ceivable during one school year, the amount of insurance should be increased as 
required to provide for such possible additional loss.” 


IMPROVEMENTS AND BETTERMENTS 


The committee voted to take no action. 


OFFICES IN DWELLINGS 


The committee referred this subject to the Eastern Underwriters Association 
for further study. 
ADDITIONS ALTERATIONS AND REPAIRS 


The committee referred this subject to a small subcommittee with power to 
develop the revised rule and clause as outlined by the committee. 


SUBROGATION 


The committee voted to approve for filing the following permissive clause 
which may be attached to the standard form: 

“Notice is hereby accepted that the insured has agreed in writing prior to a 
loss, to waive any or all of its rights of recovery from 
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NEW YORK CITY GENERAL CLASS RATES 


The committee voted to adopt for filing the following revised occupancy grades 
for retail druggists: 
General class rates, list of occupancy classes—page 18: 
Druggists, retail (056) without restaurant or lunch counter and so 


apecified in the policy... 4.202 nn teins teeen ass 3 
Druggists, retail (056) except as above______-__-__.-_----_-____--___ 4 


CONGESTED DWELLING AREA, MIDLAND BEACH, STATEN ISLAND 


After discussion, the committee voted to take no action. 


TRAILER HOMES 


After discussion, this subject was referred to the Easteru Underwriters As- 


sociation for study. 
REPLACEMENT COST INSURANCE 


The committee voted to adopt for filing, rule and form changes as recommended 
by Eastern Underwriters Association. 


INCREASED COST OF CONSTRUCTION INSURANCE—EXCESS OF REPLACEMENT COST 


The committee voted to adopt for filing the rule and form recommended by 
the Eastern Underwriters Association. 


COMMERCIAL PROPERTY COVERAGE 


In a discussion of this matter the committee expressed their alarm over the 
serious loss experience for this coverage as reported for other metroplitan areas. 
Management was instructed to return the proposed rating treatment to MPIC 
for further study and for exploration of an alternative to the proposed rating 


procedure. 
STANDARD DWELLING FORM NO. 859 P AND U 


The committee voted to adopt for filing the following revision to the form: 
“A building in process of construction shall not be deemed vacant.” 


VENDING MACHINES 


The committee voted to adopt for filing the following addition to the minimum 
rate tables for upstate and suburban territories: 


Protected Unprotected 


Tariff Brick Frame Brick Frame 


Vending machines, in the open: 
ei Walic hence daca eeae 1G) 2.26) 9 h-.25.).52..) .) 6 eee 
Pees (061)... ccc ssivie ce. hh oe eee TOOe fos. os onda .70 Be awn 1. 30 1. 30 


Note.—Vending machines contained in buildings are subject to appropriate contents rates thereof. 


FIRE DIVISION 


The committee adopted for filing the following addition to the New York City 
and upstate schedules: 
“A fire division is defined as a building structure eligible to separate specific 
rating.” 
SPOILED POLICIES 


The committee approved the suggestion of the Eastern Agents Conference and 
the Eastern Underwriters Association that a letter of advices be sent to all 
agents outlining the proper procedure for handling spoiled policies. 
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STAMPING AND EXAMINING PRACTICES—-NEW YORK CITY DIVISION 


The committee approved the new plan for handling allied lines policies and 
all writing offices will be notified. 


RATE CARD FILING—NEW YORK CITY DIVISION 


After discussion, the committee approved the revised boundaries of filing dis. 
tricts and charges for rate card service as outlined by the staff. 


AUTOMATIC REINSTATEMENT OF LOSSES 


The committee voted to take no action. 


EXTENDED COVERAGE ENDORSEMENT—BUILDERS RISKS 


The committee approved for filing the following new section (a-1) of the rule: 
Specifically rated fire-resistive buildings in course of construction by grade 
of occupancy: ECE, H; V & MM, 1. 
Meeting adjourned. 
T. M. Boxp, Assistant General Manager, 


MINUTES OF THE MEETING OF THE SUBCOMMITTEE ON RATES, RULES AND Fors 
HELD SEPTEMBER 12, 1958 11 A.M., IN THE COMMITTEE Room, 85 JoHN Street, 
NEw YorK City 


There were present: Chairman Allen, Messrs. Beneke for Lock, Carlson, Dukes 
for Knox, Kurbyweit and Sheldon for Mays, Lewis, Polley, Sherwood, Tucker 
for Magrath. 

Messrs. Betts, Bucksar, Guether, Knapp, Smith and Boyd. 


NUCLEAR CLAUSES AND RADIOACTIVE CONTAMINATION ASSUMPTION ENDORSEMENTS 
A AND B 


The subject was discussed by the committee and held over until a future 
meeting. 
EXTENDED COVERAGE ENDORSEMENT NOS. 4 AND 4A 


The committee voted to adopt for filing endorsements as recommended by 
Eastern Underwriters Association with the exception of deleting the loss 
deductible clause. (Note: Eastern Underwriters Association recommendation 
provides mandatory deductible; New York State provides optional deductible.) 


EXTENDED COVERAGE ENDORSEMENT—LOSS ASSUMPTION ENDORSEMENT 412-T 


The committee voted to adopt for filing the following revised endorsement: 


“LOSS ASSUMPTION ENDORSEMENT 


“(Radio and Television Antennas, Lead-in Wiring, Masts and Towers, Signs, 
Awnings, Metal Smokestacks) 


“(For use only with extended coverage endorsement ) 


“In consideration of $__---- additional premium, the insured may apply up to 
ein on radio or television antennas and aerials including their lead-in 
wiring, masts and towers, 
Dieta on signs, 
Decca on awnings, 
iii on metal smokestacks, 
of the amount specified for item No. — to cover direct loss by windstorm and 


hail, subject to all other provisions of the policy and endorsements attached 
thereto including the $50 loss deductible clause if applicable to said item, except 
that the apportionment clause of the extended coverage endorsement shall not 
apply. , 

“This endorsement applies only to those items for which an amount 1s 
inserted above and for not exceeding said amount.” 
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DWELLING BUILDING(S) AND CONTENTS BROAD FORM NO. 849 


The committee voted to authorize filing of the revised dwelling building(s) 
and contents broad form as recommended by the Eastern Underwriters Associa- 
tion and revised for use in New York State. 


DWELLING BUILDING(S) SPECIAL FORM NO. 850 


After discussion, the committee voted to adopt for filing the revised dwelling 
puilding(s) Special Form as recommended by the Eastern Underwriters As- 
sociation and revised for use in New York State. 


MULTIPLE LOCATION RATING PLAN, RULES AND FORMS AND REPORTING FORM A 


The committee voted to adopt for filing recommendations of advisory organi- 
zations known as ML56 and A34. 


TIME ELEMENT SECTION—-RATES, RULES AND FORMS 


After discussion, the committee voted to adopt for filing the time element 
section as recommended by the Eastern Underwriters Association with the 
following revisions: (Nore.—Whenever BE.U.A. rules refer to rate level(s), 
term “level (s)’’ will be deleted.) 

“1, Business interruption insurance including off-premises power, water sup- 
ply and communications: 

“(a) Delete the word ‘building’ appearing in section 5(a). 

“(b) Insert caption ‘Rate applying outside New York City division’ at 
5(c). 

Cle Add new section following 5(c) reading: ‘(d) Rates applying in 
New York City division: Use the assigned percentage of the insured’s high- 
est contents rate as set forth below for the percentage of contribution 
specified in the form.’ 


Mercantile or nonmanufacturing form No. 3 


Percent of 
insured’s 
Contribution clause Percent highest 
contents 
rate 


is iiaeeiiiiiadaita saipiiatanenaainbiad 


50 60 
60 55 





22 
RE 


Manufacturing form No. 4 





Percent of 
insured’s 
Contribution clause Percent highest 
contents 
rate 





“Note.—The expression ‘insured’s highest contents rate’ requires the use of the highest of several different 
floor rates published for the insured, but not the use of a special or eccentricrate, as, for instance, for negatives 
and/or films, or contents of fire-resistive safes, or for florists, bird and pet animal stores, architects’ plans and 


specifications.” 


“(d) Insert caption ‘Rates applying outside New York City Division’ im- 
— preceding rates shown for payroll exclusion endorsement section 
(d). 
“(e) Add new section following 5(d) reading ‘In New York City Division: 
“Form No. 3: Use 57 percent of the insured’s highest contents rate in- 
stead of 45 percent set forth for 80 percent contribution clause rate. 
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“*Form No. 4: Use 57 percent of the insured’s highest contents rate in- 
stead of 52 percent set forth for 80 percent contribution clause rate.’ 
“(f) Insert caption ‘Outside New York City Division,’ immediately preceg. 
ing rates shown for ordinary payroll-limited coverage endorsement section 5(e) 
“(g) Add new section following 5(e) reading ‘In New York City Division: 
With either mercantile or nonmanufacturing form No. 3 or manufacturing form 
No. 4.’ 


Limit: 
90 days’ use..-_-....-~.-~~.~-4-5--.~------- 2-2 163 
50 GRY UNG... eh ed Lee 1 
TU FO a cea i ars Ik tpi ee in cece 159 
TED GRU WC nh nnn ce new enna ene nee sewwwe ence 157 


1 Percent of insured’s highest contents rate. 


“(h) Delete the word ‘building’ section 5(g). 

“2. Extra expense insurance: 

“(a) Revise section 11(a) to read: ‘(a) The rate for extra expense insurance 
shall be computed in the following manner.’ 

“(b) Delete section 11(b). 

“(e) Reletter sections 11 (c) and (d) to (b) and (c). 

“(d) Revise new section (b) to read: ‘In applying the foregoing method to 
the units of a single plant on the same premises, compute an average of 
percent coinsurance building rate (before application of the table of factors) 
by multiplying the total floor area of each fire division by its 80 percent ¢o- 
insurance building rate and dividing the sum of these results by the total floor 
area of all such divisions. All buildings shall be included in the average rate 
computation.’ 

“(e) Add following new section 11(b): ‘Nore.—All average rates must be 
specifically promulgated by this rating organization.’ 

“3. Tuition fees insurance: ‘(a) Revise section 4 to read: “4. Average rates 
for blanket insurance covering two or more fire divisions shall be published by 
the rating organization according to the method used for business interruption 
insurance.” ’ 

“4. Leasehold interest insurance: 

“(a) Relocate note shown under section 3(b) to follow section 2(d). 

“(b) Revise last sentence of section 10 to read: ‘If cancellation is by in- 
sured, retain short rate or 40 percent of $733.10 or $293.24 and deduct that 
amount from the original premium of $636.52 and return to insured, $343.28, 

“5. Rent insurance: 

“(a) Add new paragraph under section 2 to read: 

“*(e) Rent policies covering premises rented under lease or other instrument 
which provides for increase in rents, may have the following clause endorsed 
thereon at pro rata rate: 

“ “The described premises having been leased for a term of years on an increas- 
ing scale of rent, in consideration of a total additional premium of $_______- 
this policy is increased in the following amounts from the following dates to 
expiration, and liability is to be computed on the basis of rental values dur- 
ing the period of untentantability irrespective of the date of the fire: $ 


TG ee to expiration—additional premium ~~ ______ Stats from sss 
to expiration—additional premium ~----_~- isistectea saan FOUN saisiceiiscsceiols to expira- 
tion—additional premium .-_~--~~_-. : 


‘(d’ The following clauses may be added to rent form No. 1: 

‘It is a condition of this policy that rental value includes ground rents, accrued 
charges, real estate taxes and interest. 

‘It is a condition of this policy that rental value also includes income from 
sale of steam, electricity, gas or water, at meter rates as of the time of damage 
or destruction.’ 

“(b) Delete last sentence of section 5. 

“(c) Revise section 6 to read: 

‘The following clause may be added to rent forms covering buildings in course 
of construction in which case the rate shall be 55 percent of that percentage 
of the applicable building in course of construction rate which is specified in 
paragraph 7 of this rule for the rent form to which this clause is attached.’ 

“(d) Revise section 8(b—-1) to read: ‘(1) When a blanket property damage 
rate has been promulgated on the same buildings it may be used as the basis for 
blanket rent insurance, or.’ 
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“(i) Add to section 7(d) ‘_----- , Oil terminals and oil distributing stations.’ 
“(j) Delete portion of paragraphs section 7(f) reading ‘occupied by the in- 
red by the total floor area of such division and dividing the sum of these 
results by the total floor area of all such divisions” and substitute “by the total 
floor area of such division occupied by the insured and dividing the sum of 
these results by the total floor area occupied by the insured in all such divisions.’ 

“(k) Delete portion of paragraph section 7(g) reading ‘occupied by the in- 
sured by the total floor area of such division and dividing the sum of these 
results by the total floor area of all process divisions occupied by the insured’ 
and substitute ‘by the total floor area of such division occupied by the insured 
and dividing the sum of these results by the total floor area occupied by the 
insured in all such divisions.” 

“(1) Revise at section 7(h) to read “The above provisions do not apply to 
public utility gas plants, electric or traction property, oil terminals and oil dis- 
tributing stations. For such risks the average property damage rate on the 
operating buildings and equipment (including gas holders and oil tanks) shall 
pe used as the basis for calculating the business interruption rate except as 
otherwise specifically provided.’ 

“(m) Change reference in note section 9(4) to read: ‘(a) section (2).’ 

“(n) Delete section 13. 

“(o) Revise section 19(b) to read: ‘Electrical apparatus clause: Public 
utility properties: Policies covering public service light, power and traction 
properties shall substitute electrical apparatus clause ($200 deductible) for the 
clause in the standard business interruption forms.’ 

“(p) Insert caption a at section 20-3 reading: ‘Outside New York City Divi- 
sion.’ 

“(q) Add following section 20-3: 

‘In New York City Division: Rate shall be 6624 percent of the insured’s high- 
est contents rate but in no event less than the building rate.’ 

“(r) Add new paragraph section 20-5: 

‘5, Earnings insurance may be written only under standard earnings insurance 
form.’” 

PLASTIC GREENHOUSES 


After discussion, the committee voted to adopt for filing the following rate 
loadings for fire and extended coverage for green house properties using plastic 
in place of glass: 

“(a) Fire-commercial frame greenhouse rate plus 10 cents. 

“(b) ECE— 

“1, Plastic 10 mil minimum thickness and with bar spacing of 21 inches or 
less or with chicken wire under the plastic add 25 cents to appropriate 
extended coverage rate. 

“2. Plastic, not qualifying under 1, add 50 cents to appropriate extended 

coverage rate.” 


INSPECTION FREQUENCY, NEW YORK CITY DIVISION 


The suggestion by the New York Board of Fire Underwriters for the inspection 
of property within a specific area of the New York City division territory was 
discussed, and after thoroughly studying the various aspects of the request the 
committee authorized the management of the rating organization to make in- 
spections at an accelerated frequency whenever conditions in any area within 
the city of Greater New York requires such attention based upon the judgment 
of management. 

COMMERCIAL PROPERTY COVERAGE 


The committee voted to refer the matter of the decision regarding commercial 
property coverage filings, made on August 6, 1958, by First Deputy Superin- 
tendent Lamanda of the insurance department of the State of New York, to the 
governing committee, with the recommendation that Chairman Garvie refer the 
subject to the subcommittee of the laws committee of the National Board of Fire 
Underwriters “To study multiple line problems,” in connection with the study 
it is now making and for such data and information that such subcommittee may 


give to the governing committee. Mr. Tucker asked to be recorded as not 
voting. 
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SUBROGATION 


After discussion of the proposed revision the committee voted to take no 
action. Mr. Carlson asked to be recorded as not voting. 


EXTENDED COVERAGE ENDORSEMENT—RATING PLAN FOR SUPERIOR RISKS 


The committee voted to adopt for filing the following revised loss deductible 
clause: 

“(Applicable to extended coverage endorsement; vandalism and malicious 
mischief endorsement; and sprinkler leakage supplemental contract.) Logs to 
the extent of $250 to each building or structure including contents therein or 
to personal property in the open covered hereunder, is not recoverable and 
company is liable for loss only in excess thereof (or if there be other insurance, 
for its pro rata share in excess of $250). If two or more buildings or struct 
including contents therein, or personal property in the open be covered hereunder 
this condition shall apply to each separately as covered hereunder.” , 


REPLACEMENT COST INSURANCE 
The committee voted to table this subject until the next meeting. 
INCREASED COST OF CONSTRUCTION INSURANCE (EXCESS OF REPLACEMENT Cost) 
The committee voted to table this subject until the next meting. 
NEW YORK STATE SCHEDULE FOR RATING PIER AND WHARF STRUCTURES 
The committee voted to adopt for filing the revised pier and wharf schedule as 
submitted by the staff. 


LANDLORD’S FURNISHINGS CLAUSE 


The committee referred this subject to the Eastern Underwriters Association 
for further study. 


CLASSIFIED MERCHANDISE LIST PERMITTED IN OB EXCLUDED FROM APPROVED PUBLIC 
WAREHOUSES 


After discussion, the committee voted to adopt for filing the revised list as 
submitted by the staff. 


COMPREHENSIVE DWELLING POLICY—WATER EXCLUSION ENDORSEMENT 
The committee voted to adopt for filing the following endorsement : 


“‘WATER EXCLUSION ENDORSEMENT 


“Attached to and forming part of Policy Number ~----~------~__-- issued to 

siccateicieapiacabed elias cantina tect aaah on BEE  prareG mses sacl -erareie ati ia oraes heb oop neko 
(Name of company) 

agency located (city and State) ......._...-._......-... Date..........523ee 


“Notwithstanding anything contained in the policy or form to which this 
endorsement is attached this policy does not insure against loss caused by 
resulting from, contributed to or or aggravated by any of the following: 

“(a) Flood, surface water, waves, tidal water or tidal wave, overflow of 
streams or other bodies of water, or spray from any of the foregoing, all whether 
driven by wind or not; 

“(b) Water which backs up through sewers or drains; 

“(ce) Water below the surface of the ground including that which exerts pres- 
sure on or flows, seeps, or leaks through sidewalks, driveways, foundations, walls, 
basement, or other floors, or through doors, windows, or any other openings in 
such sidewalks, driveways, foundations, walls, or floors ; 


unless loss by fire or explosion ensues, and this company shall then be liable only 
for such ensuing loss. This exclusion shall not apply to loss arising from theft. 


, Agent.” 
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OFFICE CONTENTS SPECIAL FORM—FLOOD AND WATER DAMAGE EXCLUSION ENDORSEMENT 
The committee voted to adopt for filing the following endorsement : 
“OFFICE CONTENTS SPECIAL FORM 


“FLOOD AND WATER DAMAGE EXCLUSION ENDORSEMENT 


by -----------------------25----->-------~---------------------- 


“This policy does not insure against loss caused by, resulting from, contributed 
to or aggravated by any of the following: 

“1, Flood, surface water, waves, tidal water, or tidal wave, overflow of streams 
or other bodies of water, or spray from any of the foregoing, all whether driven 
by wind or not ; 

“2 Water which backs up through sewers or drains; 

“2 Water below the surface of the ground including that which exerts pres- 
sure on or flows, seeps, or leaks through sidewalks, driveways, foundations, walls, 
pasement, or other floors, or through doors, windows, or any other openings in 
such sidewalks, driveways, foundations, walls, or floors ; 


unless loss by fire or explosion ensues, and this company shall then be liable 
only for such ensuing loss ; but these exclusions shall not apply to propery in due 
course of transit while in the custody of carriers for hire. 

“Section IV B-1 and 2 of the office contents special form are herebv deleted.” 


COMMERIAL PROPERTY COVERAGE, FLOOD AND WATER DAMAGE EXCLUSION ENDORSEMENT 
The committee voted to authorize filing of the following endorsement: 
“COMMERCIAL PROPERTY FORM 
“FLOOD AND WATER DAMAGE EXCLUSION ENDORSEMENT 


“Attached to and forming part of Policy Number ~------_--_-__________-_ 


by ee ET EE Ee 
Name of company 
“This policy does not insure against loss caused by, resulting from, con- 
tributed to or aggravated by any of the following: 

“1. Flood, surface water, waves, tidal water, or tidal wave, overflow of 
streams or other bodies of water, or spray from any of the foregoing, all 
whether driven by wind or not; 

“2. Water which backs up through sewers or drains; 

“3. Water below the surface of the ground includng that which exerts 
pressure on or flows, seeps, or leaks through sidewalks, driveways, founda- 
tions, walls, basement, or other floors, or through doors, windows, or any 
other openings in such sidewalks, driveways, foundations, walls, or floors; 

unless loss by fire or explosion ensues, and this company shall then be liable 
only for such ensuing loss; but these exclusions shall not appy to property in 
due course of transit while in the custody of carriers for hire. 

“Paragraphs C—1 and C-2 of section III of the commercial property form of 
this policy are hereby deleted.” 


INDUSTRIAL PROPERTY FORMS NOS. 100 AND 200, FLOOD AND WATER DAMAGE 
EXCLUSION ENDORSEMENT 


The committee voted to adopt for filing the following endorsement: 
“FLOOD AND WATER DAMAGE EXCLUSION ENDORSEMENT 
“(For use with Industrial Property Forms Nos. 100 and 200) 
— to and forming part of Policy Number ~----------------~--------- 


Name of company 


47932—60— pt. 6——-21 
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“Section III B-1 of the industrial property form is amended to reaq as 
follows: 

“This policy does not insure against loss caused by, resulting from, 
tributed to, or aggravated by any of the following: 

“1. (a) Flood, surface water, waves, tidal water, or tidal wave, overflow of 
streams or other bodies of water, or spray from any of the foregoing, all whether 
driven by wind or not; 

“(b) Water which backs up through sewers or drains; 

“(c) Water below the surface of the ground including that which exerts pres- 
sure on or flows, seeps, or leaks through sidewalks, driveways, foundations 
walls, basement, or other floors, or through doors, windows, or any other openings 
in such sidewalks, driveways, foundations, walls, or floors ; 

“(d) Earthquake, landslide or other earth movement ; 
unless loss by fire or explosion ensues, and this company shall then be liable only 
for such ensuing loss.” 5 


con- 


SCHEDULE FOR RATING PROTECTED FIRE RESISTIVE BUILDINGS IN COURSE OF 
CONSTRUCTION 


The committee voted to adopt for filing the following revised fire-resistiye 
builders’ risk schedule. This schedule contemplates the use of a base rate of 29 
cents in the city of Greater New York and 21 cents for the remainder of the 
State: 


“(This schedule is not applicable to buildings of all-metal or similar types of 
light fire-resistive construction nor to buildings with combustible roofs. ) 

CR an ss aie ced sunset ysis ncaa tlivarees oh aca enaieiesaetasl meen 

“2. Height: Add 0.005 for each story of planned height in excess of 25 stories; 
maximum height charge to be 0.15. 

“3. Protection: Above rate may be reduced 60 percent if the followng four 
items are complied with— 

“(a) Approved installation of dry line standpipe equipment with one or 
more properly located siamese connections with due regard to accessibility 
and in complete compliance with regulations of the fire department. 

“(b) Elevator ready for use with competent operator at all times, in 
buildings exceeding 150 feet in height. 

“(¢) Approved watchman on premises and so warranted. 

“(d) Acceptable and adequate supply of first aid appliances provided.” 

Meeting adjourned. 
T. M. Boyp, Assistant General Manager. 


E. DocumMENtTs From NATIONAL Boarp or Fire UNDERWRITERS 


GOVERNMENT OF THE DISTRICT OF COLUMBIA, 
DEPARTMENT OF INSURANCE, 
Washington, March 9, 1944. 
Mr. J. RAYMOND Berry, 
General Counsel, National Board of Fire Underwriters, 
New York, N.Y. 


DEAR Mr. Berry: Thank you for your letter of March 3 and the matertal en- 
closed therewith regarding the 1943 New York standard fire policy. 

As you know I have thought it best to withhold approval of the form until the 
rate bill is enacted, since that gives specific authority for the approval of forms. 
Since this proposed legislation, however, has dragged on for such a long time and 
now is at least temporarily stalled, I think it might be best for me to give approval 
to the form in the near future. 

When such approval is given I will be guided by the suggested bulletins which 
you enclose. 

With regard to the last paragraph of your letter, what I had in mind was 
21 page pamphlet by former Commissioner Pink entitled “The Problem of Fire 
Rates.” I would like to have this but do not want you to go to any great trouble 
to obtain it. 

With sincere good wishes, I am, 

Yours very truly, 


ALBERT F, JORDAN, 
Superintendent of Insurance. 
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MArcH# 11, 1944. 
Hon. ALBERT F. JORDAN, 
Superintendent of Insurance, 
Washington, D.C. 

My DEAR SUPERINTENDENT: This will acknowledge receipt of your letter of 
the 9th instant respecting the 1945 New York standard fire policy for use 
in the District. We shall await your approval of this form and thereafter bulle- 
tin our companies. 

I am pleased to enclose herewith copy of the 21-page pamphlet by former 
Superintendent Pink, entitled “The Problem of Fire Rates,” dated November 23, 


With kind personal regards, I am, 
Yours very truly, 
J. RaymMonp Berry, General Counsel. 


GOVERN MENT OF THE DIstRIcT or COLUMBIA, 
DEPARTMENT OF INSURANCE, 
Washington, March 22, 1944. 
Mr. J. RAYMOND BERRY, 
General Counsel, The National Board of Fire Underwriters, 
New York, N.Y. 

Deak Mr. Berry: The enclosed letter will constitute my approval of the 1943 
New York standard fire insurance policy. I am sending similar letters of ap- 
proval to the insurance department service station of the Weekly Underwriter 
in order that bulletins may be issued, and also to the American Mutual Alliance 
and to the local rating bureau. For a week or more I have intended sending 
a mimeographed notice to all authorized companies, but due to our critical short- 
age of personnel, I find that I am unable to do that without considerable delay. 
I am therefore, hoping that with your bulletin service to your member com- 
panies and with notice to the other interests which I have mentioned adequate 
notice, under the circumstances, will be given to all companies. 

I think that you were wise in staying over for yesterday’s hearing. You un- 
doubtedly made an excellent impression and as a matter of fact I believe that 
the arguments which you presented were primarily responsible for the amend- 
ments which were agreed upon. I believe that if you had not been present the 
situation might have resulted very differently for the bill’s sponsor has been 
quoted as saying that he proposed to have legislation enacted in such a way as 
to stop the companies from quibbling over profits. 

I am sorry that I had no opportunity to discuss with you the situation on 
the Senate side. We were asked to prepare amendments “strengthening” the 
deviation section, discrimination section, and to provide for furnishing the 
District with information to which the bill does not now specifically refer. This, 
of course, we must do but we will point out that what we are doing is by request, 
and does not have the support of the District. We were told that such changes 
would be presented but will not be insisted upon, and that such changes if not 
agreeable, will not result in the bill being held up or killed. There was con- 
siderable talk relative to the alleged national situation in which I did not join, 
but took the position that such matters do not concern the District, and that 
in any event we should like very much to keep our affairs separate and apart 
from such controversial matters. 

I am telling you this in confidence and would not like under any circumstances 
to be quoted. 

Yours very truly, 
ALBERT R. JORDAN, 
Superintendent of Insurance. 
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RAILROAD INSURANCE RATING Bureau, 
February 20, 1948, 

Hon. Writ1AM A, SULLIVAN, 
Commissioner of Insurance, 
Olympia, Wash. 
(Attention of Mr. W. D. Yerkes, Rate Supervisor) 

Deak Mr. YeRKes: Thank you for your letter of February 3 enclosing applica. 
tion for license to act as a rating organization in your State. We are returning 
this to you duly completed. 

If you require any further information, we shall be pleased to furnish same 

Yours sincerely, 
JOSEPH G. BELL, Counsel, 


APPLICATION FOR LICENSE TO DO BUSINESS AS A RATING ORGANIZATION 
IN WASHINGTON 


To INSURANCE COMMISSIONER, 
State of Washington, Olympia, Wash.: 


In compliance with the provisions of the Insurance Code of the State of 
Washington, applicable to ratemaking for the kind(s) of insurance specified 
herein, the Railroad Insurance Rating Bureau hereby makes application for g 
license to do business as a rating organization in the State of Washington for 
the following kind(s) of insurance: 

1. Insurance on operating properties of railroads, i.e., those insurable values 
(rolling stock excepted) which are under the direct control of the railroad or 
are dependent wholly or substantially upon same and shall not include any risks 
even though owned by the railroad which do not directly contribute to its fune 
tion as a common carrier or which in turn do not depend wholly upon the rajl- 
road or may be leased to others. 

2. List of insurers who are or have agreed to become members of applicant 
organization : annexed (no subscribers). 

3. Name and address of resident in Washington upon whom notices or orders 
of the commissioner affecting applicant organization or legal process against 
it may be served are: 

Name: Mr. J. K. Woolley 

Address: New World Life Building, Post Office Box 1818, 

City, state: Seattle 11, Washington 

4. A statement of the qualifications of the applicant as a rating organiza- 
tion: annexed. 

5. Check in the amount of $25 to cover the license fee. 

This application signed at New York this 20th day of February 1948, 

RAILROAD INSURANCE RATING BuREAD, 


Applicant 
, General Manager. 











STATE OF WASHINGTON, 
OFFICE OF THE INSURANCE COMMISSIONER, 
Olympia, February 25, 1948. 
RAILROAD INSURANCE RATING BUREAU, 
New York, N.Y. 
(Attention of Joseph G. Bill, Assistant General Manager). 


DEAR Sik: Please allow me to acknowledge receipt of your letter of February 
20, 1948, enclosing application for license to do business as a rating organiza- 
tion in the State of Washington, constitution and bylaws, list of members, state 
ment of qualifications and your check for $25 to cover the license fee. I am 
returning these to you herewith, as I find that the Railroad Insurance Rating 
Bureau could not qualify as such in this State in accordance with section .19.17, 
chapter 79, laws of 1947. You will note under paragraph 2(1)(2) that the 
operators of any fire rating organization shall be domicile and shall actually re 
side in the State of Washington. Also, that the ownership of such rating or 
ganization shall be vested in trustees for all of its subscribers under such agree 
ment as is approved by the commissioner, and the rating organization shall be 
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conducted as a nonprofit public service institution. This section also states that 
such rating organization shall not be connected with any insurance or insurers 
except to the extent that any such insurer may be a subscriber to its services. 

I sincerely regret not having called this to your attention when you wrote 
this department on January 27, 1948, but I believe you will agree with me that 
the Railroad Insurance Rating Bureau could not qualify under the laws of this 
State. 

Very truly yours, 
WILLIAM A. SULLIVAN, Insurance Commissioner, 
By W. D. YERKES, Rate Supervisor. 


NATIONAL BOARD oF FIRE UNDERWRITERS, 
November 24, 1950. 
Re installment premium payment plans. 
To Menibers of the Executive Committee: 

When this matter was discussed at our laws committee meeting on November 
15, it was suggested that the pros and cons presented by individuals at that meet- 
ing be submitted and distributed to members of the laws committee in order 
that they might familiarize themselves with them prior to our meeting on De- 
cember 4. 

This matter will be considered at the executive committee on December 5 
and we are therefore enclosing copy of the material sent to members of the laws 
committee for your study prior to the executive committee meeting. 

Respectfully submitted. 

J. RAYMOND Berry, General Counsel. 


NOVEMBER 22, 1950. 
Reinstaliment premium payment plans. 
To Members of Committee on Laws: 


We enclose following received from some of our members in respect to the 
above : 

(1) Memorandum re recording installment premiums Insurance Co. of 
North America plan. 

(2) Memorandum re treatment of installment premium business in state- 
ments and reports. 

(3) Installment premium plan—Annual versus term treatment of 
premiums. 

(4) Letter to general counsel setting forth reasons for opposition to 
immediate adoption of report of our subcommittee on installment premium 
payment plan. 

These will be considered by our committee on laws at its December 4 meeting 
and are sent to you prior thereto in order that you may have an opportunity 
to study them and come to the meeting prepared to take a position on the matter. 

Respectfully submitted. 

J. RayMOND Berry, General Counsel. 


MEMORANDUM IN ReE REcORDING INSTALLMENT PREMIUMS INSURANCE Co. OF 
NortH AMERICA PLAN 


The question of the proper recording by terms or rather more the legality of 
entering installment business actually written for a 3- or 5-year term as a 1- 
year item for the premiums received each year, rather than for the term shown 
on the policy and for the full-term premium, is one which in my opinion rests 
entirely upon the premise that there is no alternative but to use the term on the 
policy issued. 

To illustrate this viewpoint, it seems perfectly clear that in the event of cancel- 
lation, either pro rata or short rate, the policy will be considered as a term 
policy. It would be very inconsistent to say that you could enter each year’s 
premium as received for a 1-year term and then when canceling the same policy 
base it upon the unearned premium of a 3- or 5-year policy. 











3468 THE INSURANCE INDUSTRY 


This situation is explained from the following example, which covers q 
rata cancellation at the end of 18 months of a 5-year policy both prepaid and 
on the installment plan. 


Prepaid policy : 











os raul cp cece ne tale nig veaom assent celicne ss aq lea $100. 0 
Otte POOMUGD W.-K en enna cnwnseenaaeseneans 400. 00 
Installment : 
I I cert asd cca cg iensieat ter anes acd cnc on Se 100. 0 
NEE OUI ve cer en pn nnme eee s ee mara mere aia gye mee Sma errenar sarees 412. 09 
Canceled after 18 months pro rata; earned, 30 percent; unearned, 70 
percent: 
Rn nTN NI SI i acca sacs on ct aecch ecahsalsaa ea aan ae naa 280. 00 
lc acanhhn ai n Sap es min a BS amg medi 120. 00 
SUNN DIN SERIA NUNN ins ce Bcc Rca Aes cmt sn enews eens 288. 49 
FEI anne on errr sere n nssenhenereprmemnrnenense papeenennteneanontG 123. 60 
On 5-year policy with installment endorsement : 
Tre ee WS) POO aa Neha cteisden den du buinnnulz 100.0 | 
DOUG SORT WS TOCCIN Os ie Bose bk kb cen bind ntendhvndcwnndend 78. 00 
ee 
ONS Sin bs sn Sk hie ee sek CE Ch lin deen 178. 00 
CRC EIOR EO (TRON; WOCUNE: FORT oi nin nce iee cc cceusccae 39. 00 
ereet Gn -tnstnliment Sati oo sks, Bo ehh ls 139. 0 


In this example it is obvious that if the premiums were to be entered as re 
ceived and for the term it would be considered as 1 year, then at the end of that 
year reserve would be taken down and considered earned. When the second 
year premium of $78 was entered for 1 year and if canceled at the end of § 
months of the second year, 50 percent would be earned, or $39. Therefore, if 
we have earned $100 on the first year and $39 on the second year the companies 
would earn $139; whereas under the terms of the policy, which is a 5-year policy, 
we can only claim to have earned $123.60. At this juncture, I might point out 
that that is exactly what happens under the Seattle plan where the policy is 
actually written for 1 year with privilege to renew. Some claim that by enter 
ing the premiums on the Insurance Co. of North America plan, it has the same 
effect as the basis for entering the Seattle plan. Obviously this is untrue. 


It has generally been accepted that in the annual statements, both as to com. | 


pany premium income and premium income by States for taxation purposes js 
construed to mean the premiums actually written and stated in the policies, 
There may have been some exceptions, but I am unable to find any for those 
States wherein the major companies are domiciled. 

It would seem that the facts of the case are, that the premium named under 
that heading in a 5-year installment policy is a premium written at the time the 
policy is written. The fact that it is endorsed to allow for the payment 
periodically does not change the amount of premium for which the policy was 
written. 

To take the basis of reporting premiums for State taxes, rating bureau 
assessments, etc., which now base same on the premiums written regardless of 
when they are paid, I would consider it a violation to not report the premium 
named in the policy. 

In other words, the manner of recording a term policy should be exactly the 
same for a prepaid term policy as for a term policy written on the installment 
premium basis. If this was not done, we can use another example of an install 
ment policy written for 5 years with an insured value of $10,000. If at the end 
of 18 months this policy was increased by endorsement to $20,000 it would re 
quire an additional premium of exactly 70 percent of the 5-year premium, o 
$288.40. Again, if the installment basis permitted each year to be recorded a 
paid, we would only receive $39 for the second year and $78 for the 8 succeeding 
years, or a total of $273. 


NOVEMBER 16, 1950. 
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MEMORANDUM FOR COMMITTEE ON LAWS OF THE NATIONAL BOARD OF FIRE 
UNDERWRITERS 


RE TREATMENT OF INSTALLMENT PREMIUM BUSINESS IN STATEMENTS AND REPORTS 


Unless instalment premium business is treated in the setting up of unearned 
premium reserves and for other statement purposes on the basis of premiums 
received, companies will be placed in the position of issuing misleading financial 

tatements. 
; When the business is handled on the basis of the full-term premium, unearned 
premium reserves are set up on that basis and unpaid installments are carried as 
assets under the heading of premiums and accounts receivable. This is mis- 
leading to the public, because over a long period of years insurance companies 
have included in this item only amounts which will be collectible in not more 
than 90 days and, therefore, may be considered to be available for the payment 
of losses and claims. Now it is proposed to include in the item amounts which 
will not become collectible for 1, 2, 3 or 4 years in the future; and which are 
not represented by any legal evidences of indebtedness and cannot be made 
available for payment of losses, claims, expenses, taxes or other current liabili- 
ties of the company. 

Taking such items as assets violates the laws of many of the States, referred 
to below : 

The insurance laws of Alabama, Massachusetts, Minnesota and Tennessee 
specifically provide in determining the financial condition of insurers, there shall 
be “allowed to the credit of the company only such assets as are available for 
the payment of losses and claims.” (Alabama, sec. 61; Massachusetts, sec. 11; 
Minnesota, sec. 60.20 ; Tennessee, sec. 6106.) 

The laws of Arizona, Connecticut, Idaho, Illinois, Indiana, Iowa, Nebraska, 
Ohio, Oregon, Utah, Washington and Wisconsin provide, in substantially similar 
language, the following: “No insurance company shall anywhere, publish, repre- 
sent, or advertise assets except those actually owned and possessed by it in its 
own exclusive right, available for the payment of losses and claims and held 
for the protection of its policyholders and creditors.” (Arizona, sec. 61-334; 
Connecticut, sec. 4149; Idaho, sec. 5020; Illinois, sec. 147; Indiana, sec. 39-5019; 
Iowa, sec. 515.91; Nebraska, sec. 44-323; Ohio, sec. 18172; Oregon, sec. 101.127; 
Utah, sec. 43-27.7; Washington, sec. 30.07-2; Wisconsin, sec. 201.45.2.) 

Montana and Wyoming limit advertising of assets to “cash assets liable for 
losses only.” Michigan and Pennsylvania prohibit respectively “any representa- 
tion that the financial condition is other than it actually is or was at the time of 
making such statement,” and any financial statement “which does not accurately 
state its true financial condition.” 

The State of New York, by regulation No. 2 requires in relation to advertise- 
ments that: “If any of the assets reported in the statement are not in the in- 
surer’s actual possession or under its control * * * such situation shall be 
clearly indicated in the statement filed with the insurance department and in a 
suitable manner in all advertisements of the financial condition of the insurer.” 

This regulation further requires, where a company desires to advertise its 
financial statement prior to actual filing thereof, that two officers file with the 
department a copy of the proposed advertisement together with an affidavit that 
“the company was actually possessed of the assets set forth in the foregoing 
statement and that such assets were available for the payment of losses and 
claims and held for the protection of policyholders and creditors, except as 
hereinbefore indicated * * *.” 

The form of affidavit to be executed on filing the convention blank states that 
“all of the herein-described assets were the absolute property of said insurer 
* * * except as herein stated.” 

The provisions of the all industry fair trade practices act adopted by a large 
majority of the States make it an unfair trade practice to make or publish any 
misleading financial statement, with intent to deceive. 

All of the above provisions and prohibitions means that a company may not 
take credit for these unpaid installment premiums, which are not represented by 
any legal evidences of indebtedness, which are only contingent assets and cer- 


tainly are not available for the payment of losses and claims of policyholders or 
creditors. 
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The setting up of a full term reserve for unearned premiums does not ch 
the misleading character of the statement; it is equally deceptive because jt is 
not a true statement of the company’s liability on these contracts. The pur. 
pose of the unearned premium reserve is to require the company to state asa 
liability the amount it would have to return to policyholders on cancellation of 
their policies. Under the installment endorsement, the company is not liable for 
and the policyholder has not any right to receive any part of an installment that 
has not been paid. Consequently, when the full reserve is set up, the company 
has not correctly stated its liability. 

The statement is, therefore, misleading both as to assets and as to liabilities 
It is further misleading because it does not indicate that certain of the agsets 
are in effect earmarked as against certain of the liabilities. If a company goes 
into receivership, rehabilitation or enforced liquidation, the balance sheet on the 


before, because the unearned premium liability in respect of unpaid instaj. 
ments is eliminated, and with it the so-called assets which consisted of thoge 
unpaid installments, and they are not available to creditors of the company, 

If, regardless of the various laws quoted above, insurance companies take 
these unpaid installments as assets, there is still the Securities and Exchange 
Commission to be reckoned with, and they are very anxious to bring insurance 
companies under their regulation. Some companies are now Subject to that 
Commission. The Securities Act imposes liability for “untrue statement of q 
material fact or omission to state a material fact required to be stated or neces. 
sary to make statements not misleading.” 

Certainly the inclusion of these items as assets comes within that description, 
As to what facts are required to be stated, rule 3-138 of regulation S-X of the 


Securities and Exchange Commission (which rule is of general application to | 


all corporations) provides: “Items classed as current assets shall be generally 
realizable within 1 year. However, generally recognized trade practices may 
be followed with respect to items such as installment receivables, provided an 
appropriate explanation of the circumstances is made and, if practicable, an esti. 
mate is given of the amount not realizable within 1 year.” 

Coming to the income tax question, it is known that it was only after a lo 
of work that we were able to obtain the provision in the law which makes the 
annual statement blank the basis for computing income taxes. This was o 
the theory that reporting would be on a uniform basis, and if the basis ceases 
to be uniform for all companies, this concession is not going to be continued 
The Treasury Department will not permit a company of one State to compute | 


its income by one method, and a company of another State to compute its income | 


on a different basis, nor will it permit a company to compute its income on two 
different methods. 

The law of Wisconsin, section 201.18 provides: “Where risks are written for | 
more than 1 year and the premium is paid on an annual basis, the reserve shall | 
be computed at 50 percent or the monthly pro rata portion of the premium 
received each year.” 

The Commissioner of Arkansas in a recent ruling has laid down the rule that 
“the reserves are set up annually as collected on the basis of the amount | 
collected.” 

In addition to these two States, the statutory basis provided in the laws of | 
Alabama, Georgia, Kansas, Michigan, South Dakota, Tennessee, Texas, ani 
Vermont, for setting up unearned premium reserves is “premiums received” 
(meaning those payable within 90 days), and it may well be that insurane 
companies of those States carrying any substantial volume of installment bus:- 
ness may insist on the basis provided by law. Certainly, there are at least two 
States in which the basis is premiums received, and this means that, unless all 
States allow handling of installment business on that basis, there is no more | 
uniformity. i 

It is provided in the laws of Colorado and New Mexico that ‘commissions | 
conditioned upon the payment of future, or deferred premiums shall not be con 
sidered a liability.’ This does away with uniformity in the carrying of instal 
ment premiums net of commissions. 

The only way in which uniformity can be preserved is by treating this bus: 
ness on the basis of premiums received, and the national board should not d 
anything to destroy the uniformity which was the basis for the concessions it 
worked so hard to obtain. 


day after that event is entirely different from the balance sheet immediately 


e » 
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Of course one of the principal interests of the insurance business is in con- 
nection with taxes. Under this proposal, taking a $400 premium as an example, 
with a 25 percent commission arrangement, $100 is paid on the issuance of the 
policy and the agent receives $25. However, it is proposed to set up reserves 
for the commissions due on the remaining installments that are payable 1, 2, 3, 
and 4 years away, but to allow the companies to deduct for income tax purposes 
in the year the policy is issued the commissions that will only be payable when 
ag and if the premiums are paid. This is asking the Treasury Department to 
allow in the current year deductions for items that may not be paid for 5 
years and, under certain conditions they may never be paid. In convincing the 
Treasury Department as to the fairness of the annual statement one of the 
arguments used was that while we were getting credit in the current year for 
commissions paid on 5-year policies written in that year still the agent in turn 
was taking the commission into his income tax statement, so that the Treasury 
was not in any way being deprived of taxes. This is no longer true. Whether 
an item of commission is deducted on the asset side from balances due or set up 
asa reserve on the liability side does not change the situation in any way. 

We have not discussed the treatment of the excess charge for the issuance 
of installment premium contracts. It is unjustifiable to have underwriting 
statistics computed on one basis for a cash policy and on a different basis for 
an installment policy. The charge is just what the contract states it to be, a 
fee paid for the extension of credit. If it is included as premium it will distort 
the premium tax figures, underwriting statistics and Federal income taxes. 

The deduction for premium taxes is another question. There are 35 States 
which impose premium taxes on “premiums received.” There are only eight 
States whose laws definitely call for a tax on “premiums written.” The laws 
of the remaining five States are ambiguous. If a company pays a tax which it 
does not have to pay, there again arises a question whether the Internal Revenue 
Bureau will continue to allow the deduction. When the business is treated on 
the basis of premiums received, this question does not arise. 

The possibility of another excess profits tax law involves another problem. 
Insurance companies certainly want to have just as favorable treatment in con- 
nection with their invested capital base as they received during World War II, 
when they were allowed 50 percent of unearned premium reserves as borrowed 
capital. When it is shown that only 25 percent of the installment premium is 
received, although 100 percent is set up as an unearned premium reserves, the 
basis on which the allowance for borrowed capital was made has disappeared. 
Again, if the reserve is based on premiums received this danger does not arise, 
and, therefore, that basis should be adopted. 

The investment laws of various States, particularly New York, make it ab- 
solutely essential that smaller companies at least set up reserves on premiums 
received. 

Maryland, New York, and North Carolina require that 50 percent of unearned 
premium and loss reserves be maintained in cash or reserve investments. Kan- 
sas, Colorado, and Washington require 100 percent. If reserves are set up on the 
basis of the entire installment premium, it will be virtually impossible for 
smaller companies to survive, and we will have a situation approaching a mo- 
nopoly for the very large companies. 

As an example, take a New York company with an unearned premium reserve 
on $30 million of installment premiums written. It will receive approximately 
$7 million in cash, and out of this cash payment it will have to pay commissions 
on the amount received, 5 years’ taxes, current losses and expenses, amounting to 
probably more than $3 million. It will have to keep in cash or reserve invest- 
ments at least 50 percent of the unearned premium reserve, or $15 million. This 
will require a transformation of the company’s investments, which can only 
result in loss of investment income, and certainly these unpaid installments are 
not available for the payment of dividends. Small companies just could not live 
under these conditions. 

In view of the surplus position of some mutuals and some smaller stock com- 
on the possibility of complaint to the Federal Trade Commission cannot be 

ored. 


INSTALLMENT PREMIUM PLAN; ANNUAL VS. TERM TREATMENT OF PREMIUMS 


This memorandum is not a defense of the installment premium plan. 
Mr. Barry’s committee has, in recommending that each premium installment 
be treated as 1-year business, based its conclusions on certain legal grounds. 
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There is, also, the practical side to be considered besides other laws and customs 
of the business. 

We believe that the full term premium should be entered when the business 
is written and submit the following in support of our position : 


CASH PREMIUMS INSTEAD OF WRITTEN PREMIUMS 


It is correct that the premium tax laws in certain States and municipalities 
refer to premiums collected and not premiums written. This phraseology of the 
taxing statutes has been ignored by the insurance commissioners for decades, 

The convention annual statement adopted by the insurance commissioners yp. 
der the authority of their laws to secure uniformity require the reporting of 
premiums written both for the total business of each company as well as the 
business in each State. 

Where statutes provide for the calculation of the unearned premium reserye 
on the cash premium, these provisions have likewise been ignored by the com. 
missioners. They realize uniformity is paramount and the convention state 
ment accomplishes this. 

The following are some of the references to premiums in the new convention 
statement to be used for 1950 and future business. There has been no change 
in the definitions from the previous form. 

“Part 2, premiums written and premiums earned: Gross premiums (less re 
turn premiums) written and renewed during year. 

“Part 2B: Gross premiums (less reinsurance) on all unexpired risks. 

“By gross premiums is meant the aggregate of all the premiums written in the 
policies or renewals in force. Are they so returned in this statement? 

Answer : Page 14: State business—premiums written.” 

We previously had to report under general interrogatories : 

Gross premiums excluding premiums on perpetual risks (less reinsurance and 
return premiums) written since organization of company. 

The annual statement is supposed to include the premiums which are speci- 
fied in our policies. Where we issue term policies, the term premium should be 
reported as premium income (written). For us to state that the term is only 1 
year and to report only the premiums to be collected that year is not a com- 
plete statement of facts. Policies in force can only be terminated by total loss, 
cancellation or normal expiration. If an installment premium has been defaulted 
and legal notice of concellation has not been sent, that policy is still in force. 

Section 204(b) (5), Internal Revenue Code, refers to “gross premiums written 
on insurance contracts during the taxable year.” Underwriting income in com- 
puted on the basis of the underwriting and investment exhibit of the annual 
statement approved by the national convention of insurance commissioners. 

The affidavit we are required to execute in the annual statement doesn’t call 
for taking an oath that the premiums are collected premiums. As a matter of fact, 
the annual statement has always been on written premiums and credit has been 
taken in assets for “agents and home office premium balances under 3 months 
due.” 

INFLATION OF ASSETS AND LIABILITIES BY DEFERRED INSTALLMENTS 


Carrying in admitted assets the deferred installments to be collected 1, 2, 3, 
or 4 years hence does, of course, increase the total admitted assets. We, also, 
agree that the insured is under no obligation to pay these future installments. 
This, though, is not important and there is no misstatement of the company’s 
financial standing. The premiums specified in the company’s policies have got to 
be accounted for. The protion not collected is a well-secured asset and failure 
to collect will have no bearing on company’s solvency if cancellation is sent out 
within a reasonable time. As a matter of fact, in the event of default all pre 
miums previously paid are earned so that the company’s surplus would actually 
increase upon the cancellation of policy with IPP endorsement—see example. 

As the unearned premium reserve should be set up for the full policy term, 
there is nothing improper in allowing a company credit for the uncollected pre 
miums if less than 90 days due. The fact that the installments may be deferred 
up to 4 years is immaterial. 

This is not a new principle in the insurance business—allowing assets to offset 
reserves. In the life insurance business this has been done for years. Their 
policy reserve is calculated as though the full annual premium had been paid 
and they are allowed credit for the monthly, quarterly, or semiannual premiums 
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to complete the policy year less loading for expenses. As our policies are issued 
for terms up to 5 years, we are adopting the same principle and taking credit for 
deferred installments due within 4 years. 

We do not take oath that the deferred installments are available for the pay- 
ment of losses. Our statement shows, though, that the unearned premium 
reserve is there to wipe out the asset in the event that the insured does not pay. 

If companies only entered each installment when due, there would still be 
no assurance that the insured or agent would pay the current year’s install- 
ment. In actual practice, either the company would charge the agent or the 
agent would credit the company in his account for the installments due in the 
current month. This would be done automatically. Therefore, at the end of any 
year, the installments to be collected in October, November and December 
would have been entered as premium income and carried as agents’ balances, all 
without our knowing whether the insured intended to pay or not. Mention this 
merely to point out that there is just as much reason for taking credit for 
installments due in future years as there is for the current year if each install- 
ment was treated as 1-year term. 


COMMISSION ON DEFERRED INSTALLMENTS 


Mr. Barry stated that liability should be set up for the commission on the 
deferred installments and that the Treasury Department seeing this item in the 
balance sheet would no doubt disallow it. 

The commission on the deferred installments is charged to commission in 
the year the business is written and deducted from the gross installments so that 
“agents’ balances or uncollected premums” would be a net item. 

Assuming that the revenue agent claimed that it was improper to charge off 
the commission on deferred installments that may not be collected, then when he 
disallowed the expense he would, naturally, have to decrease our premiums by 
the amount of the gross deferred installments. 


PAYMENT OF TAXES ON COLLECTED PREMIUMS 


All State premium tax returns are based on the direct premiums written as 
reported on the State business page of the convention blank. Companies do not 
adjust these premiums to a collected basis. To do this would reqpire the deduc- 
tion of gross agents’ balances at the end of the year and the adding in the 
gross agents’ balances at the beginning of the year. This would be practically an 
impossible calculation because agents’ balances would include reinsurance as- 
sumed. Therefore, despite the State statutes, premiums written are reported 
and accepted as the proper base for premium tax purposes. Thus custom over- 
rules laws. 

LOSS OF BUSINESS TO COMPETITORS 


The present reserve requirements on term business—90 percent the first year 
on 5-year polices and 83% percent the first year on 3-year policies, et cetera— 
very effectively limit the amount of term business that can be written by small 
companies, new companies, those not well-heeled financially and mutual com- 
panies. To make a rule that the installment premiums are to be treated as 
annual business will favor these companies and greatly increase competition. 
Some of our competitors would like to see a rule adopted that only 1-year policies 
could be issued. In that way they could show a profit at the start instead of 
an underwriting loss on term business. 

It is interesting to note that some mutual companies, while treating the 
installment premiums as 1-year term, are not paying or crediting dividend to 
their policyholders until 3 or 5 years hence when the policy expires. Had annual 
policies been issued, the dividend on the expired policies would be a liability at 
expiration. Therefore, the statements of mutual companies writing business on 
the installment premium plan, yet treating each installment as annual, do not 
reflect the dividend on the earned premiums (installments collected). 

While there may be exceptions, it is not the practice of mutual companies 
to carry liability for dividends on the earned premium portion of premiums in 
ae although it is customary in the event of cancellation to pay pro rata 

dend. 
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EFFECT ON FEDERAL INCOME TAX 


If each installment is to be treated as one year business, companies will pe 
forced to pay increased income taxes during the first 5 years until the reduction 
in premium income by changing from present term basis levels out. This ig the 
most serious objection to adopting the Barry recommendations. 

The reduction in premiums written is very substantial (i.e., 60 percent oy 
each 3-year policy, 75 percent on 5-year policies the first year) and, of co 
all expenses such as commission, taxes, and bureau assessments which are a 
percent of premiums. The effect on statutory underwriting profit is— 

1. Increase the premiums earned. 
2. Decrease the expense incurred. 
3. Increase in underwriting profit. 
4. Greater Federal income taxes. 

The decreased expenses incurred is a larger factor in the resulting incregsg 
in underwriting profit than is the increase in premiums earned. 

To illustrate the effect on Federal income taxes, two examples are attached, 
In making these illustrations we have had to make certain assumptions. While 
the percentages used may vary slightly for different companies, they prove that 
the theory is correct. 

Example 1 shows premiums earned and expenses incurred for a company writ. 
ing $1 million in premiums each year, business being split—1 year, 35 percent: 3 
years, 50 percent ; 5 years, 15 percent. : 

We have used 30 percent for commissions, taxes, and boards, and assume that 
15 percent would take care of the general or fixed expenses that are not deter- 
mined as a percentage of premium. Example 2 illustrates what happens if 
the business shown in example 1 is renewed on the installment premium plan, 
We are using the same fixed dollar expenses in example 2 as in example 1 
although, of course, percentagewise these expenses would be higher because of 
the reduced premiums written. Comparison of the two examples at the end of 
5 years is as follows: 





Example Example 
No, 2 





No. 1 
Premiums written.._._....... soma gn et Breaka cas tela 24a -guvadendaed $5, 000, 000 $4, 268, 750 
a a ee ae 5, 000, 000 5, 068, 750 
Serna sen sees) Lt OA. oe Sie et A ebadt oie Se 2, 250, 000 2, 030, 624 
Balance for losses, profit and Federal income tax.......................------ 2, 750, 000 3, 038, 126 


GENERAL COMMENTS 


The IPP, we all agree, is fundamentaily unsound. It is no credit to the indus- 
try that the plan is in effect. The best thing that could happen would be to 
prevent its use in every State (but this is probably impossible) and allow the 
use of the annual renewal plan only. Even this plan has disadvantages because 
classification of statistics would not be based on normal annual premiums. The 
discounted renewal premiums would be included as 1 year and not as term 
premiums. 

The only real justification for IPP is that it places the companies in a position 
to compete with banks and finance companies who charge at or about the same 
fee for financing premiums. If they can make money in this business, then the 
insurance companies should get in on it. Our charge on each deferred install- 
ment is 4 percent (78 percent plan) or 624 percent (80 percent plan). 

The worst feature of the IPP from the company's standpoint is that it is @ 
one-way street. An insured who has heretofore taken annual policies or term 
policies and advanced the premium is foolish not to take out the longest term 
policy available on the IP plan. He pays no more the first year (actually less if 
he has had term policies previously) and saves 20 or 22 percent on each renewal 
all without advancing a cent. If rates go down, he takes out another policy and 
doesn’t have to pay the deferred installments. If rates go up, he has a “call” 
up to 3 years (4 years from the effective date) on the rates when the policy is 
taken out. There is, also, the automatic loss reinstatement provision under the 
IPP which is not available to insureds who pay for annual or term policies in 
advance. 
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By our “stupidity” we prevent needed rate increases from taking effect 
through use of the IPP unless we consider the plan merely an attempt to tie up 
the business so competitors won’t raid it. When the insured has no obligation 
to pay renewal premiums, though, the business is wide open to competition each 

ear and we and the agents are losers. The continued use of the IP plan, if the 
ies for financing are less than the term discounts to be justified on the basis of 
actual cost savings, places the companies in an inconsistent position. ; 

Recording the premiums in policies issued with installment premium riders for 
the full policy term settles some of the questions that have been raised: 

1. Premium taxes at State level would be incurred on the full term premium 
in year policies issued. cae 

9. Municipal premium taxes will be paid either way—full term premium or 
premium eollected—depending on how agent filed the tax returns. Where com- 
pany files the returns, full term premium would, probably, be used as its statistics 
would be based on premiums written. : 

(As there is a trend for increased taxes, deferring entry of future installments 
to year due would result in higher taxes being paid. ) 

8. Bureau assessments would be on the term premium. 

4, Commission would be charged off in the year policy issued. 

5. Deferred installments less commission not over 90 days past due would be 
admitted assets (New York should be requested to modify its rule 13A—that if 
one installment is overdue, all installments are disallowed). ; 

6. Bach company will decide whether contingent commission is paid on term 
premium or collected premium. When the one-third formula is used, it would 
seem term premium should be used ; otherwise the agent would receive credit for 
only one-third of the premiums on a lot of 1-year business. 


AMERICAN EQUITABLE (CORROON & REYNOLDS) 


December 31, 1949, this company had 3- and 5-year net premiums in force as 
follows : 


3-year: Fire only 
SR cle canter mepe tenon sree penapeoeremmnpapanigiongequengionap snap tiheanny-hidtiahashiion $3, 596, 089 
iit cincnp mighminn pret nina tienen sepia alae ie ieee 4, 005, 608 
I Sak apices mpi ic cumeidpainkqipeoleiai tek tistics bday <sigl sait leek diet 4, 366, 881 
5-year 
ask snl glia piel sels ha iii Ria eae ll aia 631, 075 
I cant ia hein i lB has oles tae deals te cas eee Team ee 875, 396 
ssh ncaa ha Miceli saat giet ia aaa ll 917, 223 
Se tainsetaiinenceepeieenstiiginctimmidconinrenedtiinnisinbsialiciaeimmaientildecmateaciae a Mail 1, 003, 229 
ai a i ciel i i ets ASE ae etna i ts ce a 1, 031, 414 
Ne lah casos wi mien iasinssbaahd lal eacmacaeieatesa ats a ee 16, 426, 915 


A. If this business were renewed at expiration for the same term and pre- 


miums—Example 1 formula except each years’ premiums written vary—the 
results would be: 








lst year 2d year 3d year 4th year 5th year Total 








Premium written............- 4, 227,164 | 4,881,004 | 5,284,104 | 4,599,318 | 5,037,022 | 24, 028,612 


Premium earned___._._______- 
Expenses incurred (commis- 
sion, 30 percent; fixed, 15 
percent) 











| 4,881,193 | 4,881,224 | 4,881,163 | 4,881,195 | 4,881,193 | 24, 405, 968 





1, 902, 224 | 2, 196, 451 2, 377,846 | 2,069,693 | 2, 226, 660 | ! 10, 812, 874 


Balance for _ losses, 
profit, and Federal 
ih wi cin ales 





cress sees sme ements eine 


2, 978, 969 | 2,684,773 | 2,503,317 | 2,811,502 | 2,654,533 | 13, 593, 094 


145 percent written; 44 percent earned. 
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B. If the above premiums were renewed on the installment premium plan— 
Example 2 formula—the results would be: 


—_—  , rt0800 0— 0000 4S 














Ist year 2d year 3d year 4th year 5th year Total 

Premiums written -...-...---- $1, 596, 205 | $3,018, 246 | $4, 538, 998 | $4,655, 408 | $4,891, 510 | $18, 700, 367 

Premiums earned_-__.....--.--- 5,016,840 | 5,108,366 | 5,005,086 | 4,903,809 | 4,876, 600 24, 910, 701 
Expenses incurred (commis- 
sion, 30 percent; fixed,! 

NS os a 1,199,720 | 1,626,332 | 2,082,557 | 2,117,480 | 2,188,311 | 29,214 4 
Balance for losses, 
profit, and Federal 

PON ete -| 3,817,120 | 3,482,034 | 2,922,529 | 2,786,329 | 2,688,289 | 15, 696, 391 

Increase in earnings before 
RE: 1 ES 838, 151 797, 261 419, 212 25, 173 73, 756 2, 103, 207 





1 Annual fixed dollar expenses are % of 5-year total of fixed expenses under A. 
2 49 percent written; 37 percent earned. 


The above figures which are typical of all companies clearly show that if our 
present term business is switched to installment premium plan and these in- 
stallments are entered as l-year term, we will have larger earnings before losses 
and Federal income taxes than if the premiums are entered for the policy term. 

Larger premiums earned mean lower loss ratios and, also, lower expense 
ratios to premiums earned (underwriting profit formula). The next step would 
be a demand for a reduction in rates and in the meanwhile our Federal income 
taxes would be greater if losses incurred are not excessive. 

If the present 1-year business eligible for term is switched to the installment 
premium plan, it means a further reduction of premiums written over a period 
of several years. If installments are entered as 1-year business, the reduction 
starts the second year. Reduction in premiums means agents’ commissions are 
reduced. With higher operating costs, will agents seek higher commission 
rates? 

Just why it is Mr. Barry feels his companies can’t live under the installment 
premium plan unless premiums are recorded as 1-year term, is not clear. Is it 
that he believes practically all eligible business will be written for 5 years? 
That is the only way a company’s surplus would be hit. If agents merely renew 
all present term business on the installment premium plan, there is no penalty 
to surplus. A company’s cash position, though, would be reduced somewhat 
but only when it pays premium taxes and bureau assessments on premiums yet 
to be collected. Roughly, this would be 5 percent of the gross deferred in- 
stallments. 

Remember, money spent for Federal income taxes is gone—funds in reserve 
and surplus is still ours. 
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ExaMPLE No. 1—Company writing $1 million net premiums annually—Term dis- 
tribution, 1 year, 35 percent ; 3 years, 50 percent; 5 years, 15 percent—No can- 


cellation 





| Per- | 





Ist year | 94 year 
| cent 1950 =| 1951 
} | 
| | 
Tet premiums written: | ca ec | Ts 
” Term 1 year_.....-- | 35 | $350,000 | $350, 000 
Term 3 years.....-- | 60 500, 000 | 500, 000 
Term 5 years......- 15 | 150, 000 | 159, 000 
} 100 1, 000, 000 1, 000, 000 
Premiums earned. ----- 1, 000, 000 1, 000, 000 
Expenses incurred: | 
Commissions, taxes | 
and boards-_----- } 30] 300, 000 300, 000 | 
Fixed expenses__...| 15 | 150, 000 


Total expenses - __ 


Balance for losses, profit 


and Federal taxes_---}-_- 


BME adccscccomse ein 


1947-00... ....---- iadeeamee 


ee 
1946-51-- -- 


NR oe 


450, 000 


550, 000 


BEGINNING 


150, 000 


450, 000 


550, 000 


| 3d year 


4th year 


5th year Total 





1952 1953 1954 
$350, 000 ere eS 


500, 000 
150, 000 


| $350, 000 


| 1, 000, 000 | 
1, 000, 000 
| ———— 
300, 000 | 
150, 000 





459, 000 


450, 000 | 


500, 000 
150, 000 


1, 000, 000 


300, 000 
150, 000 


550, 000 


AND END OF EACH YEAR 


1, 000, 000 | 


450, 000 | 


500, 000 
150, 000 


1, 000, 000 


$5, 000, 000 


1, 000, 000 | 


5, 000, 000 


300, 000 
150, 000 


450, 000 





2, 250, 000 








| 550, 000 2, 750, 000 


| 


|Net in force} Unearned 


350, 000 
500, 000 | 
500, 000 | 

| 500, 000 | 
} 

| 


175, 000 

83, 333 
250, 000 
416, 667 





| 150, 000 15, 000 
| 150, 000 45, 000 
| 150, 000 75, 000 
150, 000 105, 000 

150, 000 135, 000 

2, 600, 000 1, 300, 000 
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| 
Percent | Ist year | 2d year | 3d year | 4th year | 5th year| Total 
1 





























1950 1951 1952 1953 954 
ets See eee eee 
op = 1,81, 6 |, 018, 02 | 1, 002, 812 |1, 000, 988 | 5, 068, 750 
nses incurred: 
Commission, taxes and r 
DONDE... ----------------- 30 | 176,250 | 229,687] 283,125 | 291,562] 300,000 |.......__- 
Fixed expenses. ------------ (*) 150,000 |} 150,000 | 150,000 | 150,000! 150,000 od 
Fe eee ee — | ——___—____| —___ eee 
Total expenses. ----------}---------- 826,250 | 379, 687 | 433,125 | 441,562 | 450,000 | 2, 030, 624 
ce for losses, profit and = ——= 
Pipedoral taxes... ----n--nnen-|-n-nnnnnn- 694, 167 | 651,875 | 579,896 | 561,250 | 550,938 | 3,038, 126 
teenie 
1 Various. 


Example—Effect cancellation for nonpayment 
3-YEAR POLICY 















































Net Retained Normal 
deferred | Unearned remium Surplus premiums 
Installment Net install- | premiums | less com- | increase if | Premiums earned 
due Gross | 80 per- ment reserve end | mission if canceled earned term 

cent policy | policy year) canceled non- poliey 

end year | non- payment canceled 

payment | pro rata 

| | 
| ui | 
Ist year-..----- $100 | $80.00 | $124.8034) $170. 67 $124. 80 | $45. 87 $100 $83. 33 
2d year-.----- 78 62. 40 62. 4044 85. 33 162. 40 | 22. 93 | 178 166. 67 
3d year..----- %) GO i... Rosana hein eih eee | mS fu bioaSeScek as 
Total.... 256 | 204.80 |..--..--- | L ernergiinn Swear Sane nisseintnenaenesnnlwaeenswies | -atieeiuaieas 
| 
5-YEAR POLICY 

Ist year_...--.-- 100 80. 00 249. 6044) 329. 60 249. 60 80. 00 100 | 80. 00 
2d year---...-- 78 62. 40 187. 2035} 247. 20 187. 20 60. 00 178 160. 00 
3d year.....-- 78 62. 40 124. 8035} 164. 80 124. 80 40.00 | 256 240. 00 
4th year. ----- 78 | 62.40 2. 4044} 2. 40 62. 40 20. 00 | 334 320. 00 
5th year...-.--- 7 62. 40 ae saoomaawk bitten HES 








Nores.—If commission is more than 20 percent, the unearned premium reserve excess over the net asset 
is greater resulting in further increase in surplus when policies are canceled for nonpayment. 


NOVEMBER 20, 1950. 

Deak Mr. Berry: Miss McAndrews told me that I should prepare a brief 
statement setting forth our reasons for having opposed the immediate adoption 
of the report prepared and presented by Mr. J. R. Barry, in which it was urged 
that the national board recommend to the National Association of Insurance 
Commissioners : 

(1) The treating of charges for payment of term premiums in installments as 
premium—subject to the replies that may be received from the supervisory 
officials in answer to the actuarial bureau’s query on this point ; and 

(2) That the reserves on these installment contracts be upon the payment 
which is due—in other words, that we campaign for the annual reserving of 
installment payment business. 

With the first suggestion we take no exception. However, the second obvi- 
ously involves a great deal more than the resolving of a bookkeeping or legal 
question. 

Though it may finally become necessary for us to follow the course urged by 
Mr. Barry and his associates on the subcommittee, we do not believe that any such 
move should be made until all phases of this problem have been most carefully 
weighed by all members of the committee because of the understandable vari- 
ance in our respective reserve positions. 

It is risky to tamper with reserve structures at any time. However, if such a 
thing must be undertaken, then it would be hard to envision a less appropriate 
occasion than right now (unless, of course, some means can be found to cush- 
ion—during a transition period—the doubled-barrelled effect of increasing tax 


47932—-60—pt. 6——-22 
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rates and accelerated reserve withdrawals due to a sudden switch fro 


ie : : m th 
traditional term requirements to an annual reserve on business written under the 


several installment arrangements) when we are confronted with an increased 
corporate tax and the probability of the speedy enactment of either an eXCesg 
profits levy or an additional hike in the basic corporate rates. 

In addition to the tax problem there is to us an equally serious potenti] 
consequence. The moment we make it easier (by means of reduced reserye re 
quirements) for a company to engage in the installment payment of premiums 
than it is for them to transact a cashs business—it is obvious that we have ma- 
terially aided the rapid spread of these installment schemes. This would be 
even more pronounced should we head into another period such as we ex- 
perienced a few years back when many felt that some surplus relief was 
desirable. 

The spread of installment writing is of itself bad because of its effect on our 
expense ratios. However, it is a possible byproduct of its spread that disturhs 
us, for we cannot help but believe that the general adoption of the installment 
arrangement will cause some companies next to seek a trade advantage for the 
abolishment of 3- and 5-year policies and the substitution of perpetual cop. 
tracts at the reduced installment rates. Should this occur the local agent's 
ownership of expirations will have been dealt a severe blow since the expira. 
tion list of each would immediately be subject to a lien, because a permanent 
renewal plan requires the assured to stay with his carrier or pay an additional] 
premium in order to change. If any such freeze of the business comes about it 
is likely to have a particularly beneficial effect upon the larger companies, To 
us this would not be healthy, because one of the greatest safeguards our busgi- 
ness enjoys is the fact that there are no giants in the property insurance 
business. 

I want to make it clear that we have not at this time taken any technica] 
exception with the report of Mr. Barry’s committee. Instead, our apprehen- 
sion has to do with matters of basic policy which would seem to recommend a 
most careful review of this entire issue before we are committed to some 
course of action. We realize that the committee has labored long and dili- 
gently in its research and therefore it is with reluctance that we ask that the 
question be carried over for additional study. However, the shifting of our 
reserve position is so far reaching that we must in fairness to all—most care. 
fully weigh the “pros and cons’—remembering that New York State now re. 
quires a term reserve on installment business—and too—the casualty companies 
have for some time set up term reserves on this type of contract. 


GENERAL ADJUSTMENT BuREAU, INC., 
New York, N.Y., July 11, 1951. 
Mr. JoHN R. Cooney, 
President, National Board of Fire Underwriters, New York, N.Y. 


Dear Mr. Cooney: I would like to remind you that the General Adjustment 
Bureau (formerly known as Fire Companies Adjustment Bureau, Inc.) was 
organized and launched at the behest of the National Board of Fire Under- 
writers which, as early as May 26, 1929, recommended a special study to the 
end that eventually one organiaztion be formed to bring about the proper han- 
dling of loss adjustments throughout the country. In May 1929, it approved 
a general plan for the then proposed Fire Companies Adjustment Bureau to 
“take over, aS expediency and sound business judgment dictate,” all of the 
then existing company-owned bureaus and operate them as branches. 

After organization, the bureau took over in rapid succession the then exist- 
ing company-owned bureaus with the exception of two, i.e., the Western Ad- 
justment and Inspection Co. and the Underwriters Adjustment Co., both of 
which operate in the Middle West. The bureau did not go further at the time, 
awaiting unifications of the operations of the bureaus already taken over. 

I need not take your time now to relate all of the circumstances because of 
which in later years nothing more was done toward absorption of the two 
company-owned bureaus above named. Suffice it to say that the bureau has con- 
sidered the directives and resolutions of the national board as still constituting 
a mandate. Very naturally, the ultimate objective of a single bureau to serve 
the capital stock companies throughout the entire country has been mentioned 
frequently, but perhaps more so in recent years, when a plan of permanent and 
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adequate capital structure of the bureau has been actively pursued. At all 
events, my associate directors devoted considerable time to a discussion of the 
situation at the May meeting, developing unanimity of opinion that while the 
original pronouncement of the national board in favor of a single countrywide 
adjustment bureau should be considered by us as valid today as in the years in 
which first made, it would nevertheless be most fitting that the present-day 
views of your board be sought, so that it might reaffirm its original statement of 
policy, modify it, or abrogate it entirely. ; . 

I was accordingly instructed to write to you suggesting that you appoint 
an explanatory committee composed. of chief executives to review and examine 
into the desirability of merging the three company-owned bureaus. f 

As a company executive myself, I know that the finding and recommendation 
of such a committee will be welcomed by the industry and by the directors and 
officers of all the bureaus affected. 

Yours very truly, 
H. C. Conick, President. 


Excerpt FroM MINUTES OF EXECUTIVE COMMITTEE, SEPTEMBER 27, 1951 
STANDARD FIRE INSURANCE POLICY COMMITTEE 


Report of this committee was presented by Chairman Peterson, copy of which 
is attached. 
NEW BUSINESS 


General Adjustment Bureau, Inc—With the call of this meeting each member 
was furnished copy of the attached letter from Mr. H. C. Conick, president, 
General Adjustment Bureau, Inc., relative to the action of the National Board 
of Fire Underwriters at its annual meeting May 23, 1929. 

Following discussion, it was, upon motion, voted that the president appoint 
an exploratory committee, composed of chief executives, to review the three 
company-owned bureaus, consider matters of importance in the field of adjust- 
ments, and examine the wisdom of merging the three company-owned bureaus, 
reporting back to this executive committee. 





Progress REPORT OF SPECIAL COMMITTEE ON STANDARD FIRE INSURANCE POLICY 


To the Executive Committee of the National Board of Fire Underwriters: 

Last week a specimen of the 1952 Massachusetts policy, embodying the ad- 
vantages of the one-operation open-top Louisiana style, was forwarded to the 
members of the national board. 

The time between now and January 1, 1952 (the effective date of the new 
policy), is a short one for printing supplies and distributing them to agents. 
The Massachusetts Department realizing this fact, and wishing as well to 
enable the companies to use up as many of the present policy supplies as pos- 
sible, has ruled that the old policy may be used until June 1, 1952, provided the 
new provisions are endorsed thereon. 

The new style policy is now in use in 10 Southern and 17 Midwestern States. 

Shortly after January 1, 1952, nine eastern jurisdictions will be using it. In 
New Hampshire and New Jersey there will be a delay in the introduction of the 
new policy. It is hoped we can get a more modern policy adopted in New Hamp- 
shire at the next session of the legislature. The New Jersey Department of 
Banking and Insurance contends that the transfer of the witness clause and the 
facsimile signatures from the bottom of the first page to the inside of the policy 
does not conform to their statute. To give us more latitude in the arrangement 
of our policy, a draft of a bill amending the New Jersey law has now been drawn. 

The use of the new policy in all Pacific coast jurisdictions (except California ) 
awaits approval of the Board of Fire Underwriters of the Pacific. It is hoped 
that company executives will ask their Pacifie coast representatives to support 
our recommended policy. 

The Western Underwriters Association governing committee, at its semi- 
annual meeting last week, had this to say regarding the new style policy : 

“The greater speed with which the policy may be prepared plus the simplifica- 


tion of the daily report make it most attractive in the interest of reduced over- 
head costs. 
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“Unquestionably the transition from the old policy to the new will resy}t in 
temporary increased printing costs; but, in the long run, many economies will 
be realized by the companies as well as by the agents. 

“It is of more than passing interest to observe that the new form discourages 
special dwelling policies. At least one large nonorganization company, accord. 
ing to authoritative sources, has found it impractical to continue this method 
in light of the simplified policy.” 

A company recently received from a lady agent in Virginia a letter reading 
in part, as follows: : 

“I have just used by first new style policy. I am so delighted with it, I felt 
I wanted to let you know it is absolutely perfect * * * by no means least of 
the many improvements in the new policy, it will be a great saving of postage 
as well as time. 

“I saved enough time on the one policy to be able to take time to write this 
letter, 

“I am sure no one but a ‘woman’ would be foolish enough to sit down ang 
write this much—just because she was so very, very pleased.” 

L. PITMAN, 
Chairman, Special Committee on Standard Fire Insurance Policy. 


SEPTEMBER 27, 1951. 


Excerpt From COMMITTEE ON LAWS FOR OCTOBER 17, 1951 
WAR EXCLUSION CLAUSE 


Reference was made to a letter from Mr. Percy Chubb suggesting that it would 
seem desirable that prompt action be taken to accomplish the aims of the mem. 
bership as voted at the special meeting of the national board on March 20, 1951, 
in connection with the war risk exclusion clause. 

After discussion, on motion, it was voted that a subcommittee be appointed to 
draft suggested wording for consideration by this committee on which committee 
would be members of the war damage legislation committee (headed by Mr. 
Bowersock) and the statutory fire policy committee (headed by Mr. Bartels). 

Mr. Chubb suggested that it was not merely a question of drafting language 
but the laying out of steps that are necessary to carry out the vote of the mem- 
bership. The subcommittee has been appointed, consisting of Messrs. Bartels, 
Bowersock, Chubb, Hooker, H. Clay Johnson, and Loughin. 


TAX PROBLEMS 


General counsel suggested the desirability of appointing a small committee, 
which would confer with a corresponding group of the Association of Casualty 
and Surety Companies, where industry tax problems could be discussed and a 
consistent position taken by both on tax matters; it being understood that this 
subcommittee would not initiate or change present procedures, would meet whea 
called upon by general counsel, and submit its recommendations to this com- 
mittee. Upon motion it was voted that the chairman be empowered to appoint 
such a committee. 


TAXATION MANUALS—NATIONAL BOARD AND ASSOCIATION OF CASUALTY 


General counsel advised that we have arranged with the Association of 
Casualty & Surety Companies to furnish them as many copies of our taxation 
manual as they need for their companies, and they in turn will furnish us with 
sufficient copies for our members. 


COMPILATIONS 


Reference was made to a suggestion from one of our members that we furnish 
copies of our compilations—multiple line underwriting and reinsurance—to in- 
surance departments. It was the consensus that, so far as possible, distribution 
of these compilations should be confined to our membership. 


STATUTORY FIRE POLICY MULTIPLE LINE UNDERWRITING 


General counsel asked for instructions as to the position he should take on 
standard policy legislation in view of multiple line underwriting. The only 
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recommendation he has made so far is to exclude motor vehicle insurance, in- 
land marine and ocean marine insurance from the standard policy. After dis- 

ion, this matter was referred to the subcommittee dealing with statutory 
fire policy, headed by Mr. Bartels. 


BILLS APPROVED FOR PAYMENT 


On motion duly made and seconded, it was voted to approve payment of the 
following bills amounting to $32,103.12: 


n, Stakely & Johnston, attorneys, Alabama__-----------_----- $5, 254. 86 
OOF Armstrong, attorney, Indiana______- Since cease -=---------- 4, 090. 89 
South Eastern Underwriters Association, reimbursement in connection 
with Florida___-----------------~~--~------~-=~.+~~.~..-~..-..... 5, 104. 13 
p. M. Lancaster, Georgia_-----~-----------+----~-----~--~--~------ 2, 000. 00 
Insurance Federation of Pennsylvania ~-___--_------_-----------.-- 1, 750. 00 
Lemle & Kelleher, attorneys, Louisiana--__--_----------------~-...- 1, 350. 00 
Irving P. Mehigan, Wisconsin-~~-~~~~~~_~~-~~--~-~.-------.-----~--- 1, 000. 00 
Nebraska Association of Insurance Agents__-_---_----._------------ 500. 00 
Michigan Association of Insurance Agents__----------____--------~- 478. 54 
George W. Clarke, attorney, State of Washington__--__--_--_..___-- 306. 66 
Sr SOUEOEOD Oe on nai a ne pnd iden 129. 51 
UMTS» SUR INNO i i i carcino ss ws ng iccnsmnc eae ad 85. 14 
Sibyl A. Sills, transcript of hearing, Washington__....-_.___.___-____ 28. 39 
Wheeler, Brewster, Hunt & Goodell, attorneys, Kansas___._____-____ 25. 00 


Excerpt FroM MINUTES OF COMMITTEE ON LAWS FOR NOVEMBER 14, 1951 
WEST VIRGINIA—CORPORATION LICENSE TAX 


General counsel reported local counsel had advised the Attorney General 
is not disposed to change his opinion that our companies are liable for the 
corporation license tax but is willing to cooperate with the business in having 
this matter presented in an orderly manner to the courts. If litigation ensues it 
will be necessary to designate some company as party plaintiff and the Na- 
tional of Hartford, Aetna and Home were suggested by local counsel. It was the 
sense of the meeting that the selection of one of these three companies be 
left with local counsel. 


NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS 


Uniform deposit law.—Commissioner Kavanaugh has written general counsel 
that it might be advisable if he and Ray Murphy of the Association of Casualty 
& Surety Companies would prepare a uniform deposit law for consideration at the 
meeting of the NAIC in New York in December. There was no objection to the 
matter taking this course. 

Recommendation of zone 4.—At the Swampscott meeting, as a result of a 
resolution of zone 4, the examinations committee recommended that compen- 
sation to offices and directors be included in reports of examinations. The 
recommendation was adopted by the convention at large. It was the sense 
of the meeting that general counsel endeavor to have this action rescinded or 
so modified that it will not become a public matter. 


FEDERAL INCOME TAX—RESERVES FOR EXTENDED COVERAGE AND WINDSTORM 
CATASTROPHES 


A ietter from John R. Barry, dated July 17, 1951, respecting setting up re- 
serves for extended coverage and windstorm catastropres was before the 
meeting and on motion duly made and seconded it was the consensus that it be 
referred to our subcommittee on tax problems. 


INSTALLMENT OR DEFERRED PREMIUM PAYMENT PLANS 


General counsel read a letter received from John R. Barry, dated November 
2, 1951, relating to accounting methods to be used in connection with so-called 
installment or deferred premium payment plans and annual renewal plans. In 
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the course of discussion it was reported to the committee that companies are 
not following the uniform practice in computing return premiums of instal]. 
ment premium term contracts and it was the consensus that this point should 
be brought to the attention of he actuarial bureau committee, with the h 
that study could be given and appropriate steps taken to arrive at uniform 
treatment. 


THE NATIONAL BoArD OF FIRE UNDERWRITERS, 
New York, December 6, 1951. 
Re report of committee on laws. 


Mr. J. V. HERD, 
Chairman, Executive Committee, 
National Board of Fire Underwriters, 
New York, N.Y. 
Dear Mr. Herp: Your committee on laws held its regular meeting on Nove. 
ber 15 and the following matters were before it. 


LEGISLATURES IN SESSION 


Only two legislatures are recently meeting, and these for all practical pur. 
poses do not concern us. 


NEW YORK STATE JOINT LEGISLATIVE COMMITTEE ON INSURANCE RATES AND 
REGULATION 


A hearing before this committee was set for November 29 and 30 and the 
matter before it dealt solely with the question of acquisition expense of the 
life insurance business. 


ALL INDUSTRY AGENTS’ AND BROKERS’ LICENSING LAW 


A meeting of this committee was scheduled for November 15 to consider 
final disposition of the so-called model agents’ and brokers’ licensing law. General 
counsel advised that there are divergent views in the committee on this bill and 
in all probability no agreement would be reached at that meeting. 


UNIFORMITY IN EXAMINATION PROCEDURES OF FIRE AND CASUALTY COMPANIES 


General counsel reported that following a conference with the Association 
of Casualty & Surety Companies he learned they are not anxious to have the 
three questions raised by the Association of Casualty Accountants & Statisticians 
presented to the NAIC at this time and the latter association has agreed to 
withdraw them. 

WEST VIRGINIA ; CORPORATION LICENSE TAX 


General counsel reported local counsel advised the attorney general is not dis 
posed to change his opinion that our companies are liable for the corporation 
license tax but is willing to cooperate with the business in having this matter 
presented in an orderly manner to the courts. Litigation has been instituted and 
injunction against Auditor Sims awarded. 


NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS 


Uniform deposit law.—Reference was made to a suggestion from Commissioner 
Kavanaugh that General Counsel Berry and General Counsel Ray Murphy (of the 
Association of Casualty and Surety Companies) prepare a uniform deposit law 
for consideration at the meeting of the NAIC this week. There was no objec 
tion on the part of the committee on laws to the matter taking this course. The 
commissioners approved the report and an industry committtee is to be appointed 
to draft recommended legislation. 

Recommendation of zone 4.—At the Swampscott meeting, as a result of a reso 
lution of zone 4, the examinations committee recommended that compensation to 
officers and directors be included in reports of examinations. The recomen#a- 
tion was adopted by the convention at large. It was the sense of the meeting that 
general counsel endeavor to have this action rescinded or so modified that it will 
not become a public matter. The commissioners referred the recommendation 
back to the subcommittee. 
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FEDERAL INCOME TAX ; RESERVES FOR EXTENDED COVERAGE AND WINDSTORM 
CATASTROPHES 


A letter from John R. Barry, dated July 17, 1951, respecting setting up reserves 
for extended coverage and windstorm catastrophes was before the committee on 
Jaws and on motion duly made and seconded, it was voted to be the consensus that 
it be referred to our subcommittee on tax problems. 


INSTALLMENT OR DEFERRED PREMIUM PAYMENT PLANS 


General counsel read a letter from John R. Barry, dated November 2, 1951, 
relating to accounting methods to be used in connection with so-called installment 
or deferred premium payment plans and annual renewal plans. In the course 
of the discussion it was reported to the committee that companies are not follow- 
ing the uniform practice in computing return premiums of installment premium 
term contracts and it was the consensus that this point should be brought to the 
attention of the actuarial bureau committee with the hope that study could be 
given and appropriate steps taken to arrive at uniform treatment. 


Excerpts FroM MINUTES OF COMMITTEE ON LAWS FOR JANUARY 16, 1952 


OHIO; FIRE COMPANIES ASSUMING REINSURANCE FROM CASUALTY COMPANIES 
ADMITTED IN OHIO 


The office of the attorney general agrees with the conclusion set out in our 
memorandum filed with Insurance Superintendent Robinson, that under the Ohio 
law fire companies are not prohibited from assuming Ohio casualty business from 
admitted casualty companies. The superintendent has bulletined companies that 
his earlier bulletin is withdrawn and the position of the fire companies is sus- 
tained. 


VIRGINIA ; PROPOSED RATE ADMINISTRATIVE SECTION OF BUREAU OF INSURANCE 


General counsel referred to a letter addressed to companies by Commissioner 
Bowles, containing a suggestion that the Virginia law be changed to permit the 
State to set up an administrative section in the insurance department to handle 
rates and stamping. On behalf of our membership, the commissioner was ad- 
vised that we would oppose such legislation and it would be our hope that in his 
good judgment he would decide against its introduction. The matter is having 
our close attention and we shall endeavor to prevent the enactment of such 
legislation. 

RATE REGULATORY COMPILATION 


This compilation will be ready for distribution within the next week and it is 
not our purpose to furnish any additional compilations. Companies have com- 
pilations on multiple line underwriting powers, reinsurance statutes and rate 
regulatory statutes (both fire and casualty) together with tax manuals fire and 
casualty wise. 

RETIREMENT OF W. A. ROBERTSON 


Mr. Roberston, research man in the law department, is retiring next month after 
36 years of service. Mr. George Henke of this department will take over his 
duties. 


DEATH OF FRANK J. AGNEW 


Chairman Hullett referred to the passing of Mr. Frank J. Agnew, our repre- 
sentative on the west coast for the past 12 years, and suggested the appointment 
of a small committee to prepare an appropriate resolution to be forwarded to his 
widow. It was so voted and the chairman appointed Messrs. W. A. Rattelman, 
H. W. Miller, and P. J. Priore. 

JACK G. MC KENZIE 


General counsel advised that Jack G. McKenzie, assistant general counsel, who 
was sent out to the coast more than a year ago looking to the retirement of Mr. 
Agnew, will take up his duties. 

It is the purpose of general counsel to leave for the coast in the morning and 
close the office occupied by Mr. Agnew at 315 Montgomery Street and transfer 
it to the national board office in the Merchants Exchange Building. 
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STANDARD MULTIPLE PERIL AGENCY CONTRACT 


A member company asked that we refer to this committee the question of 
revising the approved agency contract in light of developments since the ado 
tion of multiple line underwriting. After discussion, it was voted that a sma 
committee be appointed to explore, with counsel, the advisability of a standard 
multiple peril agency contract and report back to this committee. It was sug- 
gested that any study of a new contract might also consider the new problems 
that are being raised as a result of the installment and annual renewal plang, 

Pursuant to this action, Chairman Hullett appointed the following committee: 
H. Clay Johnson, C. L, Allen, Millard Bartels, 8. Dwight Parker, and J, kK 
Hooker. 

LEGISLATURES IN SESSION 


Twelve States will convene in regular session this year, three being limiteg 
to budget, revenue, and appropriation bills. 


FEDERAL CONGRESS 


The second session of the 82d Congress convened and adjourns not later than 
the last day of July. There are two matters in which we are primarily inter. 
ested, i.e., taxation and war damage legislation. 

A meeting is scheduled with Colin F. Stam and the staff of the Joint Com. 
mittee on Internal Revenue Taxation for January 24 with our subcommittee on 
tax problems, headed by Mr. Niederlitz. 


SUBCOMMITTEE OF LAWS COMMITTEE 


Tag problems.—Chairman Niederlitz read the attached report, which was, on 
motion duly made and seconded, accepted. 


War damage legislation.—Chairman Bowersock submitted the attached second 
report on war damage. 


BILLS APPROVED FOR PAYMENT 


On motion duly made and seconded, it was voted to approve payment of the 
following bills amounting to $15,307.93 : 


Indiana Association of Insurance Agents.____------..--..-----._-.- $1, 036. 80 


New Hampshire Association of Insurance Agents_.-_..-----------. 500. 00 
Insurance Federation of Nebraska............................... 1, 500. 00 
Insurance Federation of Pennsylvania_____...-_------~--~---.---.. 1, 750.00 
Steptoe & Johnson, attorneys, West Virginia____---_-----_-------_- 7, 884.47 


NATIONAL BoarD OF FIRE UNDERWRITERS, 
COMMITTEE ON Laws, 
New York, N.Y., January 16, 1952, 


REPORT OF SUBCOMMITTEE ON TAX PROBLEMS 


Your subcommittee on tax problems met and considered the following agenda: 

1. Letter of Colin F. Stam, chief of staff, Joint Committee on Internal Revenue 
Taxation, re congressional study of taxation in insurance companies. 

2. Letter from Mr. John R. Barry re setting up of catastrophe reserves. 

3. The establishment of reserves on excess of loss reinsurance as proposed 
by John A. Diemand, Jr., on behalf of the Insurance Co. of North America. 

In respect to the establishment of catastrophe reserves, your subcommittee 
reached the conclusion that we stand to lose more than we could possibly gain 


by the establishment of catastrophe reserves at this time. This conclusion was | 


reached after a full discussion of the following factors involved in the question: 

(1) Such a reserve, if set up on a voluntary basis, would not be allow- 
able as a tax deduction. 

(2) If the States were willing to require the establishment of such 8 
reserve, doubt was expressed that the business is ready at this time to ask 
for mandatory reserves of this nature. 

(3) Assuming reserves were established on a compulsory basis, it was 
considered highly doubtful that the Treasury Department would allow theit 
deduction for tax purposes. 
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(4) The establishment of such a reserve on a nondeductible basis for tax 
purposes could result in 52 cents or more of every dollar of reserve being 
taken by Federal taxation, with adverse effects on a company’s surplus 

sition. 

(5) The establishment of a catastrophe reserve would call for a uniform 
definition of a catastrophe, rather than the present $1 million, or 10 percent, 
of premium volume definition, provided in the standard profit formula. 

(6) When a reserve of adequate size was fully established, it could bring 
about a reduction in rates through the elimination of the present catastro- 
phe allowance. “e : 

(7) It was the consensus of opinion that the establishment of such a 
reserve could lead to a reopening of the standard profit formula; and if 
such reserve were established on a tax-deduction basis, it would exert a 
strong pressure for the revision of the present Federal tax law provisions 
applicable to stock fire insurance companies. , 

(8) If a tax-free reserve were established and a major catastrophe oc- 
curred, companies could be faced with the payment of high Federal taxes for 
the year in which the catastrophe occurred, as the amount of such loss would 
be chargeable against the reserve. 

(9) The reopening of the question of insurance company taxation could 
lead to a reexamination of the tax treatment now accorded not only the 
unearned premium and loss reserves but also the present tax treatment 
accorded expense items, and lead to a complete revision of the present basis 
for taxing stock fire insurance companies. 

In considering the North American proposal for the establishment of reserves 
covering excess of loss reinsurance, and in line with its position taken above, 
your subcommittee is opposed to the establishment of such a reserve out of 
current income, as illustrated in the North America statement of John A. Die- 
mand, Jr. If such a reserve, however, were established as a voluntary surplus 
reserve, no tax question would be involved and no objection would be made to 
such a procedure. It was the consensus of opinion that it would be probably 
impossible, in any event, for us to convince the Treasury that a reserve covering 
contingent future payments of losses should be allowed as a tax deduction 
Some fear was also expressed that the companies obtaining this form of rein- 
surance might have their own reserves reduced, if the company writing such 
coverages were able to establish, out of current income, with the Treasury 
Department approval, reserves of such excess of loss reinsurance. 

Because of the importance of the question, your subcommittee thought it 
wise to attempt, if possible, to secure further information concerning the 
purpose and scope of the study now being undertaken by Congress of insurance 
company taxation, before taking any action on the offer to submit such informa- 
tion as we may care to furnish to the chief of staff of the Joint Committee on 
Internal Revenue Taxation. 

Respectfully submitted, 

J. G. NIEDERLITZ, Chairman, 


Excerpt FroM MINUTES OF THE EXECUTIVE COMMITTEE FOR JANUARY 31, 1952 


NEW BUSINESS 





Special committee of technicians to study term rule.—Mr. H. C. Conick asked 
for the discharge of this subcommittee of the committee on laws, stating that it 
had completed its report to the National Association of Insurance Commis- 
sioners. Upon motion, it was voted that the subcommittee be discharged, with 
thanks for an excellent job. 

Joint committee on interpretation and complaint—Mr. Herd informed those 
present that the joint committee on interpretation and complaint would shortly 
send to the national board a letter to chief executives asking for their respec- 
tive positions relative to possible reaffirmation of the articles of agreement 
among fire, marine and casualty underwriters made in connection with the 
nationwide definition and interpretation of the insuring powers of marine and 
transportation underwriters; and that if a majority of companies indicate their 
willingness to support the agreement, steps will be taken in an effort to bring 
about a reaffirmation by the various States which have adopted it. However, 
failing to obtain a reaffirmation of support from the fire, marine and casualty 
companies, present and prospective signatories, the joint committee might deem 
it advisable to reexamine the whole situation, companywise and Statewise. 


L. O. Vincent, Secretary. 
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Excerpt FroM MINUTES OF THE COMMITTEE ON LAWS FOR JANUARY 31, 1952 


OHIO—FIRE COMPANIES ASSUMING REINSURANCE FROM CASUALTY COMPANIEs 
ADMITTED IN OHIO 


The office of the attorney general agrees with the conclusion set out in oy 
memorandum filed with insurance superintendent. Robinson, that under the 
Ohio law admitted fire companies are not prohibited from assuming Ohio casua}t 
business from admitted casualty companies. The superintendent has bulletined 
companies withdrawing his earlier bulletin and advising that the position of the 
fire companies is sustained. 


VIRGINIA—-PROPOSED RATE ADMINISTRATIVE SECTION OF BUREAU OF INSURANCE 


Reference was made to a letter addressed to companies by commissioner 
Bowles, containing a suggestion that the Virginia law be changed to permit the 
State to set up an administrative section in the insurance department to handle 
rates and stamping. 

On behalf of our membership general counsel advised the commissioner that 
we would oppose such legislation and it would be our hope that in his good judg. 
ment he would decide against its introduction. The matter is having our attep. 
tion and our efforts will be directed to the defeat of such legislation. 


STANDARD MULTIPLE PERIL AGENCY CONTRACT 


The committee had before it the question of revising the approved agency 
contract in light of developments since the adoption of multiple line underwrit. 
ing. After discussion, it was voted that a small committee be appointed to ex. 
plore, with counsel, the advisability of a standard multiple peril agency contract 
and report back to the committee on laws. It was suggested that any study 
of a new contract might also consider the new problems that are being raised ag 
a result of the installment and annual renewal plans. Pursuant to this resoly- 
tion, chairman Hullett appointed the following committee: H. C. Johnson, C. L, 
Allen, Millard Bartels, S. Dwight Parker and J. K. Hooker. 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, January 31, 1952. 
Mr. J. Victor HErp, 
Chairman, Executive Committee, National Board of Fire Underwriters, New 
York, N.Y. 


Dear Sir: The following report covers the activities of the actuarial bureau 
committee for the period December 6, 1951, to date. One meeting was held on 
January 10, 1952. 

STATISTICAL AGENT 


The National Board of Fire Underwriters has since December 1949 served 
as statistical agent for certain allied lines and sprinklered classes for the Com- 
monwealth of Virginia but has now been appointed for all fire and allied lines, 
effective January 1, 1952. The Tabulating Division of the Virginia Insurance 
Rating Bureau is being discontinued. 


REPORT OF MEETING OF THE NATIONAL ASSOCIATION OF INSURANCE COM MISSIONERS— 
DECEMBER 2 TO 5, 1951 


Liabilities in force—The agenda of the Fire and Marine Committee con- 
tained an item suggesting amendment to the National Board Statistical Plan 
to include the reporting of liabilities in force. Speaking for the National Board, 
J. H. Finnegan referred to arguments against this proposal presented to the NAIC 
last year and the matter was dropped from further consideration. 

Proposed annual statement supplement.—The Insurance Commissioners of 
zone 5 proposed that a supplement to the annual statement be required to show 
earned premiums and incurred losses, allocated claim expense, commissions by 
States and also by lines such as fire, extended coverage, automobile and other 
types of insurance. The proposal is now with the Rates and Rating Organi- 
zation Committee and is scheduled for consideration next June. The Actuarial 
Bureau Committee does not favor the proposal and the staff is in correspondence 
with its sponsor. 

Submitting changes to the NAIC.—No action was taken on a proposal that 
all changes in statistical plans be submitted to the individual States before 
being offered to the NAIC. The position advocated by the business that it 
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would be preferable to have proposals submitted to the NAIC before transmission 
to States appears to have support in the association. 

standard classification study.—A proposal to study ways in which the stand- 
ard classification might be amended to follow more closely rating systems such 
as the analytic, was advanced. The need for uniformity of classified experience 
has been brought to the attention of those advocating this change and we have 
peen assured that our staff would be kept advised of any progress made in con- 
nection with the study. 


SUBMISSION OF EXPENSE DATA BY COMPANIES 


Your committee recommends that September 15, 1952, be established as the 
date on which reports of expenses for the year 1951 according to the national 
poard statistical plan shall be submitted to the actuarial bureau by companies. 


SUPPLYING LISTS OF QUESTIONABLE CODES TO THE MUTUAL INSURANCE ADVISORY 
ASSOCIATION 


The Mutual Insurance Advisory Association requested that the actuarial 
bureau supply data collected from stamping offices on the various occupancy 
codes which are questionable if used in connection with business for any given 
State. 

It is recommended that this information be made available, with full explana- 
tion regarding the limitations and use of the data supplied. 


ADJUSTER’S LOSS REPORT FORM FOR ALLIED LINES AND INLAND MARINE LOSS 
INFORMATION SERVICE DATA 


Your committee approves of sending a bulletin prepared by the committee on 
adjustments, advising subscribers that the standard adjuster’s loss report 
form, designed for fire and lightning, may also be used for the reporting of 
allied lines and inland marine loss information service data. 


oO * * * * * 2 


Corroon & REYNOLDS, INC., 
INSURANCE UNDERWRITERS, 
New York, N.Y., February 21, 1952. 
Mr. J. RAYMOND BERRY, 
National Board of Fire Underwriters, 
New York, N.Y. 


Dear Ray: In connection with installment premium payment plan questions 
to be presented to the committee of lawyers, I wish to submit the following: 

Under the North America plan, let us assume a $400 premium for a 5-year 
policy. The premium is collected as follows: $100 at inception and $78 on each 
anniversary date. The insurance department has ruled that the premium shall 
be placed on the company’s books on the basis of the amount received within 
the year. This, however, does not dispose of the unearned premium reserve 
problem. The $100 represents the annual rate, and there is no doubt of the 
intention of the promulgators of the plan to salvage a 1-year premium in case 
there was any failure to pay installments. However, it is our contention that 
they have overlooked the legal requirements of the standard fire policy. The 
endorsement that is used in no way makes for an automatic cancellation in 
the event of nonpayment of a premium, so the company must take affirmative ac- 
tion if installments are not paid in order to effect a legal cancellation. 

The standard fire policy does not go into any details as to the reasons for a 
company canceling but just states “if a company cancels” (and I read into 
that “for any reason whatsoever’), in which event it must be on a pro rata 
basis. In other words if the assured has paid $100, does not pay the first 
installment, and the company cancels, they owe the assured $20. 

On this basis the $20 excess received in the first year represents an amount 
that will be earned over the ensuing 4 years because if the second installment 
is not paid the same reasoning follows. Further, a company always has the 
privilege of canceling at any time and if at the end of a year and a half, it 
should decide for underwriting reasons to take advantage of this right, it 
stands to reason it would be very difficult to claim the $100 for the first year and 
pro rata of the $78 for the second year. 

As to the annual renewal plan, it seems to us that it is in the same category. 
The difference is mechanical, and, in effect, a 5-year agreement has been made 
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with the assured to do exactly that which is done under a 5-year policy. Ip the 
case of the annual renewal plan, a certificate is issued each year which, theopet. 
cally, makes it a new transaction. Our contention is that it is part of the orj 
and the same rules as to cancellation apply. The best proof of this would be the 
example such as I have given you above, where the company takes advan 
of its right halfway through the second year of the policy. They have deprived 
the assured of something they agreed to give him and most certainly could hot 
collect anything but pro rata. 

I am under the impression that some people believe that the annual renewal 
plan is in a different category than other so-called installment premium-payment 
plans. It is my argument that they are all the same, and the proof rests in the 
fact that the rate and the charge made in either instance is for a 5-year Policy 
and credit is given in the rate for that feature. 

Summed up in a few words, the extra $20 in the first year is not the outright 
property of the company. It is not earned and will not be earned except as the 
period of time elapses and, therefore, it can only be taken into the company’s 
accounts as its property when and after it is earned. 

With kindest regards, 

Faithfully yours, 
(Signed) John R. Barry, 
JOHN R. Barry, 
President, 


CorRoOoN & REYNOLDS, INC., 
INSURANCE UNDERWRITERS, 
New York, N.Y., February 25, 1952, 
Mr. J. R. Berry, 
National Board of Fire Underwriters, New York, N.Y. 

Deak Ray: I have your letter of February 21 with reference to the meeting 
of the subcommittee on underwriting profit scheduled for March 4. Unfortp- 
nately, I will not be available to attend this meeting, as I am leaving for a vaca. 
tion on February 29. 

I have read Dr. Finnegan’s ideas on apportionment of catastrophe losses and 
am in complete disagreement with this sort of formula. As you can see from 
the figures themselves, we are always behind. If this kind of reasoning had been 
applied to the rate revision in New York, New Jersey, and other States asa 
result of the last catastrophe, we would have gotten much less of an increase 
in rates than we have received. 

I agree with him that it is going to be very difficult to get agreement among 
the States. When it comes down to brass tacks, they are all looking at it with 
a selfish political interest. It is possible, in view of the character of windstorm 
and extended-coverage losses, that we may have to decide on an entirely different 
approach, getting a base rate that will be a national rate, adding factors for 
purely local conditions. 

With kindest regards, 

Faithfully yours, 
JOHN R. Barry, President. 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, N.Y., February 27, 1952. 
J'io Members of Subcommittee of Lawyers: Mr. George C. Carey, America Fire 
Insurance Group; Mr, Francis Van Orman, American Insurance Co.; Mr. 
Hugh Garland, Corroon & Reynolds; Mr. Gay Gleason, Employers Fire 
Insurance Co.; Mr. Manning Heard, Hartford Fire Insurance Co.; Mr. @. A. 
Loughlin, Home Insurance Co.; Mr. Edward McLoughlin, North British @ 
Mercantile Insurance Co.; Mr. H. Clay Johnson, Royal-Liverpool Insurance 
Group; Mr. Millard Bartels, Travelers Insurance Co.; James C. Hullett 
(Chairman, Committee on Laws), Hartford Fire Insurance Co. 


GENTLEMEN: We are calling a meeting of this subcommittee for 10 a.m, 
March 12, 1952, in the conference room of the national board, to consider two 
problems referred to it by our committee on laws, i.e. : 

1. The possibility of merging the activities of the Western Actuarial Bureau 
and those of the Western Underwriters Association and the question of the 
legality of the proposed plan under applicable law. 

2. The question of whether the installment premium plan and the annual 
renewal plan provision with reference to cancellation are in violation of the 
provisions of the standard fire insurance policy. 
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We are enclosing herewith the following material which we request you to 
study prior to the meeting. , 
(a) Report of special committee of the Western Underwriters Association 
ng a proposal for the assumption of the Western Underwriters Associ- 
ation of the statistical and the other advisory activities presently carried on by 
the Western Actuarial Bureau. f 
(b) Letter addressed to W. E. Newcomb, chairman of the special committee, 
by Hayes McKinney of McKinney, Carlson, Barnes & Smalley, dated January 28, 
1952, containing his opinion as to the legality of the proposed plan under 
applicable law. ae ; 
(ce) Two diagrams—one being an organization chart and the other being a 
procedure chart. : i , 
(d) Letter received from John R. Barry (dated Feb. 21, 1952) dealing with 
the problems involved in question 2, above. : 
We trust you will find it convenient to attend this meeting. 
Yours very truly, 
J. RAYMOND Berry, General Counsel. 


REporT OF SPECIAL COMMITTEE 


Following action by the governing committee in June 1951 this special com- 
mittee was appointed to explore fully the possibility of merging the activities 
presently carried on by Western Actuarial Bureau with those of Western Under- 
writers Association in the interests of efficiency and economy, and the committee 
was instructed to make a complete report to the governing committee at the 
earliest possible date. 

The committee has had the complete cooperation of the subscribers actuarial 
committee in its efforts to resolve questions bearing upon the consolidation of 
the activities of Western Actuarial Bureau and the Western Underwriters Asso- 
ciation into one organization. 

In our study of the rating procedures of other territories it was immediately 
apparent that in Western Underwriters Association territory the companies have 
to date elected to have independent actuarial facilities, whereas in all other 
regional territories the trade associations actively participate in matters relating 
to rates and rating methods, and in SEUA territory, in actual ratemaking as 
well, 

To your committee it seems that the question to be decided is simply posed. 
Do the members of Western Underwriters Association want to participate in 
advisory activities relating to rating and rating procedures or do they prefer 
to allow this function to remain with an independent actuarial organization? 

Without in any way attempting to answer this question your committee has 
developed an operational plan which would permit consolidation of the activities 
of Western Actuarial Bureau and Western Underwriters Association into one 
organization with opportunities for both increased efficiency and economy. 

The proposed plan as herein broadly outlined has been submitted to counsel 
and their report dn legal aspects has been received. If adopted as the basis for 
further action, it is contemplated that counsel will also be consulted with respect 
to detailed procedures. 

PLAN 


I. This plan contemplates the physical consolidation of Western Actuarial 
Bureau and Western Underwriters Association. All facilities and services now 
available through Western Underwriters Association and Western Actuarial 
Bureau will be maintained under the consolidated organization. The present 
personnel will become a part of the consolidated organization in such capacities 
as their experience and background will best serve the membership. 

II, The president of Western Underwriters Association shall appoint a nine- 
man committee to be known as the advisory rating committee. The member- 
ship of this committee shall involve equitable representation of companies domi- 
ciled in Hartford, New York, and outside thereof. 

Membership on this committee shall be based upon a reasonable rotative 
system with a maximum term of 3 years with a provision that for a 1-year 
period following the termination of a member’s term he shall be ineligible to 
act as a member. The committee shall elect its own chairman annually. 

Upon appointment each member shall be privileged to name one alternate who 
must be a member of Western Underwriters Association and must be registered 
with the president by the named member and who may attend meetings only in 


the event of the member’s necessary absence. The named alternate must have 
power to vote. 
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This proposed plan will necessitate appropriate amendments to the present 
constitution. 

III. Functions of the Advisory Rating Committee.——The advisory rating 
committee— 

Shall study forms, rating methods, rating levels, and rules of practice 
and make recommendations with respect thereto. 

Shall furnish upon request information, data, statistics, and other relevant 
material to rating organizations and supervisory authorities in support of 
any recommendations. 

Shall receive data, statistics, and recommendations from any responsible 
source and consider all such information relating to the function for which 
the committee is formed. 

IV. Assessments.—It is contemplated that an equitable method of assessment 
covering advisory activities will be continued with respect to the users of such 
services. Assessments against members for the maintenance of the present aggo. 
ciation activities shall continue as heretofore. 

V. Managing Committee.—To insure a high degree of uniformity and to foster 
an effective administrative liaison between advisory and rating organizations, 
it is suggested that the present managing committees of the several inspection 
bureaus be reconstituted, as follows: 

Each managing committee should consist of six members elected by the mem. 
bership of the inspection bureaus, subject to the following provisions: 

(a) The secretary of the managing committee of each State should be the 
manager or assistant manager of the inspection bureau in that State and 
have an ex Officio status with no vote. 

(b) The managing committee in each State should include executives of 
domestic companies whenever possible and always in conformity with exist. 
ing State laws. 

(c) Membership on the managing committee should be based upon a 
reasonable rotative system with a maximum term of 3 years with a provision 
that for a 1-year period following the termination of a member’s term he 
shall be ineligible to act as a member. The committee should elect its own 
chairman annually. 

VI. Uniform Forms Committee.—It is not considered necessary or advisable 
to recommend any change in the present procedure with respect to the prepara- 
tion, manufacture, and distribution of uniform forms and collection of assess. 
ments for payment therefor. 


McKINNEY, CARLSON, BARNES & SMALLEY, 
Chicago, January 28, 1952. 
Mr. Wiit1amM EB. NEwcoms, 
Chairman, Special Committee, 
Chicago, Iil. 

Dear Mr. Newcoms: You have submitted to us a document entitled “Report of 
Special Committee,” which embodies in very broad and general terms a proposal 
for assumption by Western Underwriters Association of the statistical and other 
advisory activities presently carried on by Western Actuarial Bureau pertaining 
to rates, and have requested our opinion as to the legality of the proposed plan 
under applicable law. 

Under this plan, as we understand it, it is contemplated that Western Under- 
writers Association will undertake most, if not all, of the advisory rating activi- 
ties and facilities now carried on by Western Actuarial Bureau, and that Western 
Underwriters Association will, if the plan be adopted, thereafter make available 
to rating organizations and to insurers which make their own filings the statis- 
tical and other advisory rating services now performed by Western Actuarial 
Bureau. 

In line with this proposal, we note that Western Underwriters Association has 
already qualified as an advisory organization under the pertinent all-industry 
type of statute in all of the States in Western Underwriters Association territory, 
except Missouri, which has not enacted any statute of the all-industry type and 
has no statutory provisions for advisory organizations in the fire rating field. In 
addition, an extension of advisory services with reference to West Virginia and 
Arkansas is now possible, if desired, since both of these States have enacted the 
all-industry type statute. 

For the purposes of this opinion and until some definite court decision to the 
contrary, we assume that the all-industry type of statute affords adequate State 
regulation with respect to rating matters in keeping with the requirements neces 
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sary to afford protection under the McCarran Act (Public Law 15). See Herth 
Little Rock Transportation Co. v. Casualty Reciprocal Exchange (181 Fed. (2d) 
174, Cir. Ct. of Appeals, 8th Circuit, Apr. 5, 1950). Subject to the point as to 

: lifieation hereinafter referred to, we find nothing in any of the all-industry 
a statutes in Western Underwriters Association territory to prohibit Western 
Hiderwriters Association, as a duly qualified advisory organization, from exer- 
cising the functions and supplying the services of an advisory nature heretofore 
made available through Western Actuarial Bureau. And in Missouri, Ww hich has 

)» such statute, it is our opinion, in line with pertinent decisions of the Missouri 
= in Court, that the Western Underwriters Association may supply such 
ane to the State rating organization in that State in the same manner hereto- 
fore employed by Western Actuarial Bureau. Ww e further find that the rating 
Jaws which have been enacted in these several States, including Missouri, have 
repealed, either expressly or by implication, the antitrust and anticompact laws 
of these respective States insofar as the making of rates is concerned. Under 
these new rating statutes the emphasis has been changed from emphasis on the 
old conception of noncooperation to emphasis on regulated cooperation in 

aking 

Wwe have previously suggested, the new activities proposed to be under- 
taken by Western Underwriters Association may occasion a change in the 
association’s income tax exempt status and possibly in other directions as 
well. You have advised us, however, that you are not presently concerned 
with these collateral matters, but only with the overall legality of the pro- 
Waae ocr consideration of the proposed plan as outlined in the committee 
report, we are of opinion that, in its general aspects, the plan is feasible from 
a legal point of view, although there are some necessary qualifications to this 
broad statement, as herein noted. } 

The all-industry type of statute as enacted in the several States defines an 
advisory organization as a group, association, or other organization of insurers 
(companies in Illinois). Under the constitution of the Western Underwriters 
Association, membership in the association is personal, although the members 
must be executives or general agents of companies authorized to do business 
in Western Underwriters Association territory. In view of this statutory defi- 
nition of an advisory organization, however, the point may be raised at some 
future time that Western Underwriters Association as presently constituted 
cannot qualify as an advisory organization because it is not a group, associa- 
tion or other organization of insurers or insurance companies. Such contention 
has already been made in some States although none to date has insisted upon 
it. If the point be made hereafter as to Western Underwriters Association 
and insisted upon by some State authority, litigation might be necessary to 
establish your position in that regard, and the success of litigation upon this 
particular point may be uncertain, and it might become necessary to change 
the organization from personal to company membership. This situation seems 
to apply to Western Actuarial Bureau under its present setup as well as to the 
Western Underwriters Association and would not be changed by the proposed 
merger. 

We call attention, also, to section IV of the proposed plan as outlined in 
the report. Assessments ordinarily cannot be made against nonmembers of an 
association. Assessments or charges may be made against State rating organ- 
izations for advisory services rendered and information furnished to such rating 
organizations, and the rating organizations in turn may charge its members 
and subscribers for rating services rendered to all insurers using its rating serv- 
ices, without reference to whether such users of the services be members of the 
trade association or not. If any companies which make their own filings request 
statistical information or other advisory services from the advisory rating 
committee of the association, they may, of course, be charged reasonable fees 
for such services as they request and receive. 

Please bear in mind, also, that this proposed plan is couched in the most 
general terms and contains no discussion or statement of detailed procedures ; 
and if and when it is determined to implement this broad proposal in detail, 
an on of individual steps in its development should have further con- 
sideration. 

The report of your committee sent us January 22, 1952, as thereafter revised 
is returned to you herewith. 

Yours very truly, 


McKINNEY, CARLSON, BARNES & SMALLEY 
By Hayes McKINNEY. 
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Corroon & REYNOLDS, INc., 
INSURANCE UNDERWRITERs, 
New York N. Y., February 21, 1959 
Mr. J. RAYMOND BERRY, 
National Board of Fire Underwriters, 
New York, N.Y. 


Dear Ray: In connection with installment premium payment plan questions 
to be presented to the Comittee of Lawyers, I wish to submit the following. 

Under the North America plan, let us assume a $400 premium for a 5-year 
policy. The premium is collected as follows: $100 at inception and $7g q 
each anniversary date. The insurance department has ruled that the Premiun 
shall be placed on the company’s books on the basis of the amount recejyeg 
within the year. This, however, does not dispose of the unearned premiyn 
reserve problem. The $100 represents the annual rate, and there is no doubt 
of the intention of the promulgators of the plan to salvage a 1-year premium jp 
case there was any failure to pay installments. However, it is our contention 
that they have overlooked the legal requirements of the standard fire policy | 
The endorsement that is used in no way makes for an automatic cancellation 
in the event of non-payment of a premium, so the company must take affirmatiye 
action if installments are not paid in order to effect a legal cancellation. 

The standard fire policy does not go into any details as to the reasons for g 
company canceling but just states “if a company cancels” (and I read into that 
“for any reason whatsoever”), in which event it must be on a pro rata basis. 
In other words if the assured has paid $100, does not pay the first installment, 
and the company cancels, they owe the assured $20. 

On this basis the $20 excess received in the first year represents an amount 
that will be earned over the ensuing 4 years because if the second installment | 
is not paid the same reasoning follows. Further, a company always has the 
privilege of canceling at any time and if at the end of a year and a half, it 
should decide for underwriting reasons to take advantage of this right, jt 
stands to reason it would be very difficult to claim the $100 for the first year 
and pro rata of the $78 for the second year. 

As to the annual renewal plan, it seems to us that it is in the same category, 
The difference is mechanical, and in effect a 5-year agreement has been made 
with the assured to do exactly that which is done under a 5-year policy. Ip 
the case of the annual renewal plan, a certificate is isued each year which 
theoretically makes it a new transaction. Our contention is that it is part of 
the original and the same rules as to cancellation apply. The best proof of 
this would be the example such as I have given you above, where the com. | 
pany takes advantage of its right half way through the second year of the | 
policy. They have deprived the assured of something they agreed to give hin, 
and most certainly could not collect anything but pro rata. 

I am under the impression that some people believe that the annual renewal 
plan is in a different category than other so-called installment premium pay. 
ment plans. It is my argument that they are all the same and the proof rests | 
in the fact that the rate and the charge made in either instance is for a 5-year 
policy and credit is given in the rate for that feature. 

Summed up in a few words, the extra $20 in the first year is not the outright | 
property of the company. It is not earned and will not be earned except as 
the period of time elapses and therefore it can only be taken into the company’ 
accounts as its property when and after it is earned. 

With kindest regards. 

Faithfully yours, 


JOHN R. Barry, President. | 


| 
Excerpts From MINUTES OF EXECUTIVE COMMITTEE FOR FEBRUARY 28, 1952 


REPORT OF COMMITTEE ON LAWS 


Kentucky—Reference was made to legislation sponsored by the insurance 
department amending the present rating law and providing for public hearing 
on proposed rate changes. This bill has the support of the Louisville Autome-| 
bileClub. The legislation is being opposed by us. | 
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NEW YORK—STUDY OF COMMISSION PROBLEM 


5 ’. Stott, inquiring as to whether 

1 counsel read a letter from Mr. John C , : rhett 
orgies believed the national board would now be interested in reactiy ating 
yo vall-industry committee for the study of the commission problem. The con- 
ieee of the committee was there was no reason for reactivation of this all- 


industry committee at this time. 


WESTERN ACTUARIAL BUREAU—-WESTERN UNDERWRITERS ASSOCIATION 


A letter received by general counsel from Wap Newcomb, chairman of a 
special committee of the Western Underwriters Association was read. It Gealt 
with the possibility of merging the activities of the Western Actuarial Bureau 
with those of the Western Underwriters Association and contained a request 
(if in order) that our subcommittee of lawyers consider the question of the 
“legality of the proposed plan under applicable law.” After conside1 able 1504 
cussion, on motion duly made and seconded, it was voted that the matter a 
referred to our subcommittee of lawyers with instructions to report back to the 
committee on laws. 


SUBCOMMITTEE ON UNDERWRITING PROFIT 


General counsel read the following report of the subcommittee on underwriting 
profit, explaining that the matter had been reported direct to our executive com- 
mittee at its January 31 meeting as a matter of information with the approval 
of the undersigned (chairman of laws committee) because a filing of this formula 
has been requested on or before May 1, 1952: r 

“Your subcommittee on underwriting profit met on January 29, 1952. It was 
reported that Director Day of Illinois had called for the filing of a set of stand- 
ards (in effect a profit formula) by which rate levels might be tested. Three 
major questions were presented : : 

“(1) Did the business favor 5-percent profit loading and 1-percent catas- 
trophe loading as separate loadings, or did it favor a single loading of 6 per- 
cent for fire and extended coverage? 

“(2) What period of years should be considered in determining rate levels 
in connection with extended coverage rates? 

“(3) How should so-called catastrophic losses be treated in connection 
with extended coverage rates? 

“Tt was the consensus that the present formula as it applied to fire rates 
seemed to be reasonably satisfactory, the subcommittee feeling that it would 
be better to have a single loading of 6 percent to cover profit and catastrophes 
rather than to have separate percentages; and that a period of not less than 5 
years as provided in the rate laws should be considered in looking at fire insur- 
ance rate levels. 

“With reference to extended coverage your subcommittee recommended a single 
loading of 6 percent and a period of not less than 10 years be considered. 
This period is not inconsistent with the provisions of the rate laws. 

“On the question of distribution of so-called catastrophic losses, the subcom- 
mittee was advised that the actuarial bureau was now studying this question 
in connection with the credibility to be accorded certain statisics. This sub- 
committee will therefore await the result of the actuarial bureau’s study before 
they make a recommendation on this point.” 

Since this report was made to the executive committee in view of the pressure 
of time our subcommittee on underwriting profit has arranged to meet, on March 
4 and 5 with five or six of the rating bureau managers and submit to them a 
proposal of a detailed application of the underwriting profit formula which 
rating bureaus might use as a base. Our purpose is to see if anything in our 
suggestion runs contra to the rating bureaus’ procedures. In addition to cer- 
tain fire people we have also invited the inland marine and automobile people. 


TERM RULE STUDY—COMMITTEE OF TECHNICIANS 


The committee of technicians (a committee appointed by our subcommittee on 
underwriting profit) having completed its report on term rule study, it was 
voted that this committee be discharged, with thanks for an excellent job. 
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INSTALLMENT OR DEFERRED PREMIUM PAYMENT LAWS 


At the November meeting of the laws committee, consideration was given to a 
question raised by Mr. Barry as to the legality of certain practices under the 
installment premium payment plan in computing return premiums on cancella. 
tion. The matter was referred to the actuarial bureau. Thereafter repre 
sentatives of the laws committee and the actuarial bureau met and the following 
report was made, which was read by Mr. Perryman: 

“The question dealt with the determination of whether the first payment of 
$100 made on an installment policy should be regarded as 1-year business, 9, 
whether only $80 of that amount should be so regarded, with the remaining $20 
treated as 5-year business. After a full discussion of the question, it was agreeg 
that the legal phase of the matter involving a possible conflict between the 
wording of the installment term endorsement and the statutory standard fire 
policy to which such endorsement is attached, be referred to the national board's 
subcommittee of lawyers. After receipt of their opinion, the matter could then 
be discussed with the New York Insurance Department with a view towarg 
reaching a satisfactory solution of the problem.” 

. It was the consensus that the matter be referred to our subcommittee of 
awyers. 


REPORT OF SUBCOMMITTEE ON STANDARD FIRE POLICY 


Your subcommitee on the standard fire insurance policy met on March 18, 
1952, at 2 p.m., to consider the attached bill (New Jersey H.B. 335) and proposed 
amendments thereto. 

After extended discussion with Messrs. McCullough and Van Orman, spon- 
sors of the proposed amendments, it was moved (Mr. Tribou) that we endorse 
the principle embodied in the proposed amendment to section 4 of the bill, 
which amendment would permit the combining into one rate and one indivisible 
premium any combination of specified coverages including the coverage against 
fire. This motion failed for want of a second. 

Mr. Johnson then moved, we are opposed to the above principle. This motion 
earried. (Messrs. Hullett, Johnson, Loughin, Bartels voting in favor; Mr, Tri- 
bou, against. ) 

Mr. Johnson then moved, we support the present law in New Jersey to the 
extent that it permits combinations of coverages with indivisible premium, so 
long as the fire coverage rate and premium are separately stated. This motion 
carried unanimously. It was agreed this last vote made unnecessary a vote on 
the provision of the proposed bill which would have prevented any combination 
of coverages, other than those already in use. 

Your subcommittee then considered the principle of inclusion in the policy 
itself—rather than by endorsement—provisions applicable to additional cover- 
ages with modification of the policy language to the extent necessary to accom- 
modate such language to such additional coverages. On motion of Mr. Johnson 
this principle was approved with these limitations: 

(1) That the fire rate and premium be separately stated ; 

(2) That the other coverages to be included be specified even though the rate 
and premium for those other coverages is indivisible ; 

(3) That any modification of policy language apply only to the coverages other 
than fire; so that the fire coverage would be neither broader nor narrower as 
a result of such modification ; 

(4) That if desired, combination policies might be used; i.e., policies in which 
two or more companies join—in connection with such modification. 

Mr. Loughin did not vote. Mr. Hullett opposed. 

It was agreed that the adoption of this principle included in it the adoption 
of the principle embodied in the proposed bill as printed—section 7—which 
would permit printing “as a part of” the policy the provisions applicable to the 
additional coverages. 
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ExcerPts From MINUTES OF EXECUTIVE COMMITTEE FOR MARCH 27, 1952 
COMMITTEE ON LAWS 


STANDARD FIRE INSURANCE POLICY—NEW JERSEY HOUSE BILL 835 


Chairman Bartels reported on a meeting of the subcommittee on the standard 
fire policy held on March 18 to consider New Jersey House bill 335, and proposed 
amendments thereto. Following the report on motion duly made and seconded 
it was voted : 

(1) We are opposed to a single indivisible rate and premium for specified 
coverages if the peril of fire-lightning is included ; 

(2) We are not opposed to a single indivisible rate and premium for 2 
combination of specified insurances, as long as the rate and premium for 
fire-lightning is separately stated ; 

(3) We are not opposed to modifying the language of the fire insurance 
contract to the extent necessary to accommodate the language of the con- 
tract to the additional specified insurances, provided again that the rate 
and premium for fire-lightning is separately stated and the coverage afforded 
against the peril of fire-lightning is neither broadened nor narrowed as the 
result of such modification ; 

(4) We are not opposed to having printed or added to, as part of the 
contract, those additional provisions and contract terms which would nor- 
mally be contained in endorsements attached to the policy ; 

(5) We are not opposed to the use of a combination policy by two or more 
insurers (perhaps One primarily a fire insurer and another a casualty in- 
surer) under which each insurer in the combination might cover for one or 
more of the specified insurances. 


WESTERN ACTUARIAL BUREAU—-WESTERN UNDERWRITERS ASSOCIATION 


Our subcommittee of lawyers considered the question of the legality of the 
proposed plan under applicable law to merge the activities of the Western 
Actuarial Bureau with those of the Western Underwriters Association, and made 
the attached report. On motion duly made and seconded it was adopted. 


WAR DAMAGE LEGISLATION 


Senator Frear, chairman of the Subcommittee on Securities, Insurance, and 
Banking has suggested that the presentation, if any, that we may care to make 
to the subcommittee concerning war damage legislation should be made not 
later than March 24. It was voted that the two reports of our subcommittee on 
war damage legislation, heretofore approved by the committee on laws, be for- 
warded to Senator Frear with the last paragraph of the second report deleted. 


BILLS APPROVED FOR PAYMENT 


On motion duly made and seconded, it was voted to approve payment of the 
following bills amounting to $335. 


Legislative Index Co., New York Legislative Service_______.______-_-____-- $260 
Julian H. Hennig, legislative service, South Carolina_________.----_-_--- 75 


Report oF SUBCOMMITTEE OF LAWYERS TO COMMITTEE ON LAWS ON Marcu 19, 1952 


Under date of February 15, 1952, Mr. W. E. Newcomb, chairman of a special 
committee of the Western Underwriters Association, submitted to the general 
counsel a copy of a “Report of Special Committee” together with a copy of an 
opinion submitted to Mr. Newcomb under date of January 28, 1952, by the 
Chicago law firm of McKinney, Carlson, Barnes & Smalley. The report was 
directed to the possibility of merging activities presently carried on by the 
Western Actuarial Bureau with those of the Western Underwriters Association. 
Mr. Newcomb‘s letter requested that the National Board Subcommittee of Law- 
yers render an opinion on the question of “the legality of the proposed plan 
under applicable law.’ Pursuant to action taken by the committee on laws on 
February 20, 1952, such request was referred to this subcommittee. 
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As indicated above, the question submitted is as to the legality of the pro- 
posed plan under applicable law. We do not understand that we have been 
asked to express any opinion as to the legal steps which might be involved in the 
dissolution of existing organizations or the creation of new ones for the purpose 
of carrying out the plan, all of which we regard as a separate subject. 

Essentially, the plan proposes that the Western Underwriters Association 
shall expand its functions as a statutory “advisory organization.” The advisory 
organization section of the so-called all-industry rate regulatory law (which has 
been adopted in all of the States within the territory of the Western Under. 
writers Association, except Missouri) reads as follows: 

“(a) Every group, association, or other organization of insurers, whether 
located within or outside this State, which assists insurers which make their 
own filings or rating organizations in ratemaking, by the collection and fur- 
nishing of loss or expense statistics, or by the submission of recommendations 
but which does not make filings under this act, shall be known as an advisory 
organization. r 

“(b) Every advisory organization shall file with the [commissioner] (1) a 
copy of its constitution, its articles of agreement or association or its certificate 
of incorporation, and of its bylaws, rules and regulations governing its activi- 
ties; (2) a list of its members; (3) the name and address of a resident of this 
State upon whom notices or orders of the [commissioner] or process issued at 
his direction may be served; and (4) an agreement that the [commissioner] 
may examine such advisory organization in accordance with the provisions of 
section — of this act. 

“(c) If, after a hearing, the [commissioner] finds that the furnishing of such 
information or assistance involves any act or practice which is unfair or unrea- 
sonable or otherwise inconsistent with the provisions of this act, he may isgye 
a written order specifying in what respects such act or practice is unfair or 
unreasonable or otherwise inconsistent with the provisions of this act, and re 
quiring the discontinuance of such act or practice. 

“(d) No insurer which makes its own filings nor any rating organization shall 
support its filings by statistics or adopt ratemaking recommendations, furnished 
to it by an advisory organization which has not complied with this section or 
with an order of the [commissioner] involving such statistics or recommenda- 
tions issued under subsection (c) of this section. If the [commissioner] finds 
such insurer or rating organization to be in violation of this subsection he may 
issue an order requiring the discontinuance of such violation.” 

It will be noted that the advisory organization section is explicit as to the 
functions which may be performed by an “advisory organization.” The fune- 
tions outlined in the attached plan could be construed as being at variance with 
the express provisions of the advisory organization section of the law. It would 
be our suggestion that the outline of these functions when contained in the con- 
stitution of the organization be made to conform exactly to the language of the 
advisory organization section (we assume that this is entirely consistent with 
the intended functions of the organization). 

It will be noted also that the advisory organization section provides for the 
submission of “recommendations” to assist rating organizations in ratemaking. 
We construe the term “recommendations” literally so as to mean that both the 
advisory organization submitting the same and the rating organization receiy- 
ing the same are legally precluded from regarding any such submission as 
obligatory. Moreover, in keeping with this concept, we construe the advisory 
organization section as intending that the respective actions of the advisory 
organization and the rating organization to which it may submit “recommenda- 
tions” shall be independent of each other. Since the protection afforded to 
advisory Organizations under the law is necessarily limited to functions per- 
formed by them directly, it is necessary that all such functions be performed on 
their behalf and not delegated to any outside committee or organization (we 
assume that any suggestion to the contrary in the attached plan as regards the 
functions of an “advisory rating committee” is unintentional and easily 
remedied). 

Within the foregoing limits, it is our opinion that the plan in question is legal 
under applicable law. In reaching this conclusion, we concur in the opinion 
expressed by Mr. McKinney’s firm that the rating laws which have been enacted 
in the several States comprising the territory of the Western Underwriters 
Association have repealed, either expressly or by implication, the antitrust and 
anticompact laws of these States insofar as the making of rates is concerned. 
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We also concur in the opinion of Mr. McKinney’s firm on the question of com- 

ny membership as opposed to individual membership in the advisory organi- 
gation. We do not regard tax questions as having been presented to this sub- 
committee and we express no opinion as to them. ; Part v of the plan refers 
to the managing committees of various rating organizations within the Western 
Underwriters Association territory: Since this does not pertain directly to the 
pro functions of the Western U nderwriters Association, we do not con- 
sider it a part of the plan and we express no opinion as to such subject. 


Excerpts FroM MINUTES OF COMMITTEE ON LAWS FOR APRIL 16, 1952 
WAR DAMAGE LEGISLATION 


Pursuant to the action of this committee at its last meeting, Senator Frear, 
was furnished with a copy of the two reports (with minor deletions from the 
second report) of our subcommittee on war damage legislation. As a matter 
of information general counsel read a letter from Senator Frear following the 
receipt of these reports, together with our reply (which reply was cleared with 
chairman Bowersock before it was sent to the Senator). 


UNIFORM DEPOSIT LAW 


Pursuant to the recommendation of the subcommittee of the laws and legis- 
lation committee of the NAIC dealing with uniform deposit law, Chairman Butler 
appointed an industry committee composed of the American Mutual Alliance, 
Association of Casualty and Surety Cos., Life Insurance Association of America, 
National Association of Independent Insurers and the National Board of Fire 
Underwriters. 

The committee considered the attached draft which was prepared by the in- 
dustry committee and on motion duly made and seconded it was voted to approve 
the recommendations therein contained, it being the consensus of the meeting 
that general counsel has authority to increase the size of the deposit if it becomes 
necessary. 

LOSS RESERVE FOR EXCESS OF LOSS REINSURANCE 


General counsel attended a meeting of the subcommittee on reinsurance of the 
NAIC in Chicago on April 14. There were two items on the agenda; one, slid- 
ing scale of commissions on which we took no position, consistent with instruc- 
tions from this committee; and two, proposal of the Insurance Co. of North 
America for a special reserve for excess of loss reinsurance to which we were 
opposed. A memorandum in opposition was filed by us following oral argument. 


STANDARDS FOR USE IN CONNECTION WITH ADJUSTMENT OF RATE LEVELS (FIRE 
INSURANCE) 


The attached memorandum (marked “A’’) was before the committee and during 
discussion Mr. Barry raised some question as to the last three paragraphs (interim 
computations). On motion duly made and seconded it was voted to approve this 
memorandum, subject to clarification of language in the last three paragraphs, 
which probably can be accomplished by a meeting with Mr. Barry and those who 
prepared it. It is expressly understood that if an agreement can be reached the 
draft can then go forward. (Memorandum marked “B” is the final draft.) 


Excerpt FroM MINUTES OF EXECUTIVE COMMITTEE FOR APRIL 24, 1952 
COMMITTEE ON LAWS 


STANDARDS FOR USE IN CONNECTION WITH ADJUSTMENT OF RATE LEVELS (FIRE 
INSURANCE) 


The attached memorandum was before the committee on laws and during 
discussion Mr. Barry raised some question as to the last three paragraphs (in- 
terim computations). On motion duly made and seconded, it was voted to 
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approve this memorandum, subject to clarification of language in the last th 
paragraphs, which probably can be accomplished by a meeting with Mr. ~ 
and those who prepared this memorandum. It was expressly understood 


an agreement can be reached the draft can then go forward. This has bee ae 


0 done 


STANDARDS FOR USE IN CONNECTION WITH ADJUSTMENTS OF RATE Levets 
(Fire INSURANCE) 


The Illinois statute regulating fire insurance rates, among other things, 
provides: 

“Rates shall not be excessive, inadequate, or unfairly discriminatory,” 

“Due consideration shall be given to past and prospective loss experience with. 
in and outside of this State, to the conflagration and catastrophe hazards to a 
reasonable margin for underwriting profits and contingencies, to dividends say. 
ings, or unabsorbed premium deposits allowed or returned by companies to their 
policyholders, members, or subscribers, to past and prospective expenses both 
countrywide and those specially applicable to this State; and in the case of fire 
insurance rates consideration shall be given to the experience of the fire insur. 
ance business during a period of not less than the most recent 5-year period for 
which such experience is available.” 

“* * * The information furnished in support of a filing may include (a) 
the experience or judgment of the company or rating organization making the 
filing, (b) its interpretation of any statistical data it relies upon, (c) the experi- 
ence of other companies or rating organizations, or (d) any other relevant 
factors. * * *” 

“The director shall promulgate reasonable rules and statistical plans, reason. 
ably adapted to each of the rating systems on file with them, which may he 
modified from time to time and which shall be used thereafter by each company 
in the recording and reporting of its loss and countrywide expense experience 
in order that the experience of all companies may be made available at least 
annually in such form and detail as may be necessary to aid him in determin. 
ing whether rating systems comply with the standards set forth in section 474 
Such rules and plans may also provide for the recording and reporting of ex. 
pense experinece items which are especially applicable to this State and are not 
susceptible of determination by a prorating of countrywide expense experience, 
In promulating such rules and plans, the director shall give due consideration 
to the rating systems on file with him and, in order that such rules and plans 
may be as uniform as is practicable among the several States, to the rules and 
to the form of plans used for such rating sytsems in other States. No com. 
pany shall be required to record or report its loss experience on a classification 
basis that is inconsistent with the rating system filed by it, nor shall it be re 
quired to report such experience to any rating organization of which it is nota 
member or subscriber, or to any agency operated by or subject to the control of 
such a rating organization. * * *” 


UNDERWRITING PROFIT FORMULA 


While this statute provides for “a reasonable margin for underwriting profits” 
(as do most of the statutes regulating fire insurance rates) the statute does not 
define that phrase. However, agreement has been reached between the busi- 
ness and the National Association of Insurance Commissioners on a provision 
of 6 percent for underwriting profit and catastrophe allowance with a toler- 
ance zone of 2 points on either side within which disturbance of existing rates 
is not in the public interest. 

Agreement was also reached between the business and the National Associa- 
tion of Insurance Commissioners on 5 years as a minimum period for determin- 
ing underwriting profit. 


GENERAL PROCEDURE FOR REVIEW OF RATE LEVELS 


The foregoing statutory provisions and the underwriting profit agreement are 


not self-activating. The purpose of this paper is to set forth the following | 


procedure which will obtain in the review of rate levels under existing filings. 
(a) This rating organization will review annually the fire business (for not 


less than the most recent 5-year period for which experience figures are avail 
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able) of its member companies for the rating territory under its jurisdiction to 
determine whether adjustments, either upward or downward, in the rate levels 
produced by its filed rates, rating schedules and rating systems are indicated in 
the light of the statutory criteria and the definition of underwriting profit. The 
result of the review will be communicated tv the insurance department and the 
data used will be available to the department. 

(b) This rating organization will determine from the experience filed by its 
member companies (as Shown by the national board statistical plan) the 
premiums earned, losses incurred, and expenses incurred for the rating territory 
under its jurisdiction during the period under review. The expenses incurred 
will be divided by the premiums earned to determine the “experience ratio.” 
Similarly, the ‘‘actual loss ratio” will be determined by dividing the incurred 
josses by the earned premiums after adjusting these to existing rate levels in 
order to give effect to interim revisions. (The earned and losses incurred of 
subscribing companies may be included in the determination of the actual loss 
ratio to the extent that such loss experience is necessary and pertinent.)” 

(ec) If the sum of the “actual loss ratio” and the “experience expense ratio” 
is between 92 percent and 96 percent, no change in overall rate level will be 
necessary, but if the sum is less than 92 percent a reduction in overall rate 
level is indicated and if the sum is greater than 96 percent an increase in overall 
rate level is indicated. 

(d@) The amount of the indicated increase or decrease in overall rate level 
will be computed by subtracting from unity the sum of the “experience expense 
ratio” and 6 percent to determine the “experience loss ratio.” The “actual loss 
ratio” will be divided by the “experience loss ratio” and the difference between 
the quotient and 100 percent is the amount of the indicated increase or decrease 
in the overall rate level. 

(e) If an increase or decrease in the overall rate level is indicated, such 
change may be effected by appropriate adjustments or revisions in the rates, 
rating schedules and rating systems as this organization’s detailed review of ex- 
perience may indicate. 

(f) Even if the review indicates no change in the overall rate level, changes 
in the rates, rating schedules, and rating systems may still be made by this organ- 
ization if, in its judgment, such changes are desirable for the purpose of achiev- 
ing truer rate relativity. 


REVIEW OF CLASSIFIED UNDERWRITING EXPERIENCE 


To aid in the view of experience produced under filed rates, rating schedules 
and systems, this rating organization, with the assistance of its advisory organ- 
izations, will, where necessary, consolidate the classified underwriting experi- 
ence under the ‘Standard classification of occupancy hazards,” approved by the 
National Association of Insurance Commissioners in June 1946, into groupings 
of classifications according to schedule or rating divisions. 

For each such classification or grouping of classifications, the earned pre- 
miums and incurred losses for the period under review will be ascertained. To 
determine the “actual loss ratio’ the incurred losses will be divided by the 
earned premiums after adjusting these to existing rate levels. The “actual 
loss ratio” will be divided by the “experience loss ratio” (as determined above) 
and the difference between the quotient and 100 percent is the amount of in- 
dicated increase or decrease in the rate level for such classification or group- 
ing of classifications. These indicated increases or decreases in classification 
rate levels: will be subject to credibility and other limiting considerations as 
hereinafter set forth. 

LIMITING CONSIDERATIONS 


The results of all statistical indications should be approached with due regard 
for other pertinent factors which must be considered in determining the neces- 
sity for and extent of rate level changes. These include the following: 

1. Limitation of the indicated increase or decrease to an arbitrary maximum 
(such as 25 percent is desirable in most instances in order to avoid reversal 
of trends in subsequent rate reviews. 

2. The allowance of reasonable latitude within which no indicated change 
will be considered is necessary to avoid minute and frequent changes which are 
impractical. 

3. Preservation of relativity between risks by hazard is necessary. This can 
be achieved by making adjustments within the framework of established rela- 
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tionships in the schedules or rating system or by judgment modification of in. 
dicated changes to recognize and avoid obvious warping of the rating structure, 

4. The total net increase or reduction produced by indicated rate cha 
under this procedure should approximate the aggregate increase or decrease in 
premium required by application of the underwriting profit formula to the Over. 
all experience. 

5. General consideration should be given to— 

(1) Number of units of risk comprising class. 

(2) Volume of premiums in period under review. 

(3) Loss frequency and loss exposure in largest single probable logs 

(4) Homogeneity of risks in class and relationship to other risks rated 
under same rating schedule. 

(5) Relativity of hazard in relation to other classes, or segments of 
classes (i.e., construction, protection, and occupancy relationships). 

(6) Probable causes of loss experience, if unfavorable, and effect where 
same causes are found in other classes. 

(7) Experience both within and without the rating territory. 

(8) Trend of experience, both for period under review and for most re 
cent year available. 

(9) Credibility of available experience, both within and without the rat. 
ing territory, either for 5-year period or for period longer than 5 years 
where high loss potential but low frequency is inherent by nature of class 
of risk. 

(10) Avoidance of undue disturbance of desirable stability of rate 
structures. 

All of these considerations cannot be effectively reflected in any table of credi- 
bility factors. Study is being given to the subject of credibility, however, to 
determine how and to what extent credibility can be effectively reflected. 

The problem is complicated by the nature of fire risk experience which jg 
characterized by low frequency of loss and great diversity in loss exposure, 
To considerable degree, credibility of experience appears only to exist in classes 
in which there are sufficient units of like hazard and of like value that the 
experience in successive cycles is not subject to material distortion by the losses 
in any one year, or any one fire. Such past experience, while not an exact 
measure of the probable future experience, may be relied upon without violating 
known limitations of fire experience. 

Many classes comprise so few risks of such large value that a single loss in 
a 5-year period will completely distort the results. Premium volume is not the 
whole criterion. To obtain actual credibility it may be necessary to review a 
longer period or to take into consideration the experience on similar risks both 
within and without the State. 

Pending further study of this subject of credibility on an industrywide basis 
and until opportunity has been afforded to review the results of the present 
statistical plan for several successive cycles, this rating organization is not in 


a position to adopt a table of credibility factors or modifiers, but continuing | 


study will be given to the subject. 


INTERIM COMPUTATIONS 


The procedure outlined in this paper contemplates the ultimate development 
under statistical plans now in operation of classified underwriting experience 
reports of earned premiums and incurred losses on a direct basis. The statisti- 
eal plan for underwriting expense will ultimately develop reports of incurred 
expenses for each State on a direct basis, reflecting those expense experience 
items that are directly chargeable to the State. 

Pending receipt of reports in this form from the statistical agencies, this rating 
organization will employ the following method of determination : 

Conversion of written premiums to earned premiums.—The countrywide ratio 
of unearned premiums to net written premiums, by line, as obtained from the 
annual statements on file with the insurance department, will be applied to the 
individual States direct written premiums to determine the unearned premiums 
as of the end of the year preceding and of the final year of the period under 


review. The earned premiums for the period will be computed by adding to | 
the written premiums for the period the unearned premiums as of the end of | 


the year preceding and subtracting the unearned as of the end of the final year 
of the period. 
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Conversion of paid losses to incurred losses——From the State page of the an- 
nual statement, compute the ratio of net incurred losses to net paid losses, by 
line, for each year of the period under review. Determine such ratio for the 
full period and compute direct incurred losses by multiplying direct paid losses 
for the period by the overall ratio so determined. This method will be neces- 
sary only for those years in which loss statistics are not available under the 
national board statistical plan. es 

Incurred expenses.—From the expense exhibit of the annual statements on 
file, obtain the ratio of incurred expenses to direct premiums written by line, 
for total countrywide business. Apply such ratio to direct written premiums 
for the State in order to obtain incurred expenses (in dollars) which may then 
be used, with further adjustment to reflect any known State differences, in the 
formula as directed. As and when reports of incurred expenses for each State 
pecome available, reflecting items of expense experience directly chargeable to 
the State, these may be used to determine the above-mentioned ratio which will 
be applied to direct written premiums for the State for previous years. 

Note.—For years prior to 1949 the only exhibits of countrywide fire expense 
were those filed with the New York Department of Insurance to which refer- 
ence may be made as needed. 


APRIL 28, 1952. 
Hon. J. EpwarpD Day, 
Director of Insurance, Springfield, Ill. 

Dear Sir: In keeping with the department’s letters of October 30, 1951, and 
January 19, 1952, pertaining to fire experience and also your ruling made at the 
January 10, 1952, hearing on the report of the examination of this bureau on 
rates, rating procedures, and practices, we are enclosing “Standards for Use in 
Connection With Adjustments of Fire Rate Levels.” 

This data provides for proper consideration to loss and expense experience, 
underwriting profit, and catastrophe allowance and is the general procedure 
which the bureau will follow for the purpose of annual review of fire experience, 

Very truly yours, 
(Signed) E. F. Reske, 
Manager. 


STANDARDS FOR USE IN CONNECTION WITH ADJUSTMENTS OF RATE LEVELS (FIRE 
INSURANCE) 


The Illinois statute regulating fire insurance rates, among other things, pro- 
vides : 

“Rates shall not be excessive, inadequate or unfairly discriminatory.” 

“Due consideration shall be given to past and prospective loss experience within 
and outside of this State, to the conflagration and catastrophe hazards, to a rea- 
sonable margin for underwriting profits and contingencies, to dividends, savings 
or unabsorbed premium deposits allowed or returned by companies to their policy- 
holders, members or subscribers, to past and prospective expenses both country- 
wide and those specially applicable to this State; and in the ease of fire insurance 
rates consideration shall be given to the experience of the fire insurance business 
during a period of not less than the most recent 5-year period for which such 
experience is available.” 

“* * * The information furnished in support of a filing may include (a) 
the experience or judgment of the company or rating organization making the 
filing, (b) its interpretation of any statistical data it relies upon, (c) the experi- 
ence of other companies or rating organizations, or (d) any other relevant fac- 
tors, * * *” 

“The director shall promulgate reasonable rules and statistical plans, reason- 
ably adapted to each of the rating systems on file with him, which may be modi- 
fied from time to time and which shall be used thereafter by each company in 
the recording and reporting of its loss and countrywide expense experience, in 
order that the experience of all companies may be made available at least an- 
nually in such form and detail as may be necessary to aid him in determining 
whether rating systems comply with the standards set forth in section 474. Such 
rules and plans may also provide for the recording and reporting of expense 
experience items which are specially applicable to this State and are not sus- 
ceptible of determination by a prorating of countrywide expense experience. In 
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promulgating such rules and plans, the director shall give due consideration to 
the rating systems on file with him and, in order that such rules and plans ma 
be as uniform as is practicable among the several States, to the rules and to the 
form of plans used for such rating systems in other States. No company shall 
be required to record or report its loss experience on a classification basis that jg 
inconsistent with the rating system filed by it, nor shall it be required to report 
such experience to any rating organization of which it is not a member or gyp. 
scriber, or to any agency operated by or subject to the control of such a rating 
organization. * * *” 
UNDERWRITING PROFIT FORMULA 


While this statute provides for a reasonable margin for underwriting profits 
(as do most of the statutes regulating fire insurance rates) the statute does not 
define that phrase. However, agreement has been reached between the business 
and the National Association of Insurance Commissioners on a provision of ¢ 
percent for underwriting profit and catastrophe allowance with a tolerance zone 
of 2 points on either side within which disturbance of existing rates is not in the 
public interest. 

Agreement was also reached between the business and the National Association 
of Insurance Commissioners on 5 years as a minimum period for determining 
underwriting profit, in line with the statutory provision. (See p. 1.) 


GENERAL PROCEDURE FOR REVIEW OF RATE LEVELS 


The foregoing statutory provisions and the underwriting profit agreement are 
not self-activating. The purpose of this paper is to set forth the following 
procedure which will obtain in the review of rate levels under existing filings, 

(a) This rating organization will review annually the fire business (for not 
less than the most recent 5-year period for which experience figures are avyail- 
able) of its member companies for the rating territory under its jurisdiction to 
determine whether adjustments, either upward or downward, in the rate levels 
produced by its filed rates, rating schedules and rating systems are indicated 
in the light of the statutory criteria and the definition of underwriting profit, 
The result of the review will be communicated to the insurance department 
and the data used will be available to the department. 

(6) This rating organization will determine from the experience filed by its 
member companies (as shown by the national board statistical plan) the 
premiums earned, losses incurred and expenses incurred for the rating territory 
under its jurisdiction during the period under review. The expenses incurred 
will be divided by the premiums earned to determine the experience expense 
ratio. Similarly, the actual loss ratio will be determined by dividing the in- 
curred losses by the earned premiums after adjusting these to existing rate 
levels in order to give effect to interim revisions. (The earned premiums and 
losses incurred of subscribing companies may be included in the determination 
of the actual loss ratio to the extent that such loss experience is necessary and 
pertinent. ) 

(c) If the sum of the actual loss ratio and the experience expense ratio is 
between 92 percent and 96 percent, no change in overall rate level will be neces- 
sary, but if the sum is less than 92 percent a reduction in overall rate level is 
indicated and if the sum is greater than 96 percent an increase in overall rate 
level is indicated. 

(d) The amount of the indicated increase or decrease in overall rate level will 
be computed by subtracting from 100 percent the sum of the experience expense 
ratio and 6 percent to determine the experience loss ratio. The actual loss 
ratio will be divided by the experience loss ratio and the difference between the 
quotient and 100 percent is the amount of the indicated increase or decrease in 
the overall rate level. 

(e) If an increase or decrease in the overall rate level is indicated, such change 
may be effected by appropriate adjustments or revisions in the rates, rating 
schedules and rating systems as this organization’s detailed review of experience 
may indicate. 

(f) Even if the review indicates no change in the overall rate level, changes 
in the rates, rating schedules and rating systems may still be made by this 
organization if, in its judgment, such changes are desirable for the purpose of 
achieving truer rate relativity. 
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REVIEW OF CLASSIFIED UNDERWRITING EXPERIENCE 


To aid in the view of experience produced under filed rates, rating schedules 
and systems, this rating organization, with the assistance of its advisory organ- 
jgations, will, where necessary, consolidate the classified underwriting experience 
under the “Standard Classification of Occupancy Hazards,” approved by the 
National Association of Insurance Commissioners in June 1946, into groupings 
of classifications according to schedule or rating divisions. ‘ 

For each such classification or grouping of classifications, the earned premiums 
and incurred losses for the period under review will be ascertained. To deter- 
mine the actual loss ratio the incurred losses will be divided by the earned 

remiums after adjusting these to existing rate levels. The actual loss ratio 
will be divided by the experience loss ratio (as determined above) _ and the 
difference between the quotient and 100 percent is the amount of indicated 
increase or decrease in the rate level for such classification or grouping of 
classifications. These indicated increases or decreases in Classification rate 
levels will be subject to credibility and other limiting considerations as herein- 
after set forth. 

LIMITING CONSIDERATIONS 


The result of all statistical indications should be approached with due regard 
for other pertinent factors which must be considered in determining the necessity 
for and extent of rate level changes. These include the following: 

1. Limitation of the indicated increase or decrease to an arbitrary maximum 
(such as 25 percent is desirable in most instances in order to avoid reversal of 
trends in subsequent rate reviews. 

9. The allowance of reasonable latitude within which no indicated change 
will be considered is necessary to avoid minute and frequent changes which are 
impractical. : 

8. Preservation of relativity between risks by hazard is necessary. This can 
be achieved by making adjustments within the framework of established re- 
lationships in the schedules or rating system or by judgment modification of in- 
dicated changes to recognize and avoid obvious warping of the rating structure. 

4. The total net increase or reduction produced by indicated rate changes under 
this procedure should approximate the aggregate increase or decrease in pre- 
mium required by application of the underwriting profit formula to the overall 
experience. 

5. General consideration should be given to— 

(1) Number of units of risk comprising class. 

(2) Volume of premiums in period under review. 

(3) Loss frequency and loss exposure in largest single probable loss. 

(4) Homogeneity of risks in class and relationship to other risks rated 
under same rating schedule. 

(5) Relativity of hazard in relation to other classes, or segments of classes 
(i..e., construction, protection, and occupancy relationships). 

(6) Probable causes of loss experience, if unfavorable, and effect where 
same causes are found in other classes. 

(7) Experience both within and without the rating territory. 

(8) Trend of experience, both for period under review and for most re- 
cent year available. 

(9) Credibility of available experience, both within and without the rat- 
ing territory, either for 5-year period or for period longer than 5 years where 
high loss potential but low frequency is inherent by nature of class of risk. 

(10) Avoidance of undue disturbance of desirable stability of rate struc- 
ture. 

All of these considerations cannot be effectively reflected in any table of credi- 
bility factors. Study is now being given to the subject of credibility, however, 
to determine how and to what extent credibility can be effectively reflected. 

The problem is complicated by the nature of fire risk experience which is 
characterized by low frequency of loss and great diversity in loss exposure. 
To considerable degree, credibility of experience appears only to exist in classes 
in which there are sufficient units of like hazard and of like value that the expe- 
rience in successive cycles is not subject to material distortion by the losses in 
any one year, or any one fire. Such past experience, while not an exact measure 
of the probable future experience, may be relied upon without violating known 
limitations of fire experience. 
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Many classes comprise so few risks of such large value that a single loss in g 
5-year period will completely distort the results. Premium volume is not the 
whole criterion. To obtain actual credibility it may be necessary to review g 
longer period or to take into consideration the experience on similar risks both 
within and without the State. 

Pending further study of this subject of credibility on an industrywide basis, 
and until opportunity has been afforded to review the results of the present stg. 
tistical plan for several successive cycles, this rating organization is not in g 
position to adopt a table of credibility factors or modifiers, but continuing study 
will be given to the subject. q 


INTERIM COMPUTATIONS 


The procedure outlined in this paper contemplates the ultimate development 
under statistical plans now in operation of classified underwriting experience 
reports of earned premiums and incurred losses on a direct basis. The statis. 
tical plan for underwriting expense will ultimately develop reports of incurreg 
expenses for each State on a direct basis, reflecting those expense experience 
items that are directly chargeable to the State. 

Pending receipt of reports in this form from the statistical agencies, this rat. 
ing organization will employ the following method of determination: 

Conversion of written premiums to earned premiums.—The countrywide ratio 
of unearned premiums to net written premiums, by line, as obtained from the 
annual statements on file with the Insurance Department, will be applied to the 
individual States direct written premiums to determine the unearned premiums 
as of the end of the year preceding and of the final year of the period under re. 
view. The earned premiums for the period will be computed by adding to the 
written premiums for the period the unearned premiums as of the end of the 
year preceding and subtracting the unearned as of the end of the final year of 
the period. 

Conversion of paid losses to incurred losses.—From the State page of the an- 
nual statement, compute the ratio of net incurred losses to net paid losses, by 
line, for each year of the period under review. Determine such ratio for the 
full period and compute direct incurred losses by multiplying direct paid losses 
for the period by the overall ratio so determined. This method will be neces- 
sary only for those years in which loss statistics are not available under the 
national board statistical plan. 

Incurred expenses.—From the expense exhibit of the annual statements on 
file, obtain the ratio of incurred expenses to direct premiums written by line, 
for total countrywide business. Apply such ratio to direct written premiums 
for the State in order to obtain incurred expenses (in dollars) which may then 
be used, with further adjustment to reflect any known State differences, in 
the formula as directed. As and when reports of incurred expenses for each 
State become available, reflecting items of expense experience directly chargeable 
to the State, these may be used to determine the above-mentioned ratio which 
will be applied to direct written premiums for the State for previous years. 

Nore.—For years prior to 1949 the only exhibits of countrywide fire expense 
were those filed with the New York Department of Insurance to which réference 
may be made as needed. 


STATE OF ILLINOIS, 
DEPARTMENT OF INSURANCE, 
Springfield, May 12, 1952. 

GENTLEMEN: Your proposed procedure entitled “Standards for Use in Con- 
nection with Adjustments of Fire Rate Levels (Rate Levels—Fire Insurance)” 
has received our attention. 

An analysis of the proposals discloses that, in many instances, the procedures 
and provisions are not acceptable to the department and in others additional 
explanation and definition are necessary for further consideration. 

Comments taken in the order of their presentation follow : 


Page 2. Underwriting profit formula 


It is the position of the department that reference in your program to the 
action taken by the National Association of Insurance Commissioners, in that 
body’s advisory capacity, with respect to the amount to be allowed for profit 
and catastrophe, is not pertinent to the adoption of a program for the State of 
Illinois and is, therefore, unnecessary. 
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The same position applies with respect to the agreement referred to between 
the industry and the national association which considers 5 years as the minimum 

riod for determining underwriting profit. 

The department is not bound by or committed to a program of the national 
association as it has the statutory authority to determine the provision to be 
considered as a reasonable margin for underwriting profit applicable to this State. 

Your attention is respectfully called to the fact that the national association’s 
expression in reference to such provision was limited to fire insurance and in 
no way attempts to deal with related problems for other lines of insurance for 
which the bureau is authorized to act. 

The proposal of the bureau is entirely lacking in a provision for handling 
catastrophe coverage by line of insurance in relation to the ratemaking processes. 


Page 2. General procedure for review of rate levels 


(a) (1) Provision for annual review must include allied lines of insurance 
jn addition to fire insurance. 

(2) The experience of both members and subscribers must be used if the bu- 
reau’s present certificate of authority is to be maintained. 

(3) Provision must be made to separate the experience between all territories 
for which rating differentials exist within the jurisdiction of the bureau. 

(4) All data used in annual reviews of experience must be submitted to the 
department. 

(b) (1) Same as (@) (2) above. 

(2) Complete definitions and derivations of earned premiums, incurred losses 
and expenses must be set forth. The use in ratemaking of incurred expenses 
as related to earned premiums must be fully qualified. 

(3) Provision must be included for adjusting experience incurred under “rate 
deviations” to bureau level and a proper accounting must be made of rule or 
coverage variations. 

(4) In accordance with (@) (2) above, the last sentence of this paragraph must 
be stricken from the proposal. 

(c) and (d) These paragraphs in their entirety are unacceptable for the 
reason that they do not provide proper standards of measurement in ratemaking 
in compliance with the department’s order to the bureau. 

The bureau proposal, rather than setting up standards for rate adjustment, 
establishes an expense provision which varies from year to year depending upon 
past experience which in turn varies the allowance for the permissible loss ratio 
from year to year. 

The following example is offered in illustration of the inequity which may exist 
under the proposed ratemaking procedure of the bureau: 

Assume that a proper standard for ratemaking in the allowable loss portion 
of the rate has been established at 53 percent of the premium dollar. Further 
assume that the proper standard for expenses is 41 percent of the premium 
dollar. Using the bureau’s proposal of 6 percent as a profit and contingency 
loading, merely for the purpose of illustration but by no means conceding it to 
be the proper provision, would provide the following rating formula : 


Percent 

ROU DONG NO itil aici cssisstccicinccemig ian nn quarantine tdeSae 53 
I NO oon cise cater hoe hind Bagees manner elma enenreegeinmmtpaiiehen ain 6 
a eran cscs tats nin enebnnsee i meinen alanabiaena tanhin oie eee eater 41 
a na cen nee icc ae da cece hy gah ine calles iinatiodiepepipleeeisp eal iad taped 100 


By sustaining an increase (for example, 4 percent) in actual expenses for the 
period under review and with losses coinciding with the allowable provision, the 
adjustment in rate level would be an approximate increase of 10 percent. 

This is derived as follows: 

Experience loss ratio equals 100 percent minus (45 percent plus 6 percent) 
equals 49 percent; indicated adjustment equals actual loss ratio (53 percent) 
divided by experience loss ratio (49 percent) equals plus 10 percent. 

It will be noted that the proposed procedure allows changes in the expense 
provision varying from year to year to correspond with the expense disburse- 
ments for the period under review. This procedure fails utterly to establish 
a standard from which expense variation can be measured. It provides for 
arbitrary increases in rate level without regard to proper justification or proof 
that the variation in expense is of a permanent nature. Basically, change in 
level should be predicated upon the loss hazard which should remain unaffected 
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by the expense of conducting the business. The proposed procedure reverses this 
condition in that the loss hazard allowance is keyed to the expense of conductj 
the business subject to the spending whims of management. 

(e) The words “subject to the approval of the Illinois Department of Insur. 
ance” must be added to this paragraph. 

(f) Same as (e) above. 
Review of classified underwriting experience 

First paragraph: An outline to explain and clarify the procedure Proposed 
herein is requested for further analysis by the department. 

Second paragraph: This procedure is unacceptable for the same reagon as 
given in (c) and (d) above. 

It is to be noted that credibility is indicated as a limiting consideration in this 


paragraph although the proposal fails in its entirety to set forth a definition o¢ 
credibility. 


Limiting considerations 


1. A specific limitation of indicated decreases or increases in rate must be 
adopted. Furthermore, an acceptable procedure must be provided for adjusting 
the rate level to reflect the effects of such limitations. 

2. No comment—actual procedure subject to departmental review and approval, 

3. Same as (2) next above. 

4. Explanation of the operation of this consideration in actual practice js 
requested. 

5. The 10 considerations outlined herein are vague in nature and do not 
contain definitions or standards of measurement. Without an explanation of 
their applicability and merit or the source from which they are derived they 
eannot conceivably be accepted or given further consideration until full and 
detailed qualifications, specifically by line and class of insurance are provided, 
Reason for including these provisions is obscure and serious doubt arises ag to 
necessity for their inclusion in this program. 


Page 5 

The first three paragraphs of this page offer an explanation for not adopting a 
table of credibility. 

It is respectfully suggested that the bureau can adopt at this time a provisional 
basis for establishing credibility to be used until such time as a full study is 
completed. 

INTERIM COMPUTATIONS 


This part of the proposal deals with a suggested interim basis for calculating 
incurred losses and expenses and earned premiums until such time as the statis- 
tical plan develops reportings on an actual basis in contrast to estimated caleula- 
tions of such figures presently in use. 

It is the position of the department that the procedure for such calculations 
presently in use and proposed by the bureau for interim calculations is unaccept- 
able for the reason that such calculations result in indications for allowances 
that are higher than necessary to meet probable future losses and expenses except 
in period when premium volume is decreasing. 

It is the department’s further position that there is presently available in the 
national board the necessary data provided on an actual basis which will serve 
to provide accurate necessary modifications of data for use on an interim basis. 

Your early attention to the above is requested. 

Very truly yours, 
J. Epwarp Day, 
Director of Insurance. 
By S. Taytor NELson, 
Deputy in Charge, Rating Division. 


STATE OF ILLINOIS, 
DEPARTMENT OF INSURANCE, 
Springfield, July 11, 1952. 
Re standards for use in connection with adjustments of rate levels. 
Cook County INSPECTION BUREAU, 
Chicago, Ill. 
(Attention of Mr. Elmer Reske, manager). 
GENTLEMEN: My attention has been called to the rating division’s letter of 
May 12, 1952, and your reply of May 14, 1952. 
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A period of approximately 2 months has now ensued without further word 
from you with respect to the studies you have indicated to be in progress. 

In order to adequately perform the statutory duties imposed upon me in 
determining whether the rates filed by your organization meet the standards 
of the Illinois Insurance Code, proper standards for measurement of such rates 
must be established. 

Your attention is directed to the fact that almost 5 years have elapsed since 
the present rate regulatory law became effective in this State and as yet your 
pureau has failed to provide the department with satisfactory standards for its 
review of the rates promulgated by your organization. 

You are advised, therefore, that unless a satisfactory solution to this problem 
ean be arrived at on or before August 1, 1952, along the lines of our letter of 
May 12, 1952, that it will be necessary for the department to independently adopt 
reasonable standards of measurement for its use. 

Very truly yours, 
J. Epwarp Day, 
Director of Insurance. 


Cook CouNTY INSPECTION BUREAU, 
INSURANCE EXCHANGE, 
Chicago, July 17, 1952. 
Re standards for use in connection with adjustments of rate levels (fire in- 
surance). 
Hon. J. Epwarp Day, 
Director of Insurance, 
Springfield, Ill. 
(Attention of Mr. S. Tyler Nelson, deputy in charge of rating division). 

GENTLEMEN : In keeping with our letter of May 14, 1952, we have given careful 
thought and study to your comments of May 12, 1952, pertaining to our proposed 
procedure on the captioned subject submitted to the department on April 28, 
1952. 

In our transmittal letter of April 28, 1952, we submitted these “standards” in 
accordance with the department’s letter of October 30, 1951, and January 19, 
1952, with reference to fire experience and also your ruling made at the January 
10, 1952, hearing on the report of the examination of this bureau on rates, rating 
procedures, and practices. The submission did not constitute a filing within 
the statutory sense so as to be subject to express approval or diapproval but 
merely contituted a submission in compliance with your request. We, therefore, 
have faithfully complied with your above-mentioned request, irrespective of 
whether or not the department concurs in the rating principles embodied in our 
submission. The captioned “standards” represent an honest and conscientious 
effort on our part to describe the manner in which we operate in testing and 
adjusting fire rate levels for our member and subscribing companies which lies 
within the exclusive jurisdiction and responsibility of this bureau, subject only 
to compliance with the provisions of the Illinois insurance law. 

Our reply to your specific comments follows: 


Page 2. Underwriting profit formula 


Our reference to the agreement reached between the business and the National 
Association of Insurance Commissioners as regards the 6-percent provision for 
underwriting profit and catastrophe allowance and as regards the 5-year mini- 
mum period (which is specifically provided for in the Illinois insurance code) 
for determination is merely a factual statement of what actually took place and 
is not intended to indicate the extent to which your department may consider 
itself bound by such action. In making rates for our members and subscribers 
it is the duty of this bureau to include a reasonable margin for underwriting 
profit in accordance with the Illinois insurance code and we believe that the 
standard we have chosen, as reflected in the 1949 convention proceedings of the 
NAIC, is a reasonable one, whether or not your department considers itself 
committed to recognize such standard by virtue of its participation in the NAIC 
proceedings. You are undoubtedly mindful of the fact that the study and anal- 
ysis leading to the NAIC action in 1949 were handled for the stock fire business 
by the National Board of Fire Underwriters. Nothing said here shall be con- 
Sidered as an intent to restrict in any manner your statutory authority with 
respect to rate filings made by this bureau from time to time. 


47932—60—pt. 6—----24 
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Although the captioned “standards” were intentionally limited to fire insy,. 
ance, which is the basic kind of insurance for which rates are established by 
this bureau, nevertheless the underwriting profit agreement between the bugi- 
ness and the NAIC attempted to deal with related problems for other lines of jp. 
surance for which the bureau is authorized to act and our reference thereto jp 
the captioned “standards” should not ‘be ‘otherwise construed. 

We do not understand your comment regarding the lack of any provision jp 
the captioned “standards” for handling catastrophe coverage by line of jp. 
surance. 


Page 2. General procedure for review of rate levels 


(a) (1) The captioned “standards” were expressly limited to fire insurance, 
which is the basic peril for which rates are established by this bureau. Other 
perils (including so-called allied lines) rated by this bureau involve different 
problems and require a modified set of standards from both a ratemaking and 
a statistical standpoint. If your department still desires this bureau to submit 
a similar set of standards for testing rate levels applicable to these additiona} 
perils, we shall be glad to make a further examination and study of the prob- 
lems involved. 

(2) The captioned “standards” permit the inclusion of the earned premiums 
and losses incurred of subscribing companies for the purpose of determining 
the “actual loss ratio” as therein referred to. There are a number of prob- 
lems involved in this, however, as the reports of the statistical agencies (other 
than the National Board of Fire Underwriters) include the experience of some 
companies that do not subscribe to our rates, and other companies report di- 
rectly to the department and not through a statistical agency. We will need 
the assistance of the department in trying to work out certain of these prob- 
lems and some difficuly may be encountered in following the desired procedure, 
particularly in regard to determination of earned premiums. 

(3) We assume this comment refers only to the jurisdiction of the Illinois 
Inspection Bureau. 

(4) The captioned “standards” clearly state that the result of our review 
of rate levels will be communicated to the department and in addition the 
data used will also be available to the department. 

(b) (1) See reply under (a) (2) above. 

(2) The definitions and derivations of earned premiums, incurred losses and 
expenses are fully covered in submissions made annually to your department 
by our member and subscribing companies in the form of the annual statement 
and expense exhibit, both of which are prescribed by your department. With 
reference to your further comment regarding the qualification of the use in 
ratemaking of incurred expenses as related to earned premiums, we refer you 
to the National Board of Fire Underwriters’ study made in connection with the 
underwriting profit formula. 

(3) Deviations as to rate or coverage which are filed by our member or sub- 
scribing companies are approved by the department and this bureau is not 
in a position to impose any requirements on such companies as to their method 
of reporting experience under such deviations. If the department desires such 
experience to be adjusted to the level of this bureau’s filings, it would appear 
appropriate that the department impose such requirement on the company in 
conjunction with your approval of its deviation. 

(4) See reply in (a) (2) above. 

(ec) and (d) We are in complete disagreement with your basic assertion that 
changes in rate levels should be predicated upon the “loss hazard” which should 
remain unaffected by the expense of conducting the business. The captioned 
“standards” are based upon the so-called 1921 underwriting profit formula (as 
revised and approved by the NAIC in 1949) which defines underwriting profit 
as earned premiums minus losses and expenses incurred. This formula intends 
that the term “expenses incurred” be construed literally to mean expenses 
actually incurred and not to mean an arbitrary expense allowance. The ratio 
of expenses actually incurred to earned premiums is not a constant but a vari- 
able and, as a consequence, the amount of earned premiums remaining to cover 
incurred losses is also a variable. Such variation in expense is not attributable 
to the “whims of management,” as stated in your letter, but to the fundamental 
economic fact that actual expenses vary with changing economic conditions. 

(e) and (f) No comment. 


ist 
temp 
in ef 
endi! 
pasis 


in a 
class 
cons 


Lim 


“sta 
tati 


exet 
cove 
adv 


isa 


beli 
the 
wil 
to | 
pli 
sta 


Pa 
not 


wil 
reg 





18ur- 
d by 
Dusi- 
f in. 
tO in 


m in 
 in- 


ince, 
ther 
Tent 


bmit 
onal 
rob- 


ums 
ning 
rob- 
ther 
ome 
t di- 
need 
rob- 
lure, 


nois 


view 
the 


and 
nent 
lent 
Vith 


you 
the 


sub- 
not 
hod 
uch 
ear 
y in 


hat 
yuld 
ned 
(as 
‘ofit 
nds 
1Ses 
atio 
ari- 
ver 
ible 
ital 


THE INSURANCE INDUSTRY 3513 


Review of classified underwriting experience 

1st paragraph: We have enclosed the requested outline of the procedure con- 
templated under this section (since the present classification sysem has been 
in effect only since 1947, the figures necessarily reflect only 4 years’ experience 
ending with the year 1950 and have not been placed on an earned incurred 
Ee cecngraph : See reply under (c) and (d) above. — 7 

The captioned “standards” already indicate that this bureau is not presently 
in a position to submit a definition of credibility for general application to all 
classes of business. Therefore, this necessarily is one of the several limiting 
considerations which must be taken into account in reviewing class experience. 


Limiting considerations 

1. Although a general limitation of 25 percent as suggested in the captioned 
“standards” is considered proper for fire-rate adjustment purposes, such limi- 
tation cannot be specific as applied to all situations (there have been past 
instances where it has been necessary for this bureau to file rate increases in 
excess of 25 percent in order that property owners may be able to secure needed 
coverage for a particular class of business where the experience has been 
adverse). 

2, No comment—no reply. 

38. No comment—no reply. 

4, An example which explains the operations of this limiting consideration 
is also enclosed. 

5. The 10 general considerations set forth in the captioned “standards” are 
believed to be necessary and pertinent to fire-rate adjustments and implicit in 
the rate regulatory provisions of the Illinois isurance law. This bureau is 
willing to discuss any or all of these general considerations in their application 
to specific situations but is not in a position to further define their general ap- 
plication which is dependent upon factors peculiar to a given set of circum- 
stances. 


Page 5 

As indicated above and as stated in the captioned “Standards,” this bureau is 
not in a position to adopt, even provisionally, a table of credibility factors but 
will devote further study to the problem in conjunction with the Actuarial Bu- 
reau of the National Board of Fire Underwriters. 


INTERIM COMPUTATIONS 


The National Board of Fire Underwriters has confirmed to us and to your 
department that under the statistical plan for classified underwriting experience 
now in operation, no reliable data are presently available showing reports of 
incurred expenses for each State on a direct basis. As a consequence, this bu- 
reau is not in a position to adopt your suggestion for using such data on a modi- 
fied interim basis. The interim procedure which this bureau has proposed in 
the captioned “Standards” is generally recognized as a proper method of com- 
puting earned premiums and it is based on the forms of annual statement and 
expense exhibit which are filed with your department. 

We are prepared to discuss these questions at any time, should your depart- 
ment so desire. 

This data is also a reply to your letter of July 11, 1952. We regret we were 
not in a position to reply more promptly because of the complexity of the prob- 
lems involved. 

Very truly yours, 
E. F. Resxe, Manager. 


STATE OF ILLINOIs, 
DEPARTMENT OF INSURANCE, 
Springfield, August 28, 1952. 

Re standards for use in connection with adjustment of fire rate levels. 
Cook County INSPECTION BUREAU, 
Chicago, Ill. 

GENTLEMEN: We have given careful consideration to your letter of July 17, 
1952, containing material on the above-captioned subject. 

It appears that because of the enormity of the subject and the divergency of 
opinion on certain principles that we have reached an impasse in our discussions. 
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It is believed that this subject should be given further study by both the depart. 
ment and the bureau, before any further action is initiated. This action js not 
to be considered as an admission by the department but is rather a sincere effort 
on our part to fully apprize ourselves of all the facts which should be ¢op. 
sidered. 
You will hear from us further when we are again ready to discuss this gyp. 
ject. 
Very truly yours, 
J. Epwarp Day, 
Director of Insurance. 
By Dale Andrews, 
DALE ANDREWS, 
Supervisor, Fire Rating Branch, 


ExCERPT FROM MINUTES OF COMMITTEE ON LAWS FOR JUNE 18, 1952 


Ezraminations committee—Extent, if any, to which examiners should adjust 
the income tax liability of an examined company as a result of substantial differ. 
ences between their claim of liability reserves and those set up by the company. 
It was the sense of the meeting that we record our objection to examiners, 
attempting a recomputation of income tax based on these differences, and that 
nothing be done to prejudice our present income tax position. 

Subcommittee on uniform deposit law.—As chairman of the industry commit- 
tee, general counsel will submit to this subcommittee a model law, similar to the 
one heretofore approved by the committee on laws (modifications since approval 
are of form, not of substance), copy of which is attached. The life insurance 
companies presently are divided in sentiment whether they want to be included 
in this proposed model law. They have therefore suggested they be excluded at 
this time. 

Subcommittee on excess loss reinsurance in annual statement.—General coun- 
sel advised, unless instructed to the contrary, he would maintain the same posi- 
tion taken at the meeting of this subcommittee in April last, respecting the pro- 
posal of the Insurance Company of North America for a special reserve for excess 
loss reinsurance—this position being one of opposition. 

Subcommittee on security or insolvency funds.—A report by a subcommittee of 
the commissioners will be presented on this subject and if an attempt is made to 
endorse these funds, it was the sense of the meeting that general counsel oppose 
such an effort. 

Subcommittee on cost and profit factor of casualty lines.—Counsel for the cas- 
ualty interests has asked general counsel to sit in at this meeting, and if called 
upon we will aid the casualty interests in any way possible. 

Subcommittee on valuation of secutrities—This subcommittee will submit a 
report which, we believe, will deal with the valuation of securities for the life 
insurance business. Should it go beyond life insurance, we will follow instruc 
tions previously given on this subject. 

Subcommittee of fire and marine committee.—A report will be presented re- 
specting consideration of change in the National Board of Fire Underwriters 
statistical plan to include reporting of liability in force. This item will be 
handled by our actuarial bureau, and general Manager Vincent stated that our 
position would be that we are opposed to any change in the statistical plan at 
this time, based on the unsatisfactory experience of years ago when we attempted 
to maintain amount at risk. 

Breakdown of permissible expense ratio.——Mr. Barry read a letter which he 
addressed to general counsel, under date of June 5, calling attention to report on 
this subject to be made by a subcommittee to the fire and marine committee. 
Permissible loss ratios and permissible expense ratios conflict with the underwrit- 
ing profit formula heretofore worked out with commissioners by the national 
board’s underwriting profit committee. General counsel will record our objec- 
tion to any attempt to change that formula. 

Subcommittee on uniform qualification and licensing law.—Commissionet 
Knowlton will submit a model law and it probably will be reserved for study. 

Term discounts and finance charges in installment premiums.—General Coun- 
sel Berry read a letter from Mr. Barry, dated May 27, on this subject wherein 
he stated that the matter would come before the NAIC meeting—the committee 
on rates and rating organizations. His position would be that these finance 
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charges are not premiums. He asked for no action by this committee but he 
wished to acquaint the committee with the position he would take on this 
subject at the NAIC meeting in Chicago. 


ALABAMA—FRANCHISE TAX 


Companies have received a demand for the filing of franchise tax returns in 
Alabama for back years. This demand has been referred to local counsel, and 
companies have been bulletined to take no action, pending our further advices. 


TEN NESSEE—FRANCHISE AND EXCISE TAXES 


Local counsel has worked out a program with the Tennessee department of 
finance and taxation whereby the recent demand that companies furnish proof of 
payment of gross premium tax, in order to take credit against the franchise and 
excise taxes, has been withdrawn. Companies have been bulletined to this effect. 


MISSISSIPPI—SUPREME COURT DECISION 


Reference was made to the reecnt decision of the Mississippi Supreme Court in 
the case of Evana Plantation v. Yorkshire Insurance Co., holding sleet to be hail 
within the extended coverage endorsement. 

The general adjustment bureau asked general counsel if the national board 
would employ its local counsel to participate in the appeal from this decision. 
General counsel advised that we have a long established practice of staying out 
of litigation in which we did not participate from the outset. It was the 
consensus we should follow this practice and stay out of the Mississippi appeal. 


SUSPENSION OF MEETINGS JULY, AUGUST, AND SEPTEMBER 


On motion duly made and seconded, it was voted to suspend regular meetings 
during the months of July, August, and September, and to authorize the chair- 
man, in his discretion, during the vacation period, to deal with questions of 
general interest as they arise, employ special counsel when and if necessary, 
and approve payment of such bills as may be presented when recommended for 
favorable action by the general counsel and the general manager. 


STANDARDS FOR USE IN CONNECTION WITH ADJUSTMENTS OF RATE LEVELS (FIRE 
INSURANCE) 


The recent examination of the Cook County and Illinois Inspection Bureaus by 
the Illinois Insurance Department brought, among other things, a demand from 
the department that these rating organizations prepare and submit to the depart- 
ment a set of star“ards for use in connection with adjustments of rate levels. 

Mr. Ernest Henne and representatives of the managing committees of these 
rating organizations invited certain eastern executives to meet with them in 
view of the nationwide implications in the department's position. 

At that meeting a subcommittee was appointed to draft a set of standards. 
The members of this subcommittee, with one exception, were members of the 
national board’s subcommittee on underwriting profit. A set of standards was 
drafted by this subcommittee, after conferences with rating managers and re- 
gional organization managers, and sent to the Illinois department by the rating 
bureaus. The Illinois department has now written the bureaus criticizing these 
standards, taking issue with certain of the provisions and asking for further 
detail as to others. 

The department’s letter has been considered by this same group (called to- 
gether at Mr. Henne’s suggestion) and a draft of reply is now being prepared by 
the subcommittee which prepared the standards. 

It was suggested that this reply make reference to the fact that the department's 
position was at variance with the position of the national board’s subcommittee 
on underwriting profit and the national board subcommittee might be requested 
to take a position on this matter with the Illinois Insurance Department. Inas- 
much as the possibility might crystallize during the summer months when the 
committee on laws would be in recess, general counsel put this matter before this 
meeting to ascertain whether the underwriting profit subcommittee should take 
a position with the Illinois department if the underwriting profit formula ap- 
peared to be under attack. It was the consensus of the meeting, without dissent, 
that the underwriting profit subcommittee take such steps as it deemed necessary 
to protect the underwriting profit formula. 
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EXxcerPT FROM THE MINUTES OF A REGULAR MEETING OF COMMITTEE ON Laws 
FOR OcTOBER 15, 1952 


Present: James C. Hullett, chairman, D. R. Ackerman, John R. Barry, Dong 
Bowersock, Frank F. Dorsey, J. K. Hooker, H. Clay Johnson, C. A. Loughin, 
H. W. Miller, John A. North, 8S. Dwight Parker, Francis Van Orman, William BR 
Rearden, F. Elmer Sammons: also W. H. Tribou (representing C. L. Allen). 
J. F. Deegan (representing H. B. Collamore), Hugh Harbison ( representing 
Millard Bartels), F. J. Barclay (representing W. T. Harper), P. J. Korsan (rep- 
resenting K. B. Hatch), and George Carey (representing J. V. Herd). 

Advices of his inability to attend were at hand from W. A. Rattelman. 

There was also present General Counsel Berry and for part of the meeting 
General Manager Vincent. 

LEGISLATURES 


General counsel reported there were no legislatures in session; that Federg! 
Congress had adjourned and in all probability will be out until after election, 


QUESTIONNAIRE—JOINT CONGRESSIONAL COMMITTEE ON INTERNAL REVENUE TAXATION 


Reference was made to the circular of the chamber of commerce in connection 
with the questionnaire, dated July 21, 1952, of the joint internal revenue com- 
mittee requesting suggestions for improving tax laws. General counsel stated q 
bulletin was sent to companies suggesting no action was necessary on the part 
of individual companies since the matter was handled by a subcommittee of the 
laws committee which discussed it with the congressional committee—our position 
being that we desired no change in the tax base of insurance companies taxed 
under section 204. 

PROPOSED INSURANCE CODES 


Hawaii.—The code submitted in 1951 failed to pass. A number of proposed 
amendments are being considered and our views will be sent to Hawaii. 

Arizona.—Draft of this code is not yet available but will probably be sub- 
mitted the latter part of this month. 

Puerto Rico.—This code is being drafted by Mr. Williams, who drew the Wash- 
ington code. He believes that Puerto Rico should have fully as detailed a code as 
the State of Washington, and perhaps more elaborate. 


NATIONAL ASSOCIATION OF INSURANCE AGENTS 


General counsel advised that representatives of the National Association of 
Insurance Agents had conferred with him in connection with possible interpreta- 
tion of the standard agency contract with reference to agents’ right to commis- 
sions on subsequent installments arising in connection with the several time 
payment schemes after the termination of the agency. 

After discussion, it was the sense of the meeting that general counsel notify 
the agents’ ssociation that this is a matter between companies and agents and 
not a proper subject for the national board. 


MISSOURI—INTANGIBLE TAX 


The committee was advised the Supreme Court of Missouri has held the “in 
lieu of” provision to be unconstitutional and therefore no protection against the 
intangibles tax. The litigation involved a life company and is of great interest 
to local companies. 


STANDARDS FOR USE IN CONNECTION WITH ADJUSTMENTS OF RATE LEVELS 
(FIRE INSURANCE) 


General counsel was instructed to send to members of this committee copies 
of correspondence passing between the Illinois rating bureaus and the director 
of insurance, for their information. 


NATIONAL ASSOCIATION OF INSURANCE. COMMISSIONERS—COMMITTEE ON 
STANDARD POLICY 


At the June meeting of the NAIC a matter of major significance to us was a 
decision by the commissioners to appoint a committee to study the fire policy in 
the light of multiple-line development and the president of the NAIC was 
authorized to appoint such a committee from the business. 
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General counsel stated the committee has not yet been appointed but in all 
probability will be appointed prior to the December meeting of the commissioners. 
It is his hope that the president would consider our views as to the membership 
of that committee and asked for an expression of opinion as to how it should 
be made up. After discussion the matter was left with general counsel. 


MASSACHUSETTS—PROPOSED LEGISLATION 


Mr. Bowersock advised that some interests in Massachusetts have instituted 
discussions with the commissioner with respect to a change in section 22A of 
the Massachusetts law to eliminate the requirement of the showing of the fire 
premium on any policy that provides coverage against the risk of fire. 


CALIFORNIA—INSURANCE FEDERATION—CONTRIBUTION 


On motion duly made and seconded it was voted to make a contribution to 
the California Insurance Department Federation of $500 in connection with 
opposition to the constitutional amendment which would increase old age 
benefits. If such an amendment were passed it would result in an additional 
tax burden in California of approximately $100 million. 


BILLS APPROVED FOR PAYMENT 


On motion duly made and seconded it was voted to approve payment of the 
following bills, amounting to $12,702.05: 


Insurance Federation of Massachusetts_............-._____________ $3, 250. 00 
Insurance Federation of Pennsylvania____-__________-_____________ 1, 750. 00 
Lemle & Kelleher, attorneys, Louisiana (expenses) ___.._._________ 1, 000. 00 
aes. moamer attorney, NOW Worm... 5, 000. 00 
Michigan Association of Insurance Agents____-_____-______________ 548. 40 
Jennings, Strouss, Salmon & Trask, attorneys, Arizona (expenses) __ 150. 00 
Robert L. Alexander, Jr., attorney, Tennessee______________________ 502. 88 
Oklahoma Fire Underwriters Association__.._...--.._.._-__________ 77. 60 
es en MME soa ee eee 82. 05 
MR a ae eae eee Sy a ee 81. 70 
EE EIT, CP UUNII NE oo no ae eee ek awn t oes e ets 87. 80 
SE MES COMET ios as oie ee eee ate ee ee ee 83. 35 
ee an. We pace, Comrie os. oo ee fi OT Be 87. 45 
ADJOURNMENT 


There being no further business to come before the committee, the meeting 
adjourned at 12: 30 p.m. 


J. RAYMOND Berry, Secretary. 


JANUARY 28, 1953. 
REGIONAL INTERPRETATION OF FORMS AND CLAUSES 


To Members of Executive Committee: 


Forms and clauses and indeed the standard fire insurance policy itself have 
evolved from a very restrictive policy to a broad contract with the use of 
studied language to provide the greatest possible indemnity not alone from the 
perils of fire and lightning but from the many other perils set forth in the ex- 
tended coverage endorsement and the additional extended coverage endorse- 
ment. During this long period there was a very understandable reluctance to 
permit any interpretation of policies, it being well understood by all company 
organizations that the individual company would speak for itself at a time and 
place of its own choosing. 

Within the past 10 years one exception to this universal practice may be 
noted. In those cases where national board established a supervisory office to 
deal with disaster losses, it became necessary, within limits, to announce broad 
general principles to all adjusters. Action taken in New Orleans in connection 
with architects’ fees is a case in point. 

After years of broadening our forms, we now find ourselves in an era where 
forms are being restricted. The exclusion of cloth awnings, the 2 percent deduct- 
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ible and the paint exclusion in Florida forms, the present effort countrywide to 
exclude television antenna from the windstorm peril, and the added exclusion 
of sleet are specific examples. 

It has been felt in some quarters that the failure to interpret these new forms 
and clauses is resulting in prejudice to the companies. Thus, we now observe 
efforts on a regional basis to interpret these forms. Examples follow: 

1. The loss committee of Western Underwriters Association at its sem}. 
annual meeting of September 1952 reported the need for the early comp. 
pilation and adoption of a set of uniform interpretations and guiding prin- 
ciples in connection with new forms and endorsements * * * to the eng 
that differences may be resolved and our agents and the public properly 
served. This same committee commented on the report prepared and dis. 
tributed by the midwest committee on the new language in recent forms 
dealing with improvements and betterments. 

2. The governing committee of the Board of Fire Underwriters of the 
Pacific in November 1952 decided to appoint a committee on information jp 
respect to the broad form dwelling building policy whose duty it shall be 
to solicit questions from members and to disseminate to members the ans. 
wers to such questions relating to the reasoning of the committees on the 
perils and coverages contained in the form, such information to be trans. 
mitted on an advisory basis. 

3. The South-Eastern Underwriters Association is now considering the 
apportionment problem that will arise as a result of the exclusion of tele. 
vision aerials and their masts and towers in those southern States where 
this exclusion is to be filed. 

4. The Indiana Underwriters Association on January 9, 1953, write iden- 
tical letters to the Western Underwriters Association, Western Actuarial 
Bureau, and National Board of Fire Underwriters, asking that cooperation 
be extended to agents and company representatives regarding the interpre. 
tation of the new forms and loss adjustment procedures when old and new 
policies are involved. 

5. The Eastern Underwriters Association has asked the committee on 
adjustments to prepare a review and interpretation of the deductible clause 
in effect in Eastern Underwriters’ territory. 

From the above it appears steps have already been taken which will result 
in interpretation of these new forms and contracts. If no action is taken by 
this committee, it is reasonably clear these interpretations will be on a regional 
basis. 

In view of this regional departure from our prior policy we inquire of this 
committee whether an effort should be made to channel all of these problems 
through the committee on adjustments. If that is your wish, it is, of course, 
understood that no interpretation of forms or rules of apportionment will be 
promulgated by our committee without first submission to the executive 
committee. 

D. B. SHERWOOD, General Adjuster. 


Excerpt From MINUTES OF EXECUTIVE COMMITTEE, JANUARY 29, 1953 


LOSS EXECUTIVES ASSOCIATION——-BLASTING OPERATIONS 


The recommendation that the committee on adjustments give favorable con- 
sideration to defraying the cost of special investigations in connection with 
blasting operations, subject to the approval of the full committee and under the 
eontrol and direction of such members of the disaster committee as are readily 
available, was approved. 


REGIONAL INTERPRETATION ON FORMS AND CLAUSES 


Memorandum was presented setting forth the trend for regional interpretation 
of forms and clauses and the desirability of having all inquiries channeled 
through the committee on adjustments of the national board. 

The committee on adjustments was requested to study the matter further, 
bringing a definite recommendation to the executive committee at its next meet 
ing, in the meantime requesting the boards and bureaus to withhold any regional 
interpretations pending final action by the executive committee. 
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COMMITTEE ON FIRE PREVENTION AND ENGINEERING STANDARDS 


Since Chairman Miller had not yet arrived at the meeting, the report of this 
committee was Summarized by the general manager. A copy is attached. 

American Standards Association—The committee concurred in the recommen- 
dation that membership be continued in the American Standards Association 
with a 10 percent increase in dues from $500 to $550 per annum. 


Fire patrols and salvage corps 


Underwriters’ Fire Patrol, Kansas City, Mo—Upon motion, it was voted to 
concur in the committee’s recommendation to approve assessment No. 85 at the 
rate of 1144 percent of the net direct premiums received by the companies in 
Kansas City, Mo., during the year 1952 for the support and maintenance of the 
patrol in 1953. 


* * * a * 2 * 


MINUTES OF A REGULAR MEETING OF THE COMMITTEE ON LAWS OF THE NATIONAL 
Boarp OF FIRE UNDERWRITERS, HELD IN THE BoarD Room, 85 JOHN STREET, NEw 
York, JANUARY 14, 1953, aT 11 a.M. 


Present: John R. Barry, Millard Bartels, Don C. Bowersock, Frank S. Dorsey, 
J. V. Herd, J. K. Hooker, H. Clay Johnson, W. A. Rattleman, and Francis Van 
Orman; also Charles M. Close (representing D. R. Ackerman), William H. Tri- 
bou (representing C. L. Allen), J. F. Deegan (representing H. B. Collamore), 
Peter Korsan (representing K. B. Hatch), George Coward (representing Paul F. 
McKown), E. 8. Coons (representing Harry W. Miller), Russell W. Viering 
(representing John A. North), W. Howland (representing S. Dwight Parker), 
J. L. Parker (representing P. J. Priore), F. J. Barclay (representing William T. 
Harper). 

There were also present General Counsel Berry and General Manager Vincent. 


ELECTION OF CHAIRMAN 


In the absence of Chairman Hullett, on motion duly made and seconded, it was 
voted to appoint H. Clay Johnson to preside. 


LEGISLATURES IN SESSION 


Forty-four State legislatures will convene in regular session this year. At this 
time 41 are meeting, as well as Federal Congress. Nevada and Alaska wil] 
meet later this month, Hawaii in February, Florida in April, and Alabama in 
May. 

LEGISLATION 


State-—Most of the legislation has not yet been introduced. Some is in the 
print stage. 

Insurance codes.—Insurance codes are under consideration in Arizona, Hawaii, 
and Puerto Rico. The proposed code for Arizona, consisting of some 200 pages, 
was received this morning. We have been requested to submit amendment 
thereto by January 19. 

The Hawaii and Puerto Rico codes are not yet available. Oklahoma has 
abandoned the introduction of its code at this session but plans to introduce one 
at the 1955 session. 

Federal Congress.—A new flood bill, H.R. 377, by Mr. Bolling, was introduced 
on January 3. This committee will be advised of any action on the bill. 

New York.—General counsel referred to the program for compulsory auto- 
mobile liability insurance, which is said to have the support of the insurance 
department. The casualty companies would like to have our assistance in op- 
posing this program. Since this body is unalterably opposed to any form of 
compulsory insurance it was the consensus that general counsel assist, so far as 
practical, in opposing this legislation. 


STATUS OF AGENTS 


Reference was made to the recent decision of the National Labor Relations 
Board, handed down December 31, 1952, with respect to the status of agents of 
the State Farm Mutual companies. General counsel gave as his opinion that 
this decision should not disturb companies operating under our recommended uni- 
form agents’ contract. 
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MULTIPLE LINE AGENCY CONTRACT SUBCOM MITTEE 


General counsel was instructed to furnish members of the above subcommittee 
with copies of the State Farm Mutual decision for such bearing as it may 
have on renewed consideration of a single multiple line agency contract. 


NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS 


Uniform deposit law.—The uniform deposit law considered at our June meet. 
ing, with minor modifications, was adopted by the National Association of Insyr. 
ance Commissioners at its December meeting. This law has been introduced 
in Colorado and we expect it will be introduced in North Carolina. It will be 
included in the Arizona code and any other code that is under consideration, 

Committee to study statutory fire policy—aAt our last meeting general counge] 
reported the National Association of Insurance Commissioners had authorized 
its president to appoint an industry committee to study the problem arising from 
the use of the standard policy in the writing of multiple line coverages. 

President Martin, at the December meeting of the commissioners, announced 
the appointment of such a committee naming general counsel chairman. Ip 
addition to the National Board of Fire Underwriters the following organizations 
make up the committee: Association of Casualty & Surety Companies, American 
Mutual Alliance, American Reciprocal Insurance Association, Associated Fae. 
tory Mutual Insurance Companies, National Association of Independent In. 
surers. 

General counsel suggested that some group be named to act with him and ad- 
vise him on the work of this committee in view of the importance of the work. 
On discussion of this suggestion it developed that legislation is contemplated by 
certain branches of the business in a:number of States, specifically Oregon, Wis. 
consin, Massachusetts, and New Jersey, which in some instances would directly 
affect the statutory fire policy and in others would indirectly affect it. It fur- 
ther developed that the matters which would be considered by the suggested 
group would touch on but go beyond the present functions of our subcommittee 
which dealt with standard policy legislation at the 1951 session. 

After full discussion, on motion duly made and seconded, it was voted that in 
line with the suggestion of the general counsel that the chairman designate a 
committee to work with general counsel in connection with his function as chair- 
man of the industry committee on the standard policy, it being understood that 
the existing committee might be expanded both as to personnel and as to func- 
tion. A suggestion of the chairman of the subcommittee on standard policy that 
his committee be discharged was deferred pending the decision of the chairman 
of the laws committee as to personnel of the proposed new committee. 


NEW YORK CITY GROSS RECEIPTS TAX 


General counsel reviewed the history of the attempt of the city to impose on 
insurance companies a gross receipts tax on investment income in addition to 
the gross receipts tax we are already paying on premium income, the position of 
the city being that insurance companies were both in the insurance business and 
in the financial business. 

The first case to come to hearing before the comptroller involved one of the 
casualty companies and had been decided at the hearing level in favor of the 
city. The casualty companies will appeal. 

Counsel for life, fire, and casualty interests have conferred as to procedure on 
appeal, with particular reference to possibility of participation by filing briefs 
amicus curiae. 

The matter was left to the judgment of general counsel as to how far fire 
companies should participate in such an appeal. 


PHILADELPHIA, PA.—3-MILL MERCANTILE LICENSE TAX 


Reference was made to the recently enacted ordinance imposing a mercantile 
license tax of 3 mills on persons engaging in certain businesses, including manu- 
facturing, professions, occupations, trades, vocations, and commercial activities 
in the city of Philadelphia. 

Injunctive proceedings have been instituted by agents and brokers and the case 
is set for argument next week or two. 
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The local companies will meet some time in the near future to decide whether 
they will institute litigation. In the interim general counsel recommends that 
companies not pay this tax. 


NORTH DAKOTA INSURANCE FEDERATION 


Companies have received requests for a contribution to the North Dakota In- 
surance Federation and inquired as to whether the national board is making a 
contribution. We have answered in the negative in line with the action of this 
committee a few years ago—i.e., this was a matter for the individual company. 


MINUTES OF A REGULAR MEETING OF THE COMMITTEE ON LAWS OF THE NATIONAL 
Boarp oF FrRE UNDERWRITERS HELD IN THE BoarD RooM, 85 JOHN STREET, NEW 
York, Fesruary 18, 1953, ar 11 A.M. 


Present: Mr. James C. Hullett, chairman; Messrs. John R. Barry, Millard 
Bartels, Frank F. Dorsey, J. V. Herd, J. K. Hooker, C. A. Loughin, John A. North, 
§. Dwight Parker, P. J. Priore, F. Elmer Sammons; also William H. Tribou 
(representing C. L. Allen), Samuel P. Rodgers (representing Olin L. Brooks), 
J. F. Deegan (representing H. B. Collamore), John H. Dillard (representing 
James F. Crafts), P. J. Korsan (representing K. B. Hatch), J. J. McGuirk (repre- 
senting H. Clay Johnson), E. S. Coons (representing H. W. Miller), A. B. Jackson 
(representing Paul F. McKown), and George R. Carey, general counsel, America 
Fore Insurance Group. 

There were. also present of the national board staff, General Counsel Berry, 
Assistant General Manager Bielaski, and for the latter part of the meeting, 
General Manager Vincent. 

Advices of their inability to attend were at hand from Messrs. William T. 
Harper, H. W. Miller, and W. A. Rattelman. 


LEGISLATION 


Federal.—The legislation referred to at our last meeting has not moved. 

Senate Joint Resolution 40.—Senator has reintroduced his resolution (with a 
naw statement) to the effect that Congress declares its intention to recognize 
an obligation on the part of the Government to assist in repairing war-caused 
damage, but defers enactment of legislation defining the scope of that obligation 
to a future date when it becomes practical to appraise in a realistic manner the 
particular action the Federal Government can take to carry out effectively and 
equitably the obligation it presently recognizes. This, in substance, is the posi- 
tion heretofore taken by. this-committee on war damage legislation. 

New York.—Reference was made to the compulsory automobile insurance bill 
introduced in New York and to a bill providing for an “assigned case plan.” 
Under this bill it is provided that accident cases involving either financially irre- 
sponsible or uninsured motorists are assigned to insurance companies for disposi- 
tion, pursuant to the provisions of the proposed plan. A company would be 
assigned to defend the uninsured motorist and would then pay any judgment 
recovered up to the statutory limitations. The companies affected would be those 
licensed to write motor vehicle insurance in New York and this definition is broad 
enough to cover collision. We will oppose this legislation. 

Several other bills are before the legislature in which we have an interest, 
i.e., compulsory assigned risk, denial of right to cancel, penalty bill, distribution 
of fire insurance policy proceeds, and valued policy law, as well as a group of 
racial discrimination bills. 

West Virginia.—Legislation has been introduced specifically expanding the 
corporation franchise tax to include insurance companies. : 

We are in litigation in West Virginia growing out of the attempt to interpret 
the present franchise tax law as if it applied to insurance. If this legislation is 
enacted it would remove any doubt as to the exposure of insurance companies 
to that tax. The legislation has been favorably reported in the House. 

Arizona.—A proposed insurance code has been introduced and hearing has 
been scheduled for February 25. General counsel will attend this hearing. 

Florida.—The reintroduction of the insurance code, which was abandoned at 
the last session, is being considered. We will take the same position on this code 
as on the previous one. 








3522 THE INSURANCE INDUSTRY 


Georgia.—Legislation providing for only one method of cancellation of Policies 
and State fund for insurance of State properties will probably not pass. ; 

California.—A comprehensive program has been introduced which would pro 
tect against earthquake, flood, landslide, and tidal wave by two different meth. 
ods—one a special tax and the other on a premium basis, the premium to be 
paid by all the people in the State. This legislation will be opposed by us, 

Ohio.—General counsel visited Columbus last week on a reinsurance matter 
and during his visit learned that despite the opposition of some local compa- 
nies and lack of support from the State association of insurance agents multiple 
line legislation will be introduced. 

Agents’ qualification bills —These bills are under consideration in Florida, 
North Carolina, Indiana, and Maine. Two of them adopt the Ohio language 
(which was sustained by the Supreme Court of the United States) with reference 
to the control of business. We do not propose to oppose this feature, but wil) 
oppose the provision for examining boards composed of agents. 


MULTIPLE LINE LEGISLATION 


General counsel stated the Multiple Peril Insurance Rating Organization was 
interested in proposing multiple line legislation in Oregon, New Jersey, Massga- 
chusetts, and Wisconsin, but latest advices are to the effect that no such legis. 
lation will be submitted in New Jersey and Wisconsin. 

In Oregon the bill discussed at our last meeting has been introduced. Genera] 
counsel advised we had taken no position on it and have announced we will keep 
hands off this legislation. The bill has not moved. 

In Massachusetts a bill has been considered by the Massachusetts Insurance 
Council and it has decided to take no position on this bill, which specifically 
provides for the manufacturer’s output policy and removes it from the require. 
ments of the standard policy law and also removes a prohibition which is pres- 
ently in the Massachusetts law with reference to indivisible premium. 

General counsel asked for instructions as to the position he should take on 
this legislation. Considerable discussion ensued and it was on motion voted 
that the general counsel take the position that the membership of the national 
board was divided in sentiment as to the wisdom of such legislation, at the same 
time giving the arguments of the proponents of such legislation and the argn- 
ments of the opponents, but as an organization we would take no position. 

It was further voted that the laws committee refer to the executive commit- 
tee the whole question of standard policy and other related matters, including 
the importance of maintaining the integrity of our statistics and possible consul- 
tation with other bodies now gathering their own statistics. 


COMMITTEE TO STUDY STATUTORY FIRE POLICY—NAIC 


Chairman Hullett referred to the acticn taken at our last meeting that he 
designate a committee to work with general counsel in connection with his 
functions as chairman of the industry committee on the standard policy, it then 
being understood that our existing subcommittee on standard policy might be 
expanded both as to personnel and as to function. Mr. Hullett announced his 
decision to refer this matter to our present subcommittee and expand it with 
hames to be announced later. 


ARIZON A—FIREMEN’S PENSION FUND LITIGATION 


Reference was made to the litigation instituted by the South Phoenix Volun- 
teer Fire Department against the Arizona Corporation Commission asking for 
relief and claiming they have not received proper allocation of firemen’s pen- 
sion taxes. They are asking that companies be ordered to restate their fire 
insurance premiums for the entire State. 

Counsel for South Phoenix have been consulting with our local attorneys in 
Phoenix as to the possibility of settlement, but in the opinion of general counsel 
no satisfactory method of settling this litigation has yet been presented. 


MINUTES OF A REGULAR MEETING OF THE COMMITTEE ON LAWS OF THE NATIONAL 
BoarD OF FIRE UNDERWRITERS HELD IN THE BOARD Room, 85 JOHN STREET, NEW 
York, Marcu 18, 1953, av 11 a.m. 


Present: Messrs. Millard Bartels, Don C. Bowersock, H. B. Collamore, Frank 
F. Dorsey, William J. Harper, K. B. Hatch, J. V. Herd, H. Clay Johnson, C. A. 
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Loughin, Francis Van Orman; also Charles M. Close (representing D. R. Acker- 
man), Neil Reynolds (representing Clinton L. Allen), Samuel Rodgers (repre- 
senting Olin L. Brooks), E. S. Coons (representing Harry W. Miller), Russell 
M. Viering (representing John A. North), W. Howland (representing S. Dwight 
parker), as well as J. F. Deegan, secretary, National Fire Insurance Co., and 
peter J. Korsan, secretary, Fire Association. 

General Counsel Berry was also present and General Manager Vincent for 

rt of the meeting. 

Advices of their inability to attend were at hand from Chairman Hullett 
and Messrs. Hooker, Miller, and Rattelman. 


SELECTION OF CHAIRMAN 


In the absence of Chairman Hullett, on motion duly made and seconded Mr. 
Don C. Bowersock was elected to act as chairman. 


LEGISLATURES IN SESSION AND ADJOURNED 


Legislatures in the following States have adjourned: Arkansas, Idaho, In- 
diana, Montana, New Mexico, North Dakota, South Dakota, Utah, Washington, 
West Virginia, and Wyoming. 

Georgia is in recess until November 16, 1953. Alabama will convene on May 
5 and Florida on April 7. All other States are still in session except Kentucky, 
Louisiana, Mississippi, and Virginia, which did not meet this year. 


LEGISLATION 


Standard policy.—In Minnesota a bill has been introduced which would permit 
a policy, other than the standard fire policy, if the provisions with reference to 
fire were substantially equivalent to those of the standard fire policy and if in 
addition to insurance against the peril of fire there is substantial coverage 
against other perils. This bill goes beyond instructions given to general counsel 
and will be opposed. 

New Mevico.—Has repealed the requirement that companies print, stamp, or 
paste on the face of the policy and provision with reference to notice of loss. 
This eliminates one of the States which required a special print policy. This 
law becomes effective 90 days from March 14 and members have been so advised 
by bulletin. 

Vermont.—Under a law passed at this session, on and after June 1, 1953, 
companies will no longer be required to print sections 9096 (proof of loss regu- 
lations) and 9097 (when loss due and payable), on the policy. Companies have 
been advised by bulletin of this change in the law. 

New Hampshire.—Legislation is pending which if passed—it has already 
passed one branch—would permit the use of the New York standard policy. 

Uniform Deposit Law.—This bill has been introduced in California, Maine, 
North Carolina and was in the proposed Arizona code. It has passed in Colo- 
rado. It is still pending in other States. California insurance department has 
advised it will oppose the bill. 

Connecticut—A few years ago the attorney general ruled that a liability 
insurance endorsement and a theft endorsement could not be attached to the 
standard fire policy and a bill to correct this stiuation has been introduced. At 
the hearing a substitute bill was offered which would affect multiple-line writing. 
This was opposed. 

Multiple-line legislation.—Legislation contemplated by the manufacturers’ 
output policy companies and which was to be introduced in New Jersey, Wis- 
consin, and Massachusetts had not been introduced and will not be this year. 

Ohio.—Under the sponsorship of local Ohio companies a multiple-line bill has 
been introduced which we are supporting. 

New York.—General counsel reported that the assigned case plan and com- 
pulsory automobile insurance legislation probably would not pass. A suggestion 
was made that should this legislation fail, general counsel collaborate with the 
Association of Casualty & Surety Companies and other segments of the business 
as to appropriate steps insurers should take before the next session of the legisla- 
ture to see if there is any area of agreement which might properly be reached 
which would be mutually and generally acceptable to meet the issue. General 
counsel stated he would be glad to assist. 

Arizona Code.—General counsel attended the hearings on the Arizona code 
the end of last month. It will not pass at this session largely as a result of a 
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dispute as between life insurance producers and Arizona benefit societies, The 
bill will be reintroduced in substantially its present form at the next session of 
the Arizona legislature and is in reasonably good shape from the Standpoint 
of property insurers. 

A resolution has been introduced in Arizona to investigate insurance ¢eop. 
panies. We do not believe this is a matter of concern to property insurers, It 
stems out of the disagreement referred to above involving life interests and 
benefit societies. 

Massachusetts.—The State fire rating bill, which would set up a separate de. 
partment to pass on all rates established by fire companies has failed of enact. 
ment. 

West Virginia.—Two threatened tax increases in West Virginia have been 
defeated but a bill rewriting the present provision in West Virginia law, with 
reference to division of commission with nonresident brokers, has been passed. 
The law previously applied to. fire insurance and has been expanded to coyer 
not only fire but also casualty, and changes the basis of division from 10 percent of 
the premium to 10 percent of the premium or 50 percent of the commissioy 
whichever is less. It further provides that the entire commission be paid direct 
to the countersigning agent, who then remits to the nonresident producer. 

Wyoming.—The limitation of agents’ provision has been repealed, which re. 
sults in the elimination of $100 fee for a second agent in a municipality. 


FEDERAL CONGRESS 


The attention of the committee was directed to S. 849, by Senator Murray, 
which authorizes the Export-Import Bank to insure and reinsure, either directly 
or in participation with other insurers, payments of moneys due U.S. residents 
from foreign debtors for the export sale of goods to such foreign debtors. 

It was the sense of the meeting that general counsel communicate with Mr. 
Stenvenson, who represents the Institute of Marine Underwriters, that this 
legislation be carefully watched, and that the branches of the business affected 
take a consistent position with reference thereto. 


ALABAMA—FRANCHISE TAX 


Companies have received from the revenue department of Alabama a request 
for additional information in connection with the filing of their franchise tax 
return. The request has been referred to local counsel and upon receipt of his 
advices we will bulletin companies. 


ARIZONA—FIREMEN’S PENSION TAX LITIGATION 


General counsel stated that while in Arizona on the code hearing he looked 
into this matter and is of the opinion that this litigation will not be pressed 
at this time. The firemen are desirous of securing a change in the law and will 
move first in that direction. 


MULTIPLE PERIL AGENCY CONTRACT 


The possibility of development of a standard multiple-line agency contract 
was referred to our subcommittee. After consideration the subcommittee sug- 
gested that any company which wishes to adopt a new agency contract, or 
modify outstanding contracts, in order to make their agreements consistent with 
actual practices or desired practices, clear such contracts or amendments with 
the office of general counsel from the viewpoint of possible effect on existing 
rulings. 

EXPANSION OF SUBCOMMITTEE ON STATUTORY FIRE FORM 


Following the action of this committee at its last meeting, Chairman Hullett 
expanded our subcommittee on standard fire policy by the appointment of 
Messrs. Crafts and Rattelman—the personnel of the subcommittee now being 
Messrs. Bartels (chairman), Allen, Bowersock, Crafts, Hooker, H. Clay Johnson, 
Loughin, and Rattelman. 


MARINE DEFINITION—-JOINT COMPLAINT ON INTERPRETATION AND COMPLAINT 


The executive committee has asked this committee to review the revised 
nationwide definition and interpretation of insuring powers of Marine and 
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Transportation Underwriters, the feeling being that this program is related in- 
separably to studies presently underway regarding the standard fire insurance 
policy statutes and certain multiple-line legislation. ; 

General counsel advised that accordingly it was referred to our subcommittee 
on standard fire policy dealing with multiple-line underwriting, with the thought 
that it would examine the revised definition and if possible report its findings or 
recommendations to the meeting of the executive committee on March 26. 

After discussion, it was the sense of the meeting that this committee recom- 
mend to the executive committee that we send to our membership the informa- 
tion that has been presented to the committee on laws by the joint committee 
and invite prompt comment or criticism. 


DEATH OF FRANK 8S. DICKSON 


General counsel reported the death on February 24, 1953, of Frank S. Dickson, 
who represented us in Washington, D.C. 


BILLS APPROVED FOR PAYMENT 


On motion duly made and seconded, it was voted to approve payment of the 
following bills, amounting to $2,176.34: 


Walter D. Hanson, attorney fee and expenses, Oklahoma_____.---- $1, 069. 24 
en Semmmenen, Geeta. oto coats i ed 957.11 
Earl Crellin, reimbursement for cost of legislative service in 
I rail iin toa abarpiaitichh bk deeds laste bactiapeessmes Sit say ES od 150. 00 
ADJOURNMENT 


There being no further business to come before the committee, the meeting 
adjourned at 1 p.m. 


J. RAYMOND Berry, Secretary. 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, March 26, 1953. 
Mr. J. Victor HERD, 
Chairman, Executive Committee. 


Dear Sir: The committee on uniform accounting met on March 10 and has 
the following to report: 


ALLOCATION OF COSTS 


On December 2, 1952, companies members of the board were circularized 
requesting comments on the preliminary progress report of a subcommittee 
of the industry uniform accounting committee entitled “Preferred Methods of 
Allocation of Specific Activities Under Uniform Accounting.” A followup of this 
request was sent to member companies under date of February 13, 1953. Replies 
received to March 10 were tabulated and presented to the committee as follows: 


Groups Companies 
NO nn cand iinsennncndsuieuivneubebsshucidaubdetes dda 14 52 
NOU ic. abe Lieckic. ata suid maa atidnacicemnskusasmiedaa weak ieck 7 24 
I a al ie ocean ee 13 33 
No opinion (reinsurance companies)..................--....--..4---.-----.-- 2 6 
Ic a eT a een 62 98 
ately teats Phe a PE hy Mh Aa RE SRE ORE ER FOIE 98 213 





The chairman of the industry uniform accounting committee stated that his 
committee would have to report to the NAIC uniform accounting subcommittee, 
which meets on April 1, whether or not the industry approves the report. 
Following discussion of the value of this report to the business, as well as its 
possible implications, it was voted, without dissent, that the committee on 
uniform accounting indicate its approval. 

It was further voted to approve that the industry committee in its discretion 
expand the report to enumerate preferred methods of salary allocation for 
other activities and methods of allocation of expenses of other types. 
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INSURANCE EXPENSE EXHIBIT 


Other allied lines: The committee’s attention was called to the fact that 
classified experence for lines of business not now specifically named in note BR 
as reworded to conform to allied fire lines as specified in the annual statement, 
are reported by companies to the actuarial bureau. Since expense data under 
the national board expense plan should include the same additional lines, 
namely, flood, rain, and aircraft and vehicle property damage, it was voted to 
recommend that these additional lines be included ; further, that companies’ mem. 
bers of the board and subscribers to the actuarial bureau be advised of this 
recommendation. 

Respectfully submitted. 


J. W. WILLIAMS, Chairman, 


MINUTES OF A REGULAR MEETING OF THE COMMITTEE ON LAWS OF THE Nationar 
BoarRD OF FIRE UNDERWRITERS HELD IN THE BOARD ROOM AT 8) JOHN STREET, 
New YorK, ON APRIL 15, 1953 


Present: Mr. James C. Hullett, chairman; Messrs. D. R. Ackerman, John R, 
Barry, Millard Bartels, Don C. Bowersock, Frank F. Dorsey, J. V. Herd, J. kK. 
Hooker, H. Clay Johnson, C. A. Loughin, John A. North, Francis Van Orman, 
W. A. Rattelman; Neil Reynolds (representing C. L. Allen), J. Deegan (repre. 
senting H. B. Collamore), J. Dillard (representing James F. Crafts), F. John 
Barclay (representing William T. Harper), E. S. Coons (representing H. Ww. 
Miller), W. Howland (representing S. Dwight Parker), P. L. Parker (represent. 
ing P. J. Priore) and George R. Carey, general counsel, America Fore Group; 
also General Manager Vincent, General Counsel Berry, and Assistant General 
Manager Bielaski. 

Advices of their inability to attend were at hand from Messrs. Brooks, Hatch, 
and Miller. 

LEGISLATURES IN SESSION AND ADJOURNED 


The legislatures in 20 jurisdictions have adjourned, i.e. : 


Alaska Maryland Tennessee 
Arizona Montana Utah 
Arkansas Nevada Washington 
Colorado New Mexico Wisconsin 
Idaho New York West Virginia 
Indiana North Dakota Wyoming 
Kansas South Dakota 


Twenty-four are in session, as well as Federal Congress. Georgia is in recess 
and Alabama will convene in May. 


FEDERAL CONGRESS 


Reference was made to Senate bill 1413, which authorized the Export- 
Import Bank to furnish insurance against war perils when the personal 
property is held in friendly foreign countries. A hearing was held before a 
subcommittee on April 14 which general counsel attended but did not testify. 
The bill was reported favorably. The marine interests were represented by 
counsel who suggested certain changes without taking a position either endorsing 
or opposing. 

FEDERAL INCOME TAX LAW 


General counsel advised that the Allstate Insurance Co. is planning to suggest 
changes in the present basis of taxation, and is asking our executives for 
appointment for an opportunity to discuss and submit material prepared by 
them looking toward an amendment. The national board and the Association of 
Casualty & Surety Companies have set up a joint committee to consider questions 
involving Federal income tax and it was the sense of the meeting that our 
membership be bulletined to the effect if any suggestions are placed before 
companies they be transmitted to the law department for consideration by the 
joint committee. 


EMPLOY MENT OF CLARENCE C. KLOCKSIN 


General counsel reported that Clarence C. Klocksin has been retained on & 
.Session-to-session basis to represent us in Washington. 
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STANDARD FIRE POLICY 


The States of New Hampshire, New Jersey, and California have passed legis- 
lation which will permit the use of the so-called Louisiana form. 


ALABAMA FRANCHISE TAX 


Reference was made to assessments imposed against some companies under 
the new formula for computing the franchise tax in Alabama. Companies have 
peen bulletined to advise us of the amount of the assessment. Early returns 
indicate a very small tax is developed under the new formula. If later returns 
confirm this result we will bulletin companies recommending payment. 


OHIO—MULTIPLE-LINE LEGISLATION 


Hearings have been held on this legislation and further hearings have been 
scheduled. The bill still has less than an even chance of passage. 


WEST VIRGINIA—CORPORATION LICENSE TAX 


Reference was made to the temporary injuction restraining the State auditor 
from collecting from insurance companies the corporation license tax for back 
years. General counsel reported that legislation was introduced at this session 
to bring insurance companies under the law imposing this tax, but it failed of 

e. 
as *y a8 effort to dispose of this litigation, general counsel and a representative 
of the life interests conferred with our attorney in Charleston, W. Va. It was 
concluded that our attorneys would discuss with the attorney general the possi- 
bility of the State consenting to a permanent injuction. 


. * x > * . * 


Excerpt From MINUTES OF EXECUTIVE COMMITTEE, FOR APRIL 30, 1953 


Dr. 8S. S. Huebner, retirement.—The Officers recommended that the fire and 
casualty insurance business recognize Dr. S. S. Huebner, who is retiring as 
professor of insurance, Wharton School of Finance, University of Pennsylvania, 
June 30, 1953, suggesting a grant of $4,000 to enable Dr. Huebner to make a 
trip to South America. Upon motion, the excutive committee concurred in their 
suggestion and authorized $2,000 on behalf of the national board, contingent 
upon the same grant being made by the Association of Casualty & Surety 
Companies. 


THE NATIONAL Boarp OF FIRE UNDERWRITERS, 
New York, April, 30, 1958. 
Report of Conference Committee on Uniform Accounting. 
Mr. J. Victor HERp, 
Chairman, Executive Committee. 


Deak Sik: The conference committee on uniform accounting met on April 16 to 
consider the agenda for meeting of the subcommittees of the National Associa- 
tion of Insurance Commissioners appointed “to work jointly in an effort to define 
more satisfactorily the relationship between uniform accounting and ratemak- 
ing.” The Commissioners’ subcommittees will meet in Chicago on May 4 and 5, 
and a subcommittee representing the National Board of Fire Underwriters com- 
prising Messrs. J. C. Hullett, Charles A. Loughin, and F, S. Perryman will be in 
attendance together with General Counsel Berry. 

In discussion of this subject, your conference committee considered the adop- 
tion by the State of New York of the uniform accounting regulations under the 
rating provisions of the statutes. 

Your committee also reviewed the basis of the National Board of Fire Ur der- 
writers statistical plan which was developed persuant to the recommend: tion 
(Dec. 18, 1947) of the special committee of the executive committee on proper 
Statistics. In the development of the expense phase of the statistical plan, the 
countrywide expense exhibit, which reflects the result of the current uniform 
accounting regulations, is the control from which the expenses by States for fire 
and allied fire lines are developed. 


47932—60—pt. 6——-25 
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In view of the studies currently underway by the Insurance Executives Asgo. 
ciation, it is the concensus of your committee that every effort be made to have 
the commissioners’ subcommittees defer action so far as fire insurance companies 
are concerned on matters which pertain to the definition of acquisition expenses 
and the questions relative to rating procedures which were placed before all 
branches of the insurance business last fall by the commissioners’ Subcommittee 
on uniform accounting. 

Respectfully submitted. 


—_——_. 





C hairman, 


(This copy for general manager’s file) 
May 25, 1953, 
Mr. J.R. Berry, General Counsel. 
D. H. BAyYLes. 
FREQUENCY OF EXAMINATIONS OF INSURERS 


States* requiring examinations at least once every 3 years: New York (do 
mestic casualty), Pennsylvania (all domestics), Washington (all domestics), 
Massachusetts (all domestics), Louisiana. 

States requiring examinations at least once every 5 years: New York (domes. 
tic fire), Connecticut. 

States requiring examinations whenever commissioner finds it expedient or 
necessary without specifying any required number of examinations: California 
(all domestics), New Jersey, Massachusetts (ali foreign), Washington (all 
foreign). 

Mandatory authority requiring commissioner to examine without specifying 
conditions or frequency of examinations: Missouri. 

Discretionary authority in commissioner to examine without setting any 
conditions: Illinois, Texas. 

States requiring examinations when information that insurer has violated 
code: Florida, Pennsylvania (foreign fire). 


FIREMAN’S FUND INSURANCE Co., 
San Francisco, May 28, 1958. 
Mr. J. RAYMOND Berry, 
General Counsel, National Board of Fire Underwriters, 
New York City, N.Y. 


Dear Mr. Berry: I believe I told you in New York that the California 
insurance department had requested the return of all the reports of the ex- 
amination of our companies as of December 31, 1950, for the purpose of eliminat- 
ing any reference to additional Federal income tax liability and to exclude from 
the balance sheet the item indicating an additional Federal tax due. 

The corrected reports were subsequently returned and we were given the 
privilege of asking for a hearing which we declined even thongh the report con- 
tained many items of criticism of our internal operations, most of which were 
inconsequential. To have debated these items in a hearing would have been 
time consuming and as a new examination is due the end of this year it seemed 
best that we allow the record to stand under the protest which we had original- 
ly recorded. 

Believing that some of our experiences may be helpful to you in connection 
with any discussion of zone examinations at the forthcoming commissioners. 
convention, the following summary is being sent to you. 

You already have a record of the cost of our examination in comparison with 
the prior one, $107,000 compared to $50,500. The monetary impact upon the 
business and therefore the public is important. 

Our original protest contained the following statement: “In examining, as 
of a given date, a rapidly growing multiple-line operation such as ours, we re 
alize that we must expect that there will be developed items of criticism and 


1 Designation “States” herein and hereafter includes only the following: New York, 
Pennsylvania, Connecticut, Illinois, California, New Jersey, Ohio, Missouri, Washington, 
Florida, Louisiana, Texas, Massachusetts. 


Notre.—The only Ohio provision dealing with the examination of insurers provides for 
the examination of the securities of domestic insurers to determine if they need capital 
requirements before being authorized to do business. 
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isagreement, prompted by the examiners’ sense of responsibility to con- 
ae thorough analysis of our affairs in the interests of our policyholders and 
the public. However, after reading over and over again the reports submitted, 
we cannot escape the feeling that the examiners were unnecessarily critical and 
to us they seemed to lack a degree of sympathetic understanding of the problems 
which have confronted insurance company management during the past 5 or 6 
difficult years.” ; “ 

Commissioner Maloney’s answer to this protest was as follows: “After very 
careful consideration of the examiners’ comments in these respects I feel it 
would not be proper for me to suggest a revision of their remarks. The ex- 
aminers are factfinding agents who in their reports merely stated in their own 
language the facts as they appeared to them to exist. For the most part it is 
the facts reported by the examiners it seems to me are a highly critical nature 
rather than their statement of the facts.” . 

The commissioner went on to say that in previous examinations there had been 
criticism of conditions with respect to status of records, allocation of expenses, 
and accounting procedures and that he considered these items of major 
importance. . Oe bE Ti 

In order that you might have some support of the position that it might be 
wise to review the whole examination procedure, permit me to give you some of 
our experiences during the examination of our companies as of December 31, 
1950: . 
(1) Our report contains many carelessly phrased comments. As an ex- 
ample: “It is indicated that more frequent reviews of claims should be made 
to eliminate or reduce unnecessary reserves.” We fail to see where such a 
comment is of any assistance. 

(2) The examiners commented that “Enthusiasm for uniform accounting pro- 
cedures varies among personnel.” This is an opinion and who can say that it 
isafact? It is hardly constructive. 

(3) Why is it necessary to bring men from all over the United States to San 
Francisco and dispatch them back throughout the country? We had several ex- 
periences which indicate how unnecessary expense is incurred. As an example, 
the examining firm representing the New Mexico department sent a man to 
San Francisco who was supposed to be sent to Chicago but the next we knew was 
that another man was in Chicago. The examiner from Georgia was not a reg- 
ular employee of the department. He did not even live in Georgia. His 
expense account also was a sizable item. 

(4) Along the lines of expense and to point out how wasteful in time and 
money examinations can be, a whole page of the report on our company was 
devoted to the adjustment of $174 of a $29 million item. 

(5) Many, many days were spent in an attempt to reconcile overdue premium 
balances. The result was the reconcilement of the balance sheet by a few thou- 
sand dollars one way or another. What really is essential is that the examiners 
define what an overdue premium is and set standards so that detailed analysis 
could be avoided. 

(6) The most severe criticism came on uniform accounting. One examiner 
took 146 working days to examine our expense distribution. No inquiries 
were made, documents and files were asked for, individual interpretation 
applied. 

(7) The criticism of loss reserves has already been recorded. The examiners 
substituted their judgment for that of management. They required us to run 
policy-year tests involving considerable amount of nightwork and overtime pay, 
much of which could have been avoided. 

a are but a few of the items and many others could be submitted as 
evidence. 

It is our view that the time has arrived when the industry should urge recon- 
sideration of the entire examination procedure. Emphasis should be placed 
upon the following basic purposes of any examination: 

(a) Is the company solvent? 

(b) Has their treatment of policyholders and claimants been good? 

(c) Was there compliance with State laws, and 

(d) Are their balance sheets and surplus statements properly stated to the 
public and to the shareholders? 

With the advent of so many adjuncts to rating laws, some unnecessary, we 
are developing a bureacratic tendency in examinations which leads to the 
examiners thinking in terms of making a record, for whose benefit it is not clear. 

It is our hope that the subject will be aired at the forthcoming commissioners’ 
meeting and that a subcommittee will be appointed to study the entire subject 











3530 THE INSURANCE INDUSTRY 


in cooperation with the industry. During the course of such a study 


, ,itw 
be well that the industry accumulate data as to current costs of examinsiaee 


to the end that if necessary the public be informed that a goodly portion of 

examination is a reflection of unnecessary supervision and control of » 

business which is not in the public interest. ” 
Sincerely yours, 


JAMES F. CRAFTs, President, 


MINUTES OF A REGULAR MEETING OF THE COMMITTEE ON LAWS OF THE NATIONA, 
BOARD OF FIRE UNDERWRITERS, HELD IN THE BoarD Room, 85 JoHN STREET, New 
YORK, ON JUNE 17, 19538, aT 11 a.m. 


Present: Mr. James C. Hullett, chairman; Messrs. John R. Barry, Don C 
Bowersock, H. B. Collamore, Frank F. Dorsey, J. K. Hooker, John A. North, 
8S. Dwight Parker, P. J. Priore, Francis Van Orman, and William B. Rearden: 
also Charles M. Close (representing D. R. Ackerman), W. H. Tribou ( representing 
Clinton L. Allen), John Dillard (representing James F. Crafts), F. John Barclay 
(representing William T. Harper), J. McGuirk (representing H. Clay Johnson) 
J. D. Whelehan (representing C. A. Loughlin), E. S. Coons (representing Harry 
W. Miller), and J. Deegan, secretary and counsel, National Fire of Hartford 
Group, as well as General Counsel Berry, and for latter part of meeting Genera] 
Manager Vincent. 

Advices of their inability to attend were at hand from K. B. Hatch and George 
R. Carey. 

LEGISLATURES IN SESSION 


General counsel reported that eight States and the Commonwealth of Puerto 
Rico are still in session. 
LEGISLATION 


In Alabama for the second consecutive session considerable inimical legislation 
has been introduced—none has passed as yet. 

Florida agents’ qualification is now law and Alabama agents have used it as 
a pattern for a bill they have introduced. 

The insurance cede failed of enactment in Hawaii and the code for Puerto 
Rico has not yet been submitted to the legislature. There are some amendments 
to be sent to us for our approval before it goes in. 


FEDERAL CONGRESS 


S. 1081—Defense Act.—Would restore wage and price control. As intro | 


duced it did not have the exception which we had in the earlier law. We have 
submitted an amendment to exclude insurance rates in line with earlier legis- 
lation. The House and Senate are nowhere close to agreement on it and the bill 
has been referred to a conference committee in an effort to iron out their 
differences. 

Taft-Hartley law.—The State Farm Mutual, following the decision against 
them on the status of their agents for bargaining purposes, has placed before 
the Congress an amendment to the Taft-Hartley law which would exempt insur- 
ance agents. Their letter in support of the amendment leaves an inference that 
an amendment is needed to clear all agents from the Taft-Hartley law. Hearings 
had closed before this amendment was submitted so the chances of success are 
very slight. 


MINNESOTA—VETERANS’ ADJUSTMENT COMPENSATION TAX 


General counsel advised that companies have not been paying this tax which 
has been tied in to the Minnesota income tax. The attorney general has recently 
rendered an opinion holding that companies are subject to this tax. All branches 
of the business are affected by this opinion. No action is necessary on the part 
of companies until a decision is made in Minnesota as to the manner in which 
the matter should be handled. ‘Time for filing the income tax has been extended 
to September. 

OHIO—REINSURANCE 


The Ohio Insurance Department in 1952 issued a bulletin to the effect that an 
admitted fire insurance company could not reinsure any company not licensed t0 
do a fire insurance business in Ohio. 
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We filed a brief in opposition to their position, following which the attorney 
general gave an oral opinion, supporting our view. Thereafter the department 
jssued a bulletin reversing its earlier position. Now six questions have been 
submitted to the attorney general by the insurance department. The answers to 
these questions might cause considerable difficulty for companies—particularly 
those in groups which pool the direct writings and redistribute with group by 
reinsurance. We have asked the department to withdraw these questions. Fail- 
ing in that we will file supplementary brief with the attorney general. 


INSURANCE COMMISSIONERS’ CONVENTION 


General counsel reported that he attended the convention in San Francisco, 
June 8 to 12, and stated that the two matters which might adversely affect the 
property insurance business have been postponed until the next session. These 
matters are (1) change in national board classification and (2) report of the 
joint subcommittee on rates and rating and uniform accounting having to do with 
consideration of expenses developed under regulation 30 in the determination 
of rate levels. 

The industry committee, appointed to study the standard fire policy and multi- 
ple-line problems resulting from multiple-line underwriting, made its report. 
The report was submitted as the views of individuals inasmuch as time did not 
permit the result of this study to be submitted to the respective organizations 
named to this committee. This report was attached to the fire and marine report 
which was approved by the convention. The fire and marine committee recom- 
mended to the executive committee that either this problem be referred to the 
subcommittee about to be appointed to study the creation of multiple-line under- 
writing, or if that be deemed inadvisable, then consideration be given to the 
appointment of a subcommittee of the NAIC to study statutory fire policy in 
the writing of multiple lines. The executive committee authorized the appoint- 
ment of a subcommittee to study multiple-line underwriting. 


ALLSTATE PROPOSAL 


The subcommittee on taxation considered the above proposal and all were in 
agreement that it would be inadvisable at this time to take a position on it as an 
organization. The subcommittee on taxation will continue to study any develop- 
ments and specifically the second Allstate memorandum now in preparation. 


SUSPENSION OF MEETINGS 


On motion duly made and seconded it was voted to suspend regular meetings 
during the months of July, August, and September and to authorize the chairman, 
in his discretion, during the vacation period, to deal with questions of general 
interest as they arise, employ special counsel when and if necessary, and approve 
payment of such bills as may be presented when recommended for favorable 
action by the general counsel and general manager. 


BILLS APPROVED FOR PAYMENT 


On motion duly made and seconded it was voted to approve payment of the 
following bills amounting to $23,854.45 : 


Bartlett, Poe & Claggett, attorney fee and expenses, Maryland______ $1, 060. 98 


George W. Clarke, attorney fee and expenses, Washington State_____ , 259. 74 
Nat. A. Turner, attorney fee and expenses, South Carolina_________ 2, 621. 76 
Joseph D. Byrne, expenses, North Dakota__________-______________ 2, 930. 45 
Jennings, Strouss, Salmon & Trask, attorney fee and expenses, 

RN ge ge gs ee ele ee Oe eal 1, 006. 89 


Parrish, Guthrie, Colfiesh & O’Brien, attorney fee and expenses, Iowa. 3, 965. 32 


Perkins, Weeks & Hutchins, attorney fee and expenses, Maine__._____ 3, 100. 00 
Walter D. Hanson, attorney fee and expenses, Oklahoma___________ 2, 126. 97 
Robertson, Monagle & Eastaugh, attorney fee and expenses, Alaska__ 255. 61 
Paul Elridge, expenses, ‘Tennessee__.__._.__._______________________ 228. 17 
Ohio Farmers Insurance Co., reimbursement of attorney fee, re multi- 

eemeee emmtions, ONO. <a sree eel be 8 cheese eee all 728. 16 
W. T. Joyner, attorney fee, North Carolina________________________ 500. 00 
Joyner & Howison, attorney fee, North Carolina___..______-________ 500. 00 
James J. Beasley, expenses, New York___-________________________ 739. 95 


‘ 
é. Francis Fowles, expenses, Utah................................- 380. 91 
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Excerpt FroM MINUTES OF EXECUTIVE COMMITTEE, JUNE 18, 19538 


Contributions.—Upon recommendation of the officers conference, it was y 
to approve contributions to the American Institute for Property and Liability 
Underwriters, Inc., and the Insurance Institute of America, Inc., each in the 
amount of $9,835, or a total of $19,670. 

Annual meeting, 1954—Upon recommendation of the officers, it wag 
unanimous view that the management be authorized to make reservation for 
the annual meeting in 1954 at the Commodore Hotel and that because of 
proximity of the fourth Thursday to the Memorial Day holiday, it be held oy 
the third Thursday, May 20, 1954. 

Lease, 44 Gold Street—The committee voted its approval of leasing the 
premises at 44 Gold Street in order to accommodate the printing shop ang 
stockroom of the national board at a rental, including operating expenses, of 
$10,850 per annum. 

Insurance program.—Reference was made to the model insurance program 
recommended by the Insurance Executives Association for boards, bureaus, ang 
associations and the fact that it calls for higher limits than the national boarg 
carries under its broad-form comprehensive general liability and employers 
nonownership automobile liability policies. President Conick reported for jp. 
formation that it was the officers’ recommendation that no change be made jn 
the national board’s coverage. 

Dr. 8. 8S. Huebner, retirement.—President Conick referred to the action of 
the last meeting in voting to Dr. Huebner upon his retirement $2,000 toward 
the expense of a trip to South America. He stated that following further 
consideration the officers of the National Board of Fire Underwriters recom. 
mended that the national board make the entire advance of $4,000. 

Following discussion, it was voted to adopt this recommendation to advance 
Dr. Huebner $4,000 toward the expense of a trip to South America for the 
purpose of a survey and report on insurance methods. 


TREASURER’S REPORT 


A summary of the treasurer’s report was presented by Mr. Harold V. Smith. 
It was received and a copy filed with the minutes of this meeting. 


REPORT OF THE ACTUARIAL BUREAU COMMITTEE 


The report of this committee was presented by Chairman Cowie, a copy 
being appended. 


JUNE 18, 1953. 
Mr. JAMES F. CRAFTS, 
President, Fireman’s Fund Insurance Co., 
San Francisco, Calif. 


Dear Mr. Crarts: I understand Mr. Dillard has already advised you of the 
action of the executive committee this morning but to complete the record 
I send on this letter. 

I expressed to the executive committee your views, as best I could, on the 
advisability of obtaining independent research of the tornado and windstorm 
problem. The matter was thrown open by the chairman for discussion. 

Most of the discussion was to the effect that while tornado losses were heavy, 
premiums have increased sufficiently so that companies will probably lose no 
money this year and might make some; that it would be bad public relations 
for the public and the Government to get the impression that the insurance 
business was planning to recover these losses from the Government; and that, 
after the Texas City decision, subrogation was of doubtful value. 

An inquiry was made as to whether the national board had made any in- 
vestigation of costs of these tornado losses and Mr. Vincent stated that Mr. 
Braedich, our director of research, had already started a study which would 
cover all the Weather Bureau records. 

Mr. Vincent also referred to his conversation with Mr. Hobson, of Stanford 
Research Institute, with some reference to the cost of that institution’s re 
search of air pollution in Los Angeles area. 
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It was brought out that a former Weather Bureau employee, now retired, 
had written a book which covered the subject comprehensively. 

Finally Mr. Miller, of the Commercial Union, moved that a subcommittee of 
the executive committee be appointed to look into the material collected by the 


national board and then report to the executive committee its recommendations 


as to whether independent researchers should be retained. 
Yours very truly, 
J. RayMonpd BERRY, 
General Counsel, 


JUNE 24, 1953. 
(Personal and confidential.) 
Re cost of convention examinations. 
Mz. James F. Cearts, 
President, Fireman’s Fund Insurance Co., 
San Francisco, Calif. 
Deak Jim: The suggestion in your letter of June 22 will be laid before the 
subcommittee when it meets on the 30th. 
Yours very truly, 
J. RAYMOND BERRY, 
General Counsel. 


FIREMAN’S FUND INSURANCE Co., 
San Francisco, June 22, 1958. 
Cost of convention examinations. 
J. RayMOND Berry, 
General Counsel, National Board of Fire Underwriters, 
New York City, N.Y. 

Dear Ray: As a result of several discussions I had with insurance commis- 
sioners while they were in San Francisco, it seems to me that it would be well 
for the national board subcommittee to do some research with respect to 
current practices before any meeting is held with the commissioners’ committee. 
The research might well take the form of a questionnaire to the insurance 
departments inquiring the basis on which charges are now being assessed. 

It will give you a few examples that might be helpful. In our bill totaling 
$107,000 there was an overhead charge of $8,861. This turned out to be an item 
representing 22 percent of the total average direct charge for the California 
examiners which happened to be $24.28 per day. The purpose of it is to cover 
the expenses of the examinations unit of the insurance department, rent, clerical, 
etc., so that in effect that division of the insurance department carries itself. 
In the instance of New Mexico, our payments were made to Victor G. Apodaca & 
Associates but they employed a Mr. Jackson, who we understand was from 
Pennsylvania, to represent New Mexico in the examination. The examiners 
for Connecticut, Georgia, and Indiana were paid direct by the company weekly. 
The Insurance Department of Pennsylvania billed us direct at the completion 
of the examination for the total per diem charges for their examination. 

We understand that in some instances examiners are placed on a leave of 
absence and then charged the company being examined on a per diem basis. In 
most instances it is apparent that the examiner is a recipient of the amount 
charged. In total, therefor, funds received would be at a much higher rate 
than his annual salary. In other instances the State collects the additional 
per diem rate above the examiner’s annual salary. 

From my conversations I am certain that the commissioners from the principal 
States are in sympathy with some drastic changes being made, including the 
elimination of featherbedding if any, and of particular importance, setting up 
a qualification rule for an examiner, which supposedly would be based on 
reasonable CPA standards. 

All of the above is intended to be helpful and, I repeat, reflects conversa- 
tions I had when the commissioners were in San Francisco. 

With kindest personal regards, I am, 

JAMES F’. CRaFTs., 
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MINvTES OF SPECIAL COMMITTEE ON EXAMINATIONS BY INSURANCE DepPartug 
OF THE NATIONAL BOARD OF FIRE UNDERWRITERS, HELD IN THE CONFERENG: 
Room, 85 JoHN STREET, NEw York, JUNE 30, 1953, aT 2 P.M. 


Present: Messrs. J. R. Barry (representing Mr. W. J. Reynolds), D. 6 
Bowersock, George R. Carey (representing Mr. J. Victor Herd), Percy Chubb 
Joseph F. Matthai, Joseph G. Niederlitz (representing Mr. D. R. Acker 
and John A. North; also Messrs. L. A. Vincent, J. R. Berry, and R. BE. H 
of the national board staff. 

Advices of his inability to attend were at hand from Mr. John H. Dj 
alternate for Mr. James F. Crafts. 

The general manager read for the information of the committee the minutes 
of the executive committee meeting of January 29, 1953, relative to the appoint. 
ment of this special committee, noting that it was provided that the committe 
would elect its own chairman. 


ELECTION OF CHAIRMAN 


Upon motion, Mr. W. J. Reynolds was unanimously elected chairman. Mr 
Barry representing Mr. Reynolds, accepted on his behalf and took the chair. 


EXAMINATIONS BY INSURANCE DEPARTMENTS 


Mr. Barry commented on the problem before the committee, stressing the 
view that the purpose of examination of companies by insurance departments 
was to assure the solvency of the companies, but it appeared that examiners 
were going beyond the intended scope of examination. 

Mr. Bowersock spoke on the question and referred to the instructions cop. 
tained in the examination manual. 

Following further discussion, Mr. Matthai moved that the staff prepare 
summary of State laws relative to examination of companies and devel 
a questionnaire to be sent to companies members of the national board for 
the purpose of developing factual data on a confidential basis with constructive 
criticism relative to the experience of the business in examinations. This 
motion was unanimously adopted, discussion pointing out the rapidly increasing 
costs of examinations under convention procedure, the relationship of costs to 
volume of business written by the respective companies, and the question of 
scope of examinations. 

Mr. Bowersock suggested that the members of the committee study the 
instructions contained in the examination manual and consider this subject 
from the point of view of office operation and underwriting activities of com- 
panies as well as accounting. Upon motion, it was voted that the members 
of the committee furnish the staff comments as a result of such study. 

Mr. Chubb discussed the question of an outside auditing firm being employed 
to review the examination procedure, but it was the consensus that decision 
on this be deferred until the results on the foregoing items were available 

General Counsel Berry read for the information of the committee the sug- 
gestions contained in a letter from Mr. Crafts. 
proposed questionnaire suggested by Mr. Crafts be not acted upon at this time 

Upon motion by Mr. Matthai, it was voted that the management address a 
letter thanking Commissioner Bowles, as chairman of the examinations con- 
mittee of the National Association of Insurance Commissioners, for appointing 
a committee to work with the business on this important subject. 


It was the view that the 


ADJOURNMENT 


The meeting was adjourned at 3: 15 p.m. 
L. A. VINCENT, Secretary. 


Corroon & REYNOLDs, INC., 
INSURANCE UNDERWRITERS, 
New York, N.Y., July 17, 1958. 
J. RAYMOND Berry, 
General Counsel, National Board of Fire Underwriters, 
New York, N.Y. 
Dear Mr. Berry: Attached you will find copy of the latest draft of proposed 


questionnaire on examinations of insurance companies. You will note that 
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several changes have been made in the original draft, particularly, on exhibit A, 
as a result of our conference yesterday with Mr. Niederlitz. 

The names of the States in each zone have been eliminated and zone numbers 
shown. It has been suggested that a card or some small similar form be 
prepared showing the States in each zone and which could be enclosed with the 
letter of transmittal. Sr 

I also attach memorandum of changes in the original draft suggested by Mr. 
Barry. The additional paragraph referring to regulation 30 has been added to 
exhibt A as (d). 

With respect to Mr. Barry’s suggestion that the names of examiners be 
requested, and the paragraph referring to test checking, it will be noted that 
these have not been incorporated in this new draft since it was agreed that you 
would discuss with Mr. Barry our objection to the inclusion of these matters. 

I am giving copies of this new draft to Messrs. Barry, Garland, and 
Niederlitz. 

Very truly yours, 
Corroon & REYNOLDS, INC., 
B. E. ApAms, Vice President. 


QUESTION NAIRE 


Q-. 


Suggested changes in draft of July 10, 1953: 

Add to 1(d), “and names of examiners for each State.” 

Add a new 1(g) as follows: “Did the scope of the examination include matters 
other than financial condition, such as regulation 30, for example. If so, segre- 
gate if possible the cost incurred in connection with such other matters, naming 
them.” 

Make present 1(g), 1(h). 

Eliminate No. 4. 

Renumber 5 to 4, and add a new 5, as follows: “In your opinion was there an 
unnecessary amount of detailed checking. Would equally efficient results have 
been obtained by test checking as followed in accepted accounting procedure.” 


J. R. Barry. 


Excerpt FrRoM MINUTES OF EXECUTIVE COMMITTEE FOR SEPTEMBER 24, 1953 


PRESIDENT’S SUGGESTIONS 


Industry Committee on Interpretation 


Nationwide marine definition.—President Conick stated that at the June 1953 
meeting of the National Association of Insurance Commissioners the nationwide 
marine definition was adopted and recommended for acceptance and promulga- 
tion by the individual States; that the resolution of approval includes a plan 
for an industry committee on interpretation and Commissioner Leslie, of Penn- 
sylvania, chairman of the NAIC committee, has asked for nominations from the 
various branches of the business, the national board being entitled to three of 
the five fire representatives. 

Upon motion, duly made and seconded, it was voted to empower the president 
to nominate the three fire representatives from the Natinoal Board of Fire 
Underwriters. Thereupon, he named Messrs. Felix Hargrett, J. C. Hullett, 
and H. W. Miller to serve in this capacity. 

Reinsurance companies.—President Conick read a letter dated September 
16, 1953, from a reinsurance company member of the board containing the 
following paragraph: “Certain matters concerning reinsurance arise from time 
to time which are of importance to the insurance industry. For example, the 
question of whether excess cover business should be dealt with as a separate 
line of business or incorporated in the major class involved; also, the question 
of whether reinsurance placed at Lloyd’s should be subject to the same standards 
as other alien reinsurance for the purpose of annual statement credit have been 
reviewed at various meetings of the National Assocation of Insurance Commis- 
sioners. This latter question will be on the agenda of the commissioners’ 
meeting in December at Miami, Fla.” 

The request of the member company that the national board consider these 
problems opened up discussion as to the proper organization to act in behalf of 
the reinsurance companies. Upon motion, duly made and seconded, it was voted 
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that the National Board of Fire Underwriters is the proper organization to 
pursue such problems of the reinsurance companies ; further, that a 
committee* be appointed to study the subjects outlined in letter of September 
16 and make a report to this excutive committee at its October meeting ag tg 
what steps should be taken, including the representation to be made to the 
National Association of Insurance Commissioners’ meeting in December. 


SPECIAL COMMITTEE ON EXAMINATIONS BY INSURANCE DEPARTMENTS 


Chairman Reynolds gave a report of progress on the work of this specigj 
committee, stating that a questionnaire designed to develop factual information 
on insurance department and zone examinations was sent to companies members 
of the board under date of August 10, 1953, and replies are now being received, 


Exceret FroM Report oF ACTUARIAL BUREAU COMMITTEE, SEPTEMBER 24, 1953 


No action was taken by the zone 5 insurance rate analysts except to announce 
that decisions would be made at another meeting to be held in January 1954 


RATIOS OF PREMIUMS EARNED TO PREMIUMS WRITTEN 


During the last few years the actuarial bureau has been supplying to boards, 
bureaus, insurance departments, and member companies an annual ratio of 
premiums earned to written. This figure has been compiled from annual state 
ments and has been on a nationwide basis. 

After consideration of the fact that changed conditions make this natiop- 
wide ratio of doubtful value when applied to any individual State, your com. 
mittee recommends that data now in the actuarial bureau be used to compute 
the ratio for each individual State and that this be supplied upon request in liey 
of the nationwide ratio previously furnished. 


SPECIAL REQUEST FOR STATISTICS 


Your committee has received a request from a regional association for special 
tabulations to show the size of loss distribution in each occupancy class. 

Your committee recommends that this be prepared with the bureau charged 
an amount to cover the cost involved. 

The same bureau has requested use of an index of losses, $10,000 and over, 
now maintained in the actuarial bureau and which shows the name and ad- 
dress of each assured, together with the insurance amounts paid. 

Your committee recommends that this record be made available to the regional 
association with charges made for any work involved. 


ACTUARIAL BUREAU STATISTICS TO REINSURANCE COMPANIES 


Since March 1950 reports of classified experience have been supplied to 
reinsurance companies upon payment of the minimum fee paid by an actuarial 
bureau subscriber. These have been provided for States in which the reinsur- 
ance company was licensed. 


(This copy for general manager’s file) 


SEPTEMBER 24, 1953. 
Mr. J. RayMonpD Berry, General Counsel. 
Ray HvucGuHes. 


EXAMINATION QUESTIONNAIRE 


Pursuant to action taken at the June 30 meeting of the special committee on 
examinations by insurance departments, a questionnaire designed to develop 
factual information with respect to present insurance department and zone 
examinations was drafted and sent to all member companies under date of 
August 10, 1953. 


1The president subsequentl ly appointed the following committee: Messrs. K. B. Hatch, 
chairman, J. K. Battershill, Ro 

Loughlin, and J. A. Munro. Messrs. BE. L. Mulvehill and Karl P. Blaise were added at 

first meeting. 


bert G. Clarke, John W. Lamble, W. J. Langler, Charles oe 
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The questionnaire was sent to 100 insurance companies or groups, and to 
date we have received 69 replies covering 180 insurance companies. These 
replies contain a wealth of information on the current cost of examinations 
and a wide variety of suggestions for improving present examination practices. 
We are presently awaiting completed questionnaires from some of the large 

oups and a number of the smaller groups which are now in the process of 
preparation and should a eee bo the next few days, before under- 

ummary and analysis of the replies. 
—. z Ray HuUGHES. 

[Penciled note: September 24, 1953—gave original to Mr. Reynolds for execu- 
tive committee meeting today] 


EXECUTIVE COMMITTEE OF THE NATIONAL BoArD OF FIRE UNDERWRITERS 


PROGRESS REPORT OF SPECIAL COMMITTEE ON STANDARD FIRE INSURANCE POLICY 


On August 12 General Counsel Berry, President Harvey of the New Hampshire 
Fire Insurance Co., and the writer had a conference at Concord, N.H., with 
Commissioner Knowlton and Deputy Attorney General Nassikas relative to the 
adoption of the New York standard fire insurance policy for use in New 
Hampshire. ana al ; 

As a result of the interview the following endorsement, to be used in connec- 
tion with New Hampshire forms, was prepared in cooperation with Commissioner 
Knowlton: “Any and all provisions of this policy which are in conflict with the 
provisions of chapter 326 of the Revised Laws of the State of New Hampshire 
are understood by this company to be inoperative and void unless such policy 
provisions are more favorable to the insured than those of said statute, in which 
event the company agrees to be bound thereby.” 

This endorsement was subsequently submitted to the deputy attorney gen- 
eral who, in an opinion on August 17, stated: “This proposed language is 
consistent with the declared policy of our legislature as interpreted by our 
court to resolve conflicts in favor of the insured. Conflicts, however, are bound 
to arise as to whether ‘policy provisions are more favorable to the insured than 
those of the statute.’ In sum, while, as a matter of law, you, as insurance 
commissioner, are legally authorized to adopt the New York form of fire policy, 
it would not seem that the public good would be benefited by adopting a form of 
insurance policy which purports to establish contractual rights and obligations 
in substantial conflict with the governing statute. I recommend as the most 
conservative course of action that you await express legislation before you 
abandon the New Hampshire standard form of fire insurance policy, which has 
remained substantially unchanged for upward of 70 years.” 

The deputy attorney general is returning to private practice on October 1. 
After this date it might be possible to approach the attorney general himself 
for a more favorable opinion. , 

September 24, 1953. 

J. PETERS, 
Chairman, Special Committee on Standard Fire Insurance Policy. 


THE PRUDENTIAL INSURANCE Co, OF GREAT BRITAIN, 
New York, N.Y. October 13, 1958. 
Mr. J. RayMoNnD Berry, 
General Counsel, National Board of Fire Underwriters, 
New York, N.Y. 


Dear Mr. Berry: One of the topics discussed last week at the meeting of the 
special committee on reinsurance involved the surplus penalty imposed on a 
reinsuring company as a result of reinsurance placed with Lloyd’s Underwriters 
or other nonadmitted, alien reinsurers. 

I should like to outline specifically just how this penalty comes about, and to 
offer certain observations regarding the subject of unauthorized reinsurance as 
it is referred to in the convention annual statement blank. 

The statutory formula for determining policyholder’s surplus provides for the 
establishment of a liability for the amount of the unearned portion of premiums 
on business written from which all reinsurance ceded has been deducted. How- 
ever, if any reinsurance is placed with an unauthorized reinsurer, then no de- 
duction from the statutory unearned premium reserve is permitted in respect of 
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such unauthorized reinsurance. Thus, there is a definite penalty imposed op a 
company ceding to an unauthorized reinsurer in the requirement that 
liability be established for the unearned portion of its direct writings Without 
compensating deduction therefrom for the unearned portion of the reinsurance 
premium. 

Reference to page 3 (liabilities) of the convention annual statement form 
will readily disclose just how this surplus penalty applies. Line 10 Provides 
for the full net unearned premium reserve as detailed in part 2B on page 7, ne 
as to all reinsurance both in authorized and unauthorized companies, Then 
as a separate item of liability on line 14a, page 3, the unearned premium on 
reinsurance in force in unauthorized companies is set forth, thereby offsetting 
the credit allowed in the net unearned premium reserve at line 10 and henge 
resulting in a penalty to surplus. This specific reserve for reinsurance in 
unauthorized companies is detailed in schedule F, part 1A on page 26, which 
schedule calls for a listing by companies, of the premiums in force and unearned 
premium, and which represents the unearned portion of premiums on reinsurance 
placed with such companies. 

Fire catastrophe covers and fire excess of loss covers are usually written op 
a calendar year basis, being fully earned within that period, and no premiums 
are therefore in force at the yearend. Consequently, any argument which might 
be put forth to the effect that a surplus penalty should not be imposed on 
reinsuring companies who are obliged to look to London as the only available 
market for fire catastrophe and excess of loss covers, is of substance. The spr. 
plus penalty actually arises in connection with fire pro rata treaty reinsurance, in 
which field there are adequate facilities in the American market. 

It should be borne in mind, of course, that any gains or losses in surplus 
resulting from changes from year to year in the amount of this special statutory 
reserve for unauthorized reinsurrance do not affect the underwriting results 
and hence are not factors in determining gain or loss for Federal tax purposes, 
The annual statement convention form provides that unauthorized reinsurance 
be reflected in underwriting income in the same manner as authorized reinsurance 
and the increase or decrease in the liability for unauthorized reinsurance is dealt 
with as an element of surplus change, appearing at line 25 on page 4. 

Prior to the adoption of the present convention form, only certain States, 
principally New York, called for a specific liability for unauthorized reinsurance 
and consequently there was a lack of uniformity among companies in the 
treatment given to the unauthorized reinsurance reserve in the annual state 
ments, some treating with it in the manner in which it is now uniformly called 
for, and other eliminating it directly from their net unearned premium reserve, 
thereby reflecting it in their statutory underwriting gain or loss. As you may 
recall, this was the point involved in the widely discussed tax case of New 
Hampshire Fire Insurance Company vy. Commissioner 146 F(2) 697. The under. 
writing and investment exhibit of the annual statement adopted in 1950 by the 
National Convention. of Insurance Commissioners is now consistent with the 
Internal Revenue Bureau’s position in respect of the treatment of unauthorized 
reinsurance. 

The statutory formula also provides a surplus penalty in respect of reinsur- 
ance recoverable from unauthorized reinsurers on paid and unpaid losses, 
Similar to the treatment of the unearned premium factor, these recoverable 
losses are set forth as a specific item of liability at line 14b of page 3 of the 
convention annual statement and are supported by a detailed listing by com- 
panies on schedule E, page 25. This item of liability counteracts the deduction, 
which, similar to the case of the unearned premium reserve, was made from 
the outstanding losses and loss adjusting expense liability at lines 1 and 2 for 
all reinsurance recoverable both from authorized and unauthorized companies. 
Contrary to the case of the unearned premium reserve, however, no distinction 
can be made between recoveries under the various types of reinsurance covers, 
for whether the recovery relates to catastrophe or excess of loss covers or to 
a pro rata reinsurance treaty, the amount recoverable as of the date of the 
financial statement, is disallowed as a deduction against the loss liability. 

The statutory formula does provide for certain mitigating factors to be taken 
into account in determining the surplus penalty for reinsurance placed with 
Lloyd’s Underwriters or other nonadmitted, alien reinsurers. These are in the 
nature of funds held or retained by the ceding company under contractual agree 
ment for account of such unauthorized companies or for credit balances in certain 
instances, which may be owing to them. It has only been in recent years, since 
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the adoption of the present combined fire and casualty annual statement blank, 
that a specific provision has been made in the blank itself for this element of 
relief which appears on line 15, page 3 and is supported by details in part 2 
of schedule F. . : , 

I hope the above review will be helpful—if you wish, I shall be glad to discuss 
the matter further with you. 

Sincerely yours, 
J. A. MUNRO. 


Minotes oF A REGULAR MEETING OF THE COMMITTEE ON LAWS OF THE NATIONAL 
BoarD OF FirE UNDERWRITERS HELD IN THE Board ROOM aT 85 JOHN STREET, 
New York, ON OcTOBER 14, 1953, aT 11 A.M. 


Present: Mr. C. A. Loughin, chairman; Messrs. Olin L. Brooks, John R. Barry, 
Don C. Bowersock, H. B. Collamore, Frank F. Dorsey, George R. Carey, 
H. Clay Johnson, S. Dwight Parker, P. J. Priore, Francis Van Orman; also 
William H. Tribou (representing C. L. Allen), F. John Barclay (representing 
William T. Harper), Peter J. Korsan (representing K. B. Hatch), Robert BE. 
Hall (representing J. K. Hooker), E. S. Coons, Jr. (representing Harry W. 
Miller), Russell W. Viering (representing John A. North) and J. F. Deegan, 
secretary and counsel, National Fire of Hartford group); as well as General 
Counsel Berry, General Manager Vincent, and Assistant General Manager 
Bielaski. Ray E. Hughes of the legal staff was also present. 

Advices of their inability to attend were at hand from D. R. Ackerman, 
Millard Bartels, J. K. Hooker, K. B. Hatch, and John A. North. 


GUEST 


Mr. Priore introduced Mr. W. R. Stevenson, Secretary of the Sun Insurance 
Office in London. Chairman Loughin called on him to say a few words. 


NEW MEMBER 


Chairman Loughin advised that we had a new member of this committee— 
Mr. George R. Carey, general counsel and vice-president of the America fore 


group. 
STUDY OF FEDERAL ANTITRUST LAWS 


General counsel referred to the action of Attorney General Brownell in 
appointing a committee to study the antitrust laws and possible revision of 
same. 

After discussion it was the sense of the meeting that, while the McCarran 
Act did not give the insurance business complete immunity from Federal 
antitrust laws, the business should not take an active part in the proposed 
study but rather that general counsel should keep abreast of the committee’s 
activities and also apprise casualty interests should it appear that any presen- 
tation became necessary. 


OHIO—REIN SURANCE 


General counsel has replied to the six questions submitted by the attorney 
general of Ohio. The attorney general is still considering the matter. 


LEGISLATION 


Alabama.—The legislature adjourned since the last meeting of this committee. 
The attempt to amend the rate laws to bring them in line with the all-industry 
pattern failed of enactment due to the opposition of the local agents. A 
voluminous amount of anti-insurance legislation, directed not only at casualty 
companies but also fire companies, was before the legislature. 

Arizona.—The legislature convened in special session on October 13 and among 
other tax bills introduced is a corporation income tax. We are endeavoring 
to secure a suitable exemption for our companies from payment of the tax. 

Hearings on the proposed insurance code will probably be held in December 
but no definite dates have as yet been set. 
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Mississippi.—The legislature will convene in special session November 3 to 
raise revenue. Local counsel has been instructed to protect our interegt, 


EXAMINATION COST STUDY 


The executive committee, through a subcommittee, has undertaken a gt; 
of the cost of examinations of insurance companies, members of the nationg| 
board. The staff of the laws committee has been asked to do the work on thig 
study. Accordingly we have prepared and sent to members a questionnaire 
which will develop facts in connection with examination costs. This materia) 
is compiled in such a way that the answers of an individual company will not 
be susceptible of identification. 

This compilation, together with a compilation of the laws of the varioys 
States on examination of insurance companies, will be furnished to the gyp. 
committee in the near future. 


. * * s s * 4 
(Bills approved for payment) 

Insurance Federation of Minnesota_.-..-.....--~~---..~-~---~---_. $2, 500. 00 
Insurance Federation of Pennsylvania__.__---------------------~--- 1, 750. 00 
Insurance Federation of Massachusetts_..-.-..----.---~---~---.- 3, 250.00 
Pye) Siemens, CeOnRas kc bse sii i sh in ba hand sns 2, 000. 00 
Rushton, Stakely & Johnston, attorney fee and expenses, Alabama___ 5, 024.56 
James J. Beasley, New York, attorney fee and expenses____-_____-_. 5, 131. 40 
Irving P. Mehigan, attorney fee and expenses, Wisconsin__.___.____-_ 1, 000. 00 
Giffin, Winning, Lindner & Newkirk, attorney fee and expenses, 

ri aa onan aca aa eink aaa dn anninianienne Giaeielepaiates 1, 265. 00 
Southeastern Underwriters Association, reimbursement of expenses, 

NN oI I acs daca annals enhanc ncenacteen ns leans cepa Ssichchllnin 2, 082. 91 
Walter D. Hanson, attorney fee and expenses, Oklahoma________-____ 471. 38 
Michigan Association of Insurance Agents___--.._--------------___ 900. 00 
Frank J. Sullivan, reimbursement of expenses to NAIC meeting __- 900. 00 
i. me. West, iegisintive service, BIICMHPAR on kn n kk ec ience 158, 20 
J. Fuller Glass, reimbursement of expenses re Federal Crop Insurance 

GEES URI TR sc encpeticoeehenes sn emeseniniaimengavean 125. 79 
RU rR UIUS CUR CRI nn icemnirenetencrpeeoeiaes 100. 00 
Julian H. Hennig, legislative service, South Carolina_____._______-____ 75. 00 
Adjournment 


There being no further business to come before the committee, the meeting 
adjourned at 12: 45 p.m. 


J. RAYMOND Berry, Secretary. 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, October 29, 1958. 
Report of Conference Committee on Uniform Accounting. 
Mr. J. C. HULLETT, 
Chairman, Executive Committee. 


Deak Sim: The conference committee on uniform accounting has met twice 
during the past month. During this same period the Association of Casualty 
and Surety Companies has appointed a special committee of its executive 
committee to review the recommendation to be introduced by the NAIC joint 
subcommittee of the committee on rates and rating organizations and the 
uniform accounting committee. 

The positions of these two segments of the business are parallel in opposition 
to the recommendation that “uniform accounting indications should be used 
as a guide in the determination of the expense portion of rates.” 

Your conference committee had before it a memorandum reviewing the 
development of statistical data by the National Board of Fire Underwriters 
Actuarial Bureau in accordance with the recommendation of the special com- 
mittee on proper statistics appointed by this executive committee in October 1947. 

The national board statistical plan develops the underwriting experience 
data and the expense data for each State, and through our data on catastrophes 
and conflagrations the items called for in the underwriting profit formula cap 
be supplied. Conferences with managers of regional associations have indicated 
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that, so far aS expenses are concerned, no further breakdown is needed than is 
vided in the national board statistical plan. 

In view of the foregoing, the national board could take a very sound position 
with the commissioner’s joint subcommittees that data already available, 
through the actuarial bureau under the national board statistical plan, does 
supply all the information currently required for statistics. Recognition of 
this by the commissioners’ subcommittees would not only obviate the need for 
further refinements but permit reduction in the uniform accounting instructions 
and simplification of the methods initiated by it and render the entire operations 
more adaptabie to reasonable examination procedure. 

It is the consensus of your conference committee that the statement sum- 
marized in this report is the proper one, expressing the needs of the fire busi- 
ness, but does not establish that such statistics are the ultimate and sole 
measure of the adequacy of rate levels. 

In accordance with the recommendation of the conference committee, Mr. 
Charles A. Loughin and General Counsel Berry are attending the meetings of 
the NAIC joint subcommittees in Chicago on October 28-30. 

A number of items relative to uniform accounting problems previously con- 
sidered by the NAIC subcommittee on uniform accounting have been referred to 
the joint subcommittees and it appears necessary in order to avoid confusion 
that such matters not be dealt with at the same time by more than one com- 
mittee of the commissioners’ association. We have asked our representatives 
on the industry committee on uniform accounting to bring this view to the at- 
tention of the commissioners’ subcommittees dealing with uniform accounting 
problems. 

Respectfully submitted. 

GILBERT KINGAN, Chairman. 


TexAS INSURANCE ADVISORY ASSOCIATION, 
November 8, 1955. 


Re a tax free catastrophe reserve for windstorm and extended coverage losses. 


Mr. Royat M. BecKwiTH, 
Manager, Interregional Insurance Conference, 
New York, N.Y. 


Deak Mr. BECKWITH: I am attaching hereto a photocopy of a letter written 
by Commissioner Wentz of the Texas Board of Insurance Commissioners on 
this subject which is self-explanatory. 

I understand that some support has been offered by a few of the leading 
Texas companies and the commissioner has asked me for any ideas that I may 
have which can be used to build up his case. 

While I may be able to give him some material based on past experiences 
which if brought up to date in respect to current loss exposure and costs might 
be helpful in describing the advantages that such a proposal would produce in 
so far as it affects the rate making responsibilites of the Texas Board. 

On the other hand I am sure that this subject has a previous history and that 
there has been at least considerable discussion among the industry leaders 
and its various organizations pointing toward the desirability of the tax free re- 
serve if it could get approval. Under the circumstances I would be very much 
interested in any background or history as well as the present status of studies 
that have been made along this line. I know that the commissioner will feel 
much better prepared at the midwinter meeting if he had some knowledge of the 


. position taken by the insurance industry. Anything that you can pass along 


on this subject will be greatly appreciated. 
With personal regards, I am, 
Sincerely yours, 
Norris W. PARKER. 


FIRE INSURANCE DIVISION, 
BoarD OF INSURANCE COMMISSIONERS, 
Austin, Tex., October 14, 1955. 

Mr. Huex L. Totiack, 
Assistant Secretary, National Association of Insurance Commissioners, 
Chicago, Ill. 

Dear Mr. Tottack: In Texas we are faced with the problem of promulgating 
equitable seacoast extended coverage rates, which problem is common to all 
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coastal states. Under present tax laws, the Internal Revenue Department dogg 
not permit tax free catastrophe reserves for insurance companies. This of 
course, results in higher rates to the public by various rating organizations op 
else produces a wide fluctuation in rates from year to year, where a State hag 
suffered a loss from hurricanes. 

It occurs to me that a worthwhile project for the N.A.I.C. would be to appoint 
a committee to study the whole situation and possibly make recommendationg 
to Congress to provide a tax free catustrophe reserve (either in cash or goverp. 
ment bonds) to be set up by companies operating in coastal States, with g 
proper loading in the rate to provide for the reserve. I feel certain all other 
commissioners of coastal States will be interested in such an item. 

If you think this suggestion worthwhile, will you please bring it to the 
attention of the proper official. 

Yours very truly, 
MARK WENTZ, Commissioner. 





INTER-REGIONAL INSURANCE CONFERENCE, 
November 18, 1955, 
Proposed tax free catastrophe reserve. 
Mr. J. RAYMOND BERRY, 
General Counsel, the National Board of Fire Underwriters, 
New York, N.Y. 


Dear Mr. Berry: I recently received the enclosed communication from mana- 
ger Norris W. Parker, Texas Insurance Advisory Association. You will note 
that to Mr. Parker’s letter is attached a copy of a communication from Commis. 
sioner Wentz of the Texas Board of Insurance Commissioners which is addressed 
to Mr. Hugh L. Tollack, Assistant Secretary of the National Association of 
Insurance Commissioners. 

In discussing this matter recently with our executive committee the view wag 
expressed that a reply to Manager Parker could most appropriately be made 
by you and I am advising Mr. Parker that we are referring his communication 
to you. 

With kind regards, I am, 

Yours sincerely, 
Royat M. Becxwirn, Manager. 


Nores ON MEETING OF REINSURANCE COMMITTEE, HELD IN THE LUNCHEON Room, 
12TH FLoor, 85 JOHN STREET, NEw YORK, TUESDAY, NOVEMBER 10, 1953, at 12 
P.M. 


Present: Mr. Jack Munro, chairman, Mr. J. K. Battershill, Robert G. Clarke, 
Donald R. MacKay, David Houghtling, F. W. Stickels, and Roy E. Curray. 
Also Mr. John Diemond, Jr., vice president of the Insurance Company of North 
America, and Messrs. J. Raymond Berry and Ray Hughes of the National Board 
staff. 

The question of what stand the business should take concerning the preferred 
treatment now extended to Lloyds of London with respect to statement of 
eredit for reinsurance ceded to Lloyd’s was discussed in some detail. It was 
the feeling of those present that we should attempt to have the expiration date 
of December 31, 1954, remain unchanged and make it clear that the “Bruce” 
report was never adopted by the NAIC. It was emphasized during the dis- 
cussion of the “Bruce” report that Lloyd’s insurance as well as reinsurance 
was involved in the Lloyds examination. It was agreed that certain com- 
missioners would be contacted to convey our position and solicit their support 
therefor. In this connection the discussion thereon developed that the present 
exemption for Lloyds afforded them competitive advantages in the following 
respects : 

1. Examination costs. 

2. Record keeping and reporting—demands on direct reports for information. 

3. Federal tax payments on profits. 

4. Time involved in entering State. 

There being no further business, the meeting adjourned at 2:30 p.m. 
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MINUTES OF MEETING OF THE SPECIAL COMMITTEE ON EXAMINATIONS BY INSUR- 
ANCE DEPARTMENTS OF THE NATIONAL BOARD OF FIRE UNDERWRITERS, HELD IN 
HE LUNCHEON Room, 85 JOHN STREET, NEw YoRK City, NOVEMBER 18, 1953, 


AT 2 P.M. 


present: Messrs. John R. Barry (representing Mr. W. J. Reynolds), D. ©. 
Bowersock, George R. Carey (representing Mr. J. Victor Herd), Percy Chubb 
2d, John H. Dillard (representing Mr. James F. Crafts), Joseph F. Matthai, 
Joseph G. Niederlitz (representing Mr. D. R. Ackerman) and John A. North. 
Mr. Barry acted as chairman. 

There were also present Messrs. L. A. Vincent, J. Raymond Berry and Ray 
E. Hughes. Mr. Hughes acted as secretary of the meeting. 


EXAMINATIONS BY INSURANCE DEPARTMENTS 


The chairman discussed briefly the compilation of State laws and the sum- 
mary of replies to exhibit “A” involving the cost of examinations, which had 
peen completed as part of the questionnaire furnished to member companies 
under date of August 10, 1953, and asked for the committee’s views concerning 
our position at the Miami meeting of the commissioners. ph. \ 

It was the consensus of those present that the preliminary information de- 
veloped to date should not be furnished to the commissioners’ committee at 
this time, but that we should attempt to have the scheduled meeting of the 
NAIC Subcommittee on Examination Manual Changes removed from the agenda 
and, failing this, to have the chairman of such committee make a brief state 
ment to the effect that the business was undertaking a comprehensive study 
of the matter and hoped to have something to report within the next few months. 

The chairman advised that the costs of examination statistics furnished by 
member companies were being prepared for punching and tabulation, and the 
views of the committee were solicited as to the information they desire to 
develop. It was the feeling of the committee and the staff was so instructed 
to prepare and furnish to the committee all the statistics presently available 
on the cost of examinations and to relate that information to the average an- 
nual premium volume for each examination period. This information was to 
be furnished to the committee not later than December 15, 1953. 


ADJOURNMENT 


There being no further business, the meeting was adjourned at 4 p.m. 
Ray E. Hueues, Acting Secretary. 


MINUTES OF A REGULAR MEETING OF THE COMMITTEE ON LAWS OF THE NATIONAL 
BoakD OF FIRE UNDERWRITERS HELD IN THE BoarpD Room at 85 JOHN STREET, 
New YorRK, ON WEDNESDAY, NOVEMBER 18, 1953, aT 11 A.M. 


Present: Mr. C. A. Loughin, Chairman; Messrs. John R. Barry, Millard 
Bartels, Don C. Bowersock, Olin L. Brooks, George R. Carey, H. B. Collamore, 
Frank F. Dorsey, J. K. Hooker, H. Clay Johnson, John A. North, Francis Van 
Orman, William R. Rearden; also Joseph G, Niederlitz (representing }). R. 
Ackerman), William H. Tribou (representing C. L. Allen), John H. D‘llaré 
(representing James F. Crafts), F. John Barclay (representing Willian T. 
Harper), Philip S. Brown (representing James C. Hullett), E. S. Coons (rep- 
resenting Harry W. Miller) and W. G. Howland (representing S. Dwight Par- 
ker), as well as J. F. Deegan, secretary and counsel, National Fire Insui ance 
group, Peter J. Korsan (representing Kenneth B. Hatch). 

Of the staff: General Counsel Berry, General Manager Vincent, Assistant. 
General Manager Bielaski and Ray BE. Hughes. 

Advices of their inability to attend were at hand from Messrs. Harry W 
Miller, S. Dwight Parker and Kenneth B. Hatch. 


LEGISLATURES TO CONVENE IN 1954 


General counsel reported that 15 States, the Commonwealth of Puerto Rico 
and the 2d session of the 83d Congress will meet in 1954. 


47932—60—pt. 626 
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INSURANCE CODES 


An insurance code will be submitted to the Legislature of Arizona in January 
Hearings on the proposed code are scheduled for December 8 to 15. , 
An insurance code will be offered in Puerto Rico, but no hearings haye yet 
been set. 
ALL STATE PROPOSAL 


Members of the National Board were furnished with copy of letter receiyeg 
by the general counsel from the All State, together with copy of a revised bpp 
chure on Federal income taxes of fire and casualty companies. He placa 
before the committee a suggestion that the All State would welcome an oppor. 
tunity to discuss this proposal with the appropriate committees of the varions 
organizations. 

After consideration, it was the sense of the meeting that our subcommitte 
on taxation meet with All State representatives and other interested 
subject to the understanding such a conference is to carry no inference of assent 
and no newspaper publicity. 


NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS CONVENTION 


The mid-winter meeting of the NAIC will be held in Miami, Fla., from 
November 30 to December 4. Three items on the agenda are subjects whig 
heretofore have been referred to the laws committee by the executive committes 
i.e. : 

1. Reinsurance.—This matter was referred to the laws committee by a subcon.- 
mittee of the executive committee, because of agitation in the insurance commis. 
sioners’ convention last June. At that time a report was submitted by Mr. Bruce 
of the California Insurance Department, which report gave complete clearance 
for London Lloyds in that companies would suffer no penalty in surplus as 
result of using Lloyds as reinsurers. The Bruce report was not adopted at the 
San Francisco meeting but the commissioners’ committee recommended that the 
‘time be extended to December 1954 for companies to bring their contracts ip 
compliance with the requirements of the commissioners. 

Following the reading of the reinsurance subcommittee report made to oy 
executive committee, general counsel stated he would oppose the adoption of the 
Bruce report and any further extension of special treatment of Lloyds, other 
than the treatment afforded any other alien insurers. 

2. Examinations.—The subcommittee of our executive committee, considering 
the whole subject of examinations and examination costs, has asked general 
counsel to work with them. Material for use by this subcommittee has been 
prepared by the law department and general counsel will be advised by this 
subcommittee of the position he is to take at the convention. 

3. Relationship between uniform accounting and ratemaking.—Pursuant to a 
request from the conference committee on uniform accounting of our executive 
committee, general counsel attended a joint meeting of a technical subcommittee 
of rates and rating organizations committee and a committee of technicians of 
the uniform accounting committee of the NAIC in Chicago on October 28 and 29, 
The matter before that meeting was a report by the technicians on the relation- 
ship between uniform accounting and ratemaking, which report contained 
certain objectionable features. Following the Chicago meeting a revised report 
was made, to be submitted to the NAIC at Miami. This amended report contains 
objectionable matter. 

General counsel] stated that the program of the commissioners’ committe 
seems to be: 

1. Use expense figures from regulation 30 in annual statement. 

2. Use expense studies made by rating and advisory organizations and 
perhaps get them in the annual statement. 

8. Thus establish cost—as to expense part of dollar—right in annul 
statement. 

4. Tie companies to this cost. 

5. The NAIC committee would act as a clearing house on contemplated 
expense studies and would advise departments as to the value of such. This 
is a new field for NAIC. 
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6. Regulation 30 would be used as a master, rather than a servant. Pres- 
sure is already evident to mold rating plans to conform to regulation 30 
indications. In original concept, regulation 30 was to aid rating plans in 
demonstrating support for the rates developed under the plans. 

A company with the simplest rating plan nevertheless has to develop a 
mass of figures it does not use or need for the rating plan. 

General counsel suggested that procedures seemed to be reversed. Instead 
of seeking to define the relationship between so-called uniform accounting and 
rating making, we might better first determine how rates are made in the various 
lines of insurance; Second review so-called uniform accounting regulations and 

revise to mesh with ratemaking procedures. Only then would it seem 
you might attempt to define the relationship between so-called uniform account- 
ing and ratemaking. 

The conference committee of the executive committee will meet prior to the 
Miami convention. Thereafter, general counsel will be informed as to the posi- 
tion to be taken at that time. 


SALES AND USE TAXES 


Pennsylvania.—As a result of negoiations with the Department of Revenue we 
have bulletined our companies recommending a formula in computing these taxes. 

Florida.—We are endeavoring to obtain approval of a similar formula for 
Florida. When received companies will be bulletined. 


GOVERNMENT REGULATION OF PROPERTY INSURANCE 


General counsel advised he had been in communication with Nestor R. Roos 
of the University of Georgia, who has undertaken a study of regulation of insur- 
ance companies. He has also written some individual companies and is planning 
to send a questionnaire inviting their views as to the merits and demerits of his 
work. 

MARYLAND RATE LAW 


Reference was made to the ruling of Attorney General D. E. Rollins that fire 
insurance rates must be based on the combined experience of both stock and 
mutual companies in adjustment of rate level. 


° * * = * * * 


Nores ON MEETING OF REINSURANCE COMMITTEE, HELD IN THE LUNCHEON Room, 
12TH Froor, 85 JoHN STREET, NEw YorK, F'RmpAy, NOVEMBER 20, 1953, aT 
10:15 a.M. 


Present: Messrs. Munro, Battershill, Lamble, Houghtling, MacKay; also 
present were Messrs. Mendes, Healey and Lynch representing Lloyds of London, 
and J. Raymond Berry and Ray Hughes of the National Board staff. 

The meeting was called at the request of counsel for Lloyds of London to see 
if a full-scale show at Miami could be avoided on the question of Lloyds’ exclu- 
sion from the requirements for financial statement purposes applicable to other 
alien insurers. Messrs. Mendes and Healey reviewed the history of Lloyds’ 
position in connection with the exemption from the limitations of credit on 
reinsurance ceded now granted American insurers or reinsurers ceding to 
Lloyds. They stated that their position had been consistent throughout the 
past several years while the matter was on the agenda of the NAIC reinsur- 
ance committee. They further outlined the California situation wherein they 
sought reversal of California Ruling 128, which denied credit to California 
companies ceding reinsurance to Lloyds of London except to the extent of the 
amount of funds retained by such insurers from Lloyds. They outlined 
Garrison’s trip to London and Lloyds’ refusal to assist him. Latter Mr. John 
Sullivan, however, was successful in discussing the matter with the Chairman 
of Lloyds, in receiving the Chairman’s permission for Mr. Stanley, chief clerk 
in charge of security matters, to go to Califorina and appear before Commissioner 
Maloney. They further outlined that the “Bruce” report not only was not 
approved by the NAIC but was not a report of the NAIC but rather a report of a 
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technician of the California Insurance Department. They also emphasizeq that 
the California matter was not proposed by Lloyds but rather by Sullivan and 
that, as a result of that proposal and Mr. Maloney’s hesitancy, without first 
consulting with the NAIC, the matter was referred to the NAIC and placed op 
its agenda. They also noted that the “Bruce” report was revamped for submis. 
sion to the NAIC. 

As a result of the matter appearing on the NAIC agenda and the American 
market’s intention of working in opposition to special treatment of Lloyds rejp. 
surance, Mendes and Mount had taken the matter up with Lloyds and receiyeg 
a cable from Lloyds which they were authorized to read at the meeting. The 
eable, in effect, expressed Lloyds’ desire to have the matter removed from the 
agenda at Miami and, failing this, to avoid open discussion of the matter at the 
Miami meeting. 

It was our position that we wanted to do everything possible to handle this 
matter on an inimicable basis. 

Mr. Healy advised that he was authorized to review the cable but not file g 
copy thereof with Commissioner Leslie of the Pennsylvania Department, which 
he proposed to do and at the same time make it known that the cable had been 
disclosed to Mr. Berry and the members of his committee. He had a date to gee 
Mr. Leslie on Sunday at Pittsburgh and proposed to report back to this commit. 
tee Commissioner Leslie’s position in the matter. Mr. Healey’s proposal was 
to suggest to Commissioner Leslie that he should state the “Bruce” report was 
just an annex to the subcommittee’s report for information purposes and not a 
report of the NAIC subcommittee; that as his committee was a new committee, 
he did not wish to hear anybody on the subject; and, further, that after study 
if he deemed it advisable to call a meeting of the subcommittee, this would be 
done to afford all an opportunity to be heard. 

There being no further business, the meeting adjourned at 11:30 a.m, 


Nores ON MEETING OF REINSURANCE COMMITTEE, HELD IN THE EXECUTIVE Cox- 
MITTEE RooM, 85 JOHN STREET, NEw YorK, MONDAY, NOVEMBER 23, 1953, ar 
2:30 P.M. 


Present: Messrs. Battershill, Lamble, Clarke, Munro, Houghtling, and MacKay. 
Also present, Messrs. John Diemond, Jr., and George Haffer, counsel, both of 
the Insurance Company of North America, and Messrs. Healey and Lynch of 
Mendes and Mount. Also present were Messrs. J. Raymond Berry and Ray 
Hughes of the national board staff. 

Mr. Healey reported that he saw Commissioner Leslie and reviewed the 
history of the matter and presented his proposal. He further reported that 
Commissioner Leslie had the same idea as to how the matter should be handled, 
but said that he would contact his associates and, if they agreed, will so 
advise Mr. Healey on Wednesday. Mr. Healey then agreed to communicate 
with Mr. Berry or the chairman of the committee and advise of Commissioner 
Leslie’s conversation. He further stated that Commissioner Leslie was 
presently thinking of holding hearings the week of January 25th in New York 
and hoped that the business could furnish him with both a meeting place and 
stenographic service. His present thinking was to have no agenda for the 
meeting. 

The question then came up as to whether Lloyds’ position could be put into the 
record at Miami, with the committee taking that view, or at the New York 
meeting to be held the week of January 25th which Mr. Healey advocated. 

It was agreed that the best that could be done at present was to reach a 
tentative agreement that the business would go along and not open the matter 
up at Miami, if Lloyds agreed to put a statement of their position in line with 
the cable into the record at the appropriate time, and we be so advised and 
have their assurances along this line prior to the Miami meeting. 

There being no further business, the meeting adjourned at 4: 20 p.m. 
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THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, November 23, 1953. 
Examinations subcommittee. 
Mr. J. Vicrok HERD, 
Baecutive Vice President, 
Continental Insurance Co., 
New York, N.Y. 
Dear Mr. Herp: Enclosed is draft of letter which would be addressed to each 
insurance commissioner. 
Will you let us have your comment as to form, or possible changes. 
Yours very truly, 
J. RAYMOND Berry, General Counsel. 


[Penciled note: Ray, Looks good to me. Putting the shoe on the other foot 
forachange. JVH|] 


NOVEMBER 23, 1953. 
Deak COMMISSIONER ~~-.-.--..__....-.: In connection with a study we are 
making, we would appreciate it if you will furnish the following information 
with respect to examination procedure under the law of your State: 
1. Do you have a regular staff of examiners? Is their appointment subject to 
civil service laws of your State? 
2. Do examiners have to qualify and pass regular examinations for appoint- 
ment and promotion? 
3. If examiners are not subject to civil service, what is the procedure followed 
in the appointment or employment of examiners? 
4. Is it permissible to appoint or employ nonresidents as examiners, or may 
this be done only where peculiar and exceptional qualifications are required? 
Thanking you for your cooperation, I am 
Yours very truly, 
cndisieabe i adaceatincla st bebe , General Counsel. 





MEMORANDUM SUBMITTED TO THE HONORABLE ARTEMUS C. LESLIE 
ON THE TREATMENT OF NONADMITTED REINSURANCE 


This memorandum is submitted on behalf of General Reinsurance Corp. and 
its subsidiary, North Star Reinsurance Corp. Both companies are incorporated 
under the laws of the State of New York. 

The two companies are engaged exclusively in the business of reinsurance. 
While it is believed that the memorandum generally refiects the views of other 
American companies engaged in reinsurance, it does not purport to speak for 
them. 

I. FACTUAL BACKGROUND 


1. Broadly speaking, State insurance supervisory authorities have custom- 
arily divided insurance companies into two categories: 

(a) Admitted companies; i.e., those companies which have complied 
with the licensing requirements of the State, which have made themselves 
subject to the State regulatory laws and taxing statutes, and which conduct 
their business under strict examination and supervision by the State insur- 
ance department. These companies must furnish detailed financial reports; 
they are subject to periodic State audits and the general conduct of their 
affairs must at all times meet the requirements of State laws and insurance 
department regulations and policies. 

(b) Nonadmitted companies; i.e., those companies which have not com- 
plied with the licensing requirements of the State and are not, therefore, 
subject to its regulatory laws and taxing statutes. These companies file no 
financial statements with the insurance department, are not audited or 
examined by the department and are not under the necessity of complying 
with State laws or insurance department regulations or policies. 

2. Both admitted and nonadmitted companies do a reinsurance business 
throughout the United States. 

3. How the insurance supervisory authorities in any particular State differ- 
entiate between reinsurance placed with an admitted company and reinsurance 
placed with a nonadmitted company depends in the last analysis upon the laws 
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of the particular State, and/or the regulations and policies of the Particular 
State’s insurance supervisory officials. In dealing with this particular prob] 
however, the National Association of Insurance Commissioners can and, in fact 
has, made certain recommendations, which, while not binding on any individual 
State, are certainly persuasive. 

4. The past pattern of State insurance departments has not been consistent 
in the treatment accorded to reinsurance contracts with nonadmitted reinsurers 

(a) The great majority of the States have refused to give credit in 
the financial statements of ceding insurers for reinsurance placed with 
nonadmitted reinsurers. This results in a surplus charge against the 
ceding insurer by— 

(1) adding to the liabilities of the ceding insurer, unearned reijp. 
surance premiums paid to the nonadmitted reinsurer ; 

(2) adding to the liabilities of the ceding insurer, reinsured losses 
recoverable from the nonadmitted reinsurer. 

(b) A few States have given credit in the financial statements of ceding 
insurers for reinsurance placed with nonadmitted reinsurers. In_ thege 
States the use of nonadmitted reinsurance, therefore, creates no surplus 
charge for a ceding insurer. 

5. The impact on the surplus of a ceding insurer resulting from the dis. 
allowance of credit for nonadmitted reinsurance can, and in many instances is, 
reduced or eliminated by three practices: 

(a) The nonadmitted reinsurance may be ceded on an “earned premium” 
basis; ie., the reinsurance premium is only paid as earned, so that no 
additional charge to surplus via the admitted company’s unearned premium 
reserve is involved. 

(b) The nonadmitted reinsurer may “fund” unpaid loss reserves by pay. 
ing in cash the amount of such reserves to the ceding insurer. When this 
is done, all States automatically give credit to the ceding insurer for the 
amount of such loss reserves. 

(c) The reinsurance agreement may contain “withholding” provisions 
pursuant to which the ceding insurer withholds amounts sufficient to 
cover, in part or in full, the unearned premium and/or loss reserves on 
the business reinsured. When this is done credit is allowed for such reserves 
to the extent of the amounts withheld. 

6. The logic behind the refusal of the great majority of the States to give 
eredit in the financial statement of a ceding insurer for nonadmitted rein- 
surance is that the insurance supervisory officials have not the usual means 
at hand to appraise the nonadmitted reinsurer and, therefore, cannot appraise 
the value of its reinsurance contract. The nonadmitted reinsurer may, in 
fact, be strong and reliable, but if it has not submitted itself to the authority 
of a State insurance department, the department is not in a position to 
make the same thorough test of strength and reliability that it can make in 
the case of an admitted reinsurer. 

7. While ceding insurers on occasion reinsure with a wide group of non- 
admitted reinsurers, the largest and by far the most important nonadmitted 
reinsurer is London Lloyd’s. 


II. HISTORY OF THE NONADMITTED REINSURANCE QUESTION BEFORE THE NAIC 


1. While no real effort has been made to break down the general distine- 
tion between admitted and nonadmitted reinsurers, the suggestion that an 
exception to the rule be made in the case of London Lloyd’s has been advanced 
to the NAIC on several occasions. 

2. Briefly stated, the argument in favor of making an exception in the case 
of Lloyd’s and, therefore, giving an admitted company credit for Lloyd's 
reinsurance has been— 

(a) Lloyd’s long and excellent history ; 

(b) the strict financial requirements imposed on Lloyd’s by its own rules 
of organization ; 

(c) the substantial “trust fund” which Lloyd’s maintains in the United 
States. 

3. In addition to considering the treatment of Lloyd’s reinsurance, on many 
separate occasions, the NAIC has taken the following formal action: 

(a) June 15, 1950: A special subcommittee recommended, inter alia, 
that Lloyd’s reinsurance be exempted from the general rule against giving 
credit for nonadmitted reinsurance; 
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(b) December 11, 1950: A special subcommittee recommended that fur- 
ther study be given to the previous recommendation of June 15, 1950; 

(c) November 21, 1951: A special subcommittee reviewed the recom- 
mendation of June 11, 1950. It reversed the previous recommendation and 
recommended that Lloyd’s reinsurance be treated exactly like other non- 
admitted reinsurance ; 

(d) December 2, 1951: A special subcommittee while approving the 
recommendation of November 21, 1951, recommended that admitted com- 
panies using Lloyd’s reinsurance be given time to accommodate themselves 
to having their reinsurance treated as nonadmitted and to accomplish 
this end the subcommittee recommended that the recommendation of 
November 21, 1951, be made effective on and after December 31, 1952. 

(e) June 25, 1952: A special subcommittee recommended that the ef- 
fective date of the recommendation of November 21, 1951, be extended to 
December 31, 1953, as respects reinsurance contracts effective prior to 
July 1, 1952. . 

(f) June 8, 1953: A special subcommittee held further hearings. The 
subcommittee took no action, but referred the matter for further considera- 
tion to the NAIC meeting to be held in Miami from November 30 to 
December 4. Pending that meeting the subcommittee recommended that 
the effective date of the recommendation of November 21, 1951, be further 
extended to December 31, 1954, as to reinsurance contracts effective prior 
to July 1, 1953. 

III. THE PRESENT STATUS 


The NAIC has had before it since November 21, 1951, the recommendation 
of a subcommittee that Lloyd’s reinsurance be treated on exactly the same basis 
as reinsurance in any other nonadmitted company. The effective date of this 
recommendation has twice been postponed. The present effective date is Decem- 
ber 31, 1954. 


IV. THE CONTENTIONS SUBMITTED BY GENERAL REINSURANCE CORP. AND NORTH 
STAR REINSURANCE CORP. 


1. The recommendation of November 21, 1951, should be approved by the 
NAIC. The effective date of the recommendation should be December 31, 1954. 

2. The basic concept that a State insurance department should not give the 
same credit for reinsurance in a company not subject to its supervision and 
control which it gives for reinsurance in a company over which it exercises 
supervision and control is sound. 

3. If that basic concept is sound, it is difficult to see why one nonadmitted 
reinsurer should be singled out for more favored treatment than all other non- 
admitted reinsurers. 

4. No practical or business necessity exists for giving Lloyd’s more favorable 
treatment than other nonadmitted reinsurers. 

(a) There is ample reinsurance capacity among admitted reinsurance com- 
panies to take care of the reinsurance requirements of the American insurance 
industry in most reinsurance lines. 

(b) In those lines in which adequate admitted reinsurance capacity does 
not exist, the surplus charge resulting from the use of nonadmitted reinsurance 
does not create an industry problem because— 

1. Some of these lines (e.g., the jumbo risks) are written almost ex- 
clusively by the large companies to whom the small surplus charge involved 
in reinsurance is wholly unimportant. 

2. The remaining lines (e.g., the big fire excess covers, and the big marine 
excess covers) can, if surplus considerations are important, be written on an 
earned-premium basis or with withholding or funding provisions (see p. 2 
of this memorandum), thereby minimizing or eliminating the surplus 
charge to the ceding insurer. 

5. State supervision and control place substantial burdens and expenses on 
admitted reinsurance companies. This supervision and control constitutes 
sound public policy. It is inequitable to accord to any reinsurer who does not 
subject itself to these burdens the same full faith and credit which an admitted 
company has earned by assuming these burdens. 
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Notes ON MEETING OF REINSURANCE COMMITTEE, HELD IN THE LUNCHEON Rooy 
12TH Foor, 8 Joun Srreet, NEw YorK, FripAy, NOVEMBER 27, 1953, a 
10:30 a.M. 


Present: Messrs. Munro, Battershill, and Houghtling. Also present, Messrs, 
Healey and Lynch of Mendes and Mount, and Messrs. Berry and Hughes of the 
national board staff. 

Mr. Healey advised that they had received a cable from Lloyd’s expressing 
the opinion that Lloyds does not feel they can give assurance prior to the 
Miami meeting that a written statement of their position will be made a par 
of the record of the NAIC. Mr. Healey explained that they were not really seex. 
ing an agreement with this committee but were merely authorized to furnish 
the information contained in the cable to the committee and to Mr. Leslie 
but have no authority to make it part of the public record. He further advigeg 
that they had contacted brokers (Sullivan, Stritwick, and Bentley, Potter 
Seal) and advised them of Lloyds’ position and received their assurances that 
they would refrain from taking action contrary thereto. He still hoped the 
group would go along with the present plan of no discussion in Miami. 

It was the position of our committee that we would have to be guided by de. 
velopments at Miami, rather than take a fixed position at this time. We dig 
desire, however, to handle the matter on a friendly, cooperative basis. It was 
also pointed out that the Miami meeting afforded the opportunity of neutraliz. 
ing the San Francisco impression made on certain commissioners. If we sit 
silently by at Miami, we lose this opportunity. It was also pointed out to Mr, 
Healey that 16 legislatures go into session next year and that Lloyds’ bills wil] 
undoubtedly be introduced in some States which might result in a showdown on 
the question which could be avoided if Lloyds had chosen to make that position 
public. 

Mr. Healey stated that Lloyds would not be represented at Miami but they 
would probably have an observer there who could present an impartial report 
on the meeting. 

There being no further business, the meeting adjourned at 11:30 a.m. 


BOSTON INSURANCE Co., 
Boston, Mass., November 30, 1958. 
Examinations subcommittee. 
Mr. J. RAYMOND BERRY, 
General Counsel, the National Board of Fire Underwriters, 
New York, N.Y. 

Dear Ray: Referring to your letter of November 23, it seems to me there are 
two questions that run through my mind on which I should like to have answers: 

One is: If the examiners are required to qualify and pass regular examina- 
tions for the appointment and promotion, what kind of examinations are given? 
In other words, what standards are being set in order to determine the qualif- 
cations of men who are accepted as examiners in the first place and promoted in 
the second place? 

It would also be well to ascertain what system there is in the department to 
keep the examiners informed as to developments in the business which it is 
important that they know. 

Trusting the above thoughts may have some merit, I am, 

Sincerely yours, 
Don, President. 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, N.Y., December 10, 1958. 


Report of the Conference Committee on Uniform Accounting. 


Mr. J. C. HULLETT, 
Chairman, Executive Committee. 


Dear Sir: At the meeting of the National Association of Insurance Commis 
sioners held in Miami, Fla., November 30 to December 3, 1953, your conference 
committee on uniform accounting was represented by Mr. Charles A. Loughin 
and General Counsel Berry. 

The conference committee met on November 24, to receive the report of its 
representatives following the Chicago meeting and discussed the revised report 
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of the commissioners’ joint subcommittees on the subject of relationship between 
gniform accounting and ratemaking. It is apparent that the commissioners’ 
subcommittees have failed to consider the basic differences in existing rating 
plans in their recommendation that insurance expense exhibit indications be 
considered in the review of rate filings and your committee voted that our 
representatives oppose that portion of the report as recommended by the commis- 
gioners’ subcommittees. All branches of the business with the exception of 
mutual insurers oppose it and as a result the report was tabled. 

Although the report of the joint subcommittees was not adopted by the associa- 
tion, there has been another development along this general line through a report 
py the rate analysts of zone 5 to the rates and rating organizations committee of 
the NAIC in which the subcommittee recommends that “rating organizations 
and statistical agencies define the relationship, if any, between statistical plans 
and rating schedules or rating plans filed with the various States. * * *” 

The conference committee is of the view that study of the expense data 
required under rating plans is necessary before any statement could be made 
as to the relationship between uniform accounting indications and ratemaking ; 
furthermore, that it would be desirable to simplify uniform accounting reg- 
ulations so far as is practical. 

With the further development reported, as a result of the zone 5 recomen- 
dation for a definition of the relationship between statistical plans and rating 
schedules, or rating plans, it appears essential that the business be prepared 
to meet such requirements. In this connection, reference is made to the report 
of this committee to the executive committee dated October 29, 1953, relative 
to the statistical data available through the actuarial bureau of the National 
Board of Fire Underwriters. It is the consensus of this conference committee 
that the data available through the actuarial bureau meet the needs of the fire 
business without establishing that such statistics are the ultimate and sole 
measure of the adequacy of rate levels. 

It is recommended that steps be taken with the New York insurance depart- 
ment to simplify and clarify the existing regulation No. 30 of New York State, 
both as to intent of the regulation and the question of the uniform classification 
of expenses, rather than uniform methods of accounting; and in addition, that 
since complete study, which is outside the scope of this conference committee, 
is required, the entire subject be referred to an appropriate committee within 
the business for study, the results of which will make possible a unified approach 
to the solution of this matter. 

Respectfully submitted. 


GILBERT KINGAN, Chairman. 


ExcerPT FroM MINUTES OF EXECUTIVE COMMITTEE, DECEMBER 10, 1953 


American Association of University Teachers of Insurance.—An increase from 
$100 to $250 for the national board’s share of office expenses of the coordinating 
committee for the promotion of the 1954 summer fellowship program under the 
chairmanship of Prof. Laurence J. Ackerman, as recommended by the committee 
on public relations. 

Employment of John Davidson III.—The employment of Mr. John Davidson III 
as a senior administrative assistant in the general office, effective November 23, 
1953. 

Retirement of W. BE. Mallalieu.—The continuation for another year of the 
retirement allowance at full salary of Mr. W. E. Mallalieu. 

Leave of absence of C. T. Bissell—The continuation for another year of the 
leave of absence of Mr. C. T. Bissell, unless there is a change in his situation 
during that period. 





TREASURER’S REPORT 


In the absence of Mr. Harold V. Smith, the treasurer’s report was presented 
by the general manager. Upon motion, duly seconded, it was voted that the 
treasurer’s report be approved. A copy is appended. 


REPORT OF COMMITTEE ON ADJUSTMENTS 


Vicksburg, Miss.—Before reading the regular report of the committee on 
adjustments, Chairman Rygel presented a memorandum on the situation in 
Vicksburg, Miss., following the tornado of December 5, 1953. 
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Upon motion, duly made and seconded, the regular report was receiy 
including approval of the closing of the Philadelphia temporary field office by 
December 31, 1953. A copy is attached. 


COMMITTEE ON FINANCE 


A report of this committee was presented by Chairman Ackerman. It was 
received and a copy is attached. 


FIRE PREVENTION AND ENGINEERING STANDARDS 


A summary of the report of this committee was presented by Chairman Miller 
Upon motion, duly made and seconded, it was voted to approve the report 
including specific action on the following: 

Indianapolis Salvage Corps.—The continuance for another year of the allow. 
ance of former Superintendent Curran at the rate of $168.75 per month, 

The president further stated that the officers conference had reviewed the 
salaries of the administrative staff and recommended that increases be granteg 
to four members totaling $12,800. 

Upon motion, duly made and seconded, it was voted that the adjustments ip 
salary recommended by the committee on salaries and by the officers conference 
be approved. 

CONFERENCE COMMITTEE ON UNIFORM ACCOUNTING 


The report of this committee was presented by Chairman Kingan. A copy 
is attached. 

Discussion ensued on the recommendations of the conference committee: 
mamely: That steps be taken with the New York Insurance Department to 
simplify and clearify the existing regulation No. 30 of New York State, both as 
to intent of the regulation and the question of the uniform classification of 
expenses, rather than uniform methods of accounting; and, in addition, that 
since complete study, which is outside the scope of this conference committee, 
is required, the entire subject be referred to an appropriate body within the 
business for study, the results of which will make possible a unified approach 
to the solution of this matter. 

It was the consensus that a top level committee of the National Board of 
Fire Underwriters is the appropriate body to make this study such as the 
subcommittee on the underwriting profit formula. 

After further discussion, it was, upon motion duly made and seconded, voted 
that the report and recommendations be adopted and that such a committee be 
appointed. Chairman Hullett stated that he would confer with President 
Conick, Mr. Kingan, the general manager and general counsel as to who should 
be on the committee. It was understood that the studies in the second recom- 
mendation contemplate the requirements which obtain countrywide. 

The thanks of this body were expressed by Chairman Hullett to General 
Counsel Berry and all those who represented the national board at Miami, 


REPORT OF THE CONFERENCE COMMITTEE ON UNIFORM ACCOUNTING 


DECEMBER 10, 1958. 
Mr. J. C. HULLET, 
Chairman, Executive Committee. 


Dear Sir: At the meeting of the National Association of Insurance Con- 
missioners held in Miami, Fla., November 30—-December 3, 1953, your conference 
committee on uniform accounting was represented by Mr. Charles A. Loughlin and 
General Counsel Berry. 

The conference committee met on November 24 to receive the report of its 
representatives following the Chicage meeting and discussed the revised report 
of the commissioners’ joint subeommittees on the subject of relationship between 
uniform accounting and ratemaking. It is apparent that the commissioners’ 
subcommittees have failed to consider the basic differences in existing rating 
plans in their recommendation that insurance expense exhibit indications be 
considered in the review of rate filings and your committee voted that our 
representatives oppose that portion of the report as recommended by the com- 
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missioners’ subcominittees, All branches of the business with the exception 
of mutual insurers oppose it and as a result the report was tabled. 

Although the report of the joint subcommittees was not adopted by the asso- 
ciation, there has been another development along this general line through a 

rt by the rate analysts of zone 5 to the rates and rating organizations com- 
mittee of the NAIC in which the subcommittee recommends that “rating organi- 
gations and statistical agencies define the relationship, if any, between 
statistical plans and rating schedules or rating plans filed with the various 

** *” 

ie eonference committee is of the view that study of the expense data 
required under rating plans is necessary before any statement could be made 
as to the relationship between uniform accounting indications and ratemaking; 
furthermore, that it would be desirable to simplify uniform accounting regula- 
tions so far as is practical. 

With the further development reported, as a result of the zone 5 recommenda- 
tion for a definition of the relationship between statistical plans and rating sched- 
ules, or rating plans, it appears essential that the business be prepared to meet 
such requirements. In this connection, reference is made to the report of this 
committee to the executive committee dated October 29, 1953, relative to the statis- 
tical data available through the actuarial bureau of the National Board of Fire 
Underwriters. It is the consensus of this conference committee that the data 
available through the actuarial bureau meet the needs of the fire business 
without establishing that such statistics are the ultimate and sole measure of the 
adequancy of rate levels. 

It is recommended that steps be taken with the New York Insurance 
Department to simplify and clarify the existing regulation NO. 30 of New 
York State, both as to intent of the regulation and the question of the uniform 
classification of expenses, rather than uniform methods of accounting; and 
in addition, that since complete study, which is outside the scope of this 
conference committee is required, the entire subject be referred to an appro- 
priate body within the business for study, the results of which will make 
possible a unified approach to the solution of this matter. 

Respectfully submitted. 

(Signed) Grtsert Kincan, Chairman. 


REPORT OF COMMITTEE ON FIRE PREVENTION AND ENGINEERING STANDARDS, 
DECEMBER 10, 1953 


MUNICIPAL REPORTS 


Municipal ordinances.—The suggestion that more detailed information be 
included in town reports regarding conditions or limitations affecting repair 
or rebuilding of property following damage by fire was discussed. It was the 
consensus that a notation in the report of the local ordinance provisions is as 
for as the national board should go. 

Individual risk inspections.—This subject was taken from the table and 
presented by Mr. Snow. He proposed the possibility of providing member 
companies with reports of individual risks made in the course of municipal 
inspections. A case was cited where it would have been of advantage to the 
company had it been able to identify a poor risk which was commented on in 
the report. After full discussion there was agreement among the members 
present that to undertake a service of this kind would be beyond the scope of 
national board activities. 


FIRE PATROLS AND SALVAGE CORPS 


Indianapolis Salvage Corps.—It was reported that the local board in Indian- 
apolis recommends the renewal of the continuing allowance for former Superin- 
tendent Curran. Your committee voted that this allowance at the rate of 
$168.75 per month be continued for another year. 

New York Fire Patrol,—The general manager reported that at the request of 
the New York Board of Fire Underwriters members of the staff had conferred 
with Executive Vice President Niver and Chief Scanlon relative to the relocation 
of station No. 10 in Brooklyn; that on the basis of data available there was no 
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basis for a change in the recommendations contained in the National Board’ 
1946 survey and report which recommended an increase in the strength of gg}. 
vage service in Manhattan, with a reduction of salvage service in Brooklyn and 
the Bronx. 

St. Louis and Kansas City—Mr. Vincent stated that en route to San Frap. 
cisco he had stopped over for a day in St. Louis and Kansas City and hag 
reviewed the patrol situation in each of these cities with the local directors, 


SYMPOSIUM ON LARGE-LOSS FIRES 


Upon inquiry, Mr. Vincent stated that plans were developing to invite about 
30 selected people, largely in the industrial designing field, to New York on 
December 18 for a discussion of the fire-loss situation. 

Respectfully submitted. 





, Chairman, 


MINUTES OF THE MEETING OF THE EXCUTIVE COMMITTEE OF THE HASTERN UNpep- 
WRITERS ASSOCIATION HELD AT THE HOTEL ROOSEVELT, NEW YorK Cry, 12:39 
P.M., WEDNESDAY, DECEMBER 16, 1953 


The following members of the committee or their representatives were present: 
H. W. Miller, chairman, executive committee. 
D. C. Bowerstock, president, Eastern Underwriters Association. 
John Glendening, vice president, Eastern Underwriters Association. 
H. B. Collamore, National Fire Insurance Co. 
S. T. Skirrow, representing Mr. Evans, Great American Insurance Co, 
W. L. Falk, Royal Insurance Co., Ltd. 
Harold C. McAllister, representing Mr. Harvey, New Hampshire Fire 
Insurance Co. 
Victor Kurbyweit, representing Mr. Herd, Continental Insurance (Go, 
J. K. Hooker, Automobile Insurance Co. 
A. L. Polley, representing Mr. Kremer, Hartford Fire Insurance Co. 
Charles P. Jervey, Travelers Fire Insurance Co. 
John A. North, Phoenix Insurance Co. 
Frank A. Roberts, Glen Falls Insurance Co. 
B. C. Vitt, American Insurance Co. 
Mr. Allen was neither present nor represented. 


Also present: W. W. Corry, National Fire Insurance Co.; Counsel Kaplan; 
Manager Doremus. 


READING OF THE MINUTES OF THE PREVIOUS MEETING 


As the minutes of the October 27, 1953, meeting have been distributed to the 
members of the committee, the reading thereof was dispensed with, and they 
stand approved. 

BUDGET 


On the recommendation of the treasurer, a budget for the year of 1954, 
amounting to $216,000, was approved and this amount includes $25,000 represent- 
ing the approximate cost of special revisions to the “Book of Recommended Rules 
and Clauses of the Rating Methods Research Committee.” 


MINUTES OF THE MEETING OF THE EXECUTIVE COMMITTEE OF THE EASTERN 
UNDERWRITERS ASSOCIATION, DECEMBER 16, 1953 


ASSESSMENT 


On the recommendation of the treasurer, it was voted, to approve an assessment 
at the rate of 0.00055, payable in two installments, the first to be paid on January 
1, 1954, and the second payable July 1, 1954. 


AUDIT 


The treasurer also reported the results of the audit for the year 1953, which 
includes an approximation of the expenditures to be made during the month of 


peor 
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ard’s December. The audit also includes the trust fund for the payment of retire- 
Sal. ment allowances to former employees of the eastern inspection bureau. 
, 
bn SPECIAL COMMITTEE ON BUSINESS INTERRUPTION INSURANCE 
had Chairman Hatch reported that this committee had completed its recommenda- 
rs. tions to the rating methods research committee and that a simplified short form 
, for earnings insurance for nonmanufacturing risks has been recommended on an 
interregional basis. ; : : ' ; 
Accordingly, it was voted, to discharge this special committee with the thanks 
bout and appreciation of the executive committee. 
kon CONFERENCE COMMITTEE 
| Chairman Glendening of the conference committee reported on the educational 
- opportunity offered through the field clubs and State associations of insurance 
agents in connection with the introduction of the new simplified earnings 
‘DER- insurance for mercantile risks. 
2:30 PUBLIC RELATIONS COMMITTEE 
1 In connection with the reorganization of field clubs under the newly recom- 
ent: mended constitution and bylaws, attention was directed to the existence of such 
old organizations as the Underwriters’ Association of the Middle Department, 
the New England Insurance Exchange, and the Underwriters’ Association of 
New York. 
It was pointed out that all three of these organizations maintain a member- 
ship, collect dues, and hold at least one meeting each year, and that their 
Fire | functions duplicate those of field clubs. 
Co. 
MINUTES OF THE MEETING OF THE EXECUTIVE COMMITTEE OF THE EASTERN UNDER- 
WRITERS ASSOCIATION, DECEMBER 16, 1953 
After full consideration, it was voted, to recommend exploration on behalf of 
our members into these three old organizations, giving full data as to member- 
ship, officers, committees, dues and meeting, and that these data be submitted 
to the executive committee for transmission to our membership in soliciting 
lan; opinions as to continuation of these three organizations. 
LIMITED SUBSCRIBERSHIPS IN RATING ORGANIZATIONS 
Counsel Kaplan reviewed those situations submitted by a member in connec- 
» the tion with the attempted withdrawal of subscribership as to part of the service of 
they a rating organization by a subscribing company which desires to retain the 
balance of the services of such subscribership, and was voted, to recommend that 
a special committee be promptly appointed to explore this subject and report 
any recommendations to protect the immediate situation reflected thereby. 
L954, ; 
; Adjourned. 
ent- 
ules 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, December 29,1958. 
To Members of Special Committee on Examinations by Insurance Departments 
(W. J. Reynolds, Chairman, American Equitable Assurance of New York; 
D. R. Ackerman, Great American Insurance Co.; D. C. Bowerstock, Boston 
Insurance Co.; Percy Chubb 2d, Federal Insurance Co.; James F. Crafts, 
Fireman’s Fund Insurance Co.; Joseph F. Matthai, U.S. Fidelity &€ Guaranty 
Co.; John A. North, Phoenix Insurance Co.; J. Victor Herd, Continental 
nent Insurance Co.; J. C. Hullett (chairman, executive committee), Hartford Fire 
vary Insurance Co.; Charles A. Loughin (chairman, committee on laws), Home 
Insurance Co.). 
GENTLEMEN : Pursuant to action taken by the committee at its last meeting on 
November 18, 1953, we enclose herewith a statistical analysis of examination 


hich costs so that you may have an opportunity to study it prior to the next meeting of 
h of the committee. 
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The chairman has called a meeting of the committee for Wednesday, Jany. 
ary 20, 1954, at 2 p.m., in the executive committee room on the 12th floor at 
85 John Street. 

We trust you will be able to attend. 

Respectfully submitted. 

J. RAYMOND Berry, 
General Counsel, 


NATIONAL BoarpD OF FIRE UNDERWRITERS 
COMMITTEE ON Laws, 
New York, N.Y., December 29, 1953. 
To Members of the Special Committee on Examination by Insurance Departments: 


In accordance with your instructions, we submit herewith the following 
statistical analyses of the cost of the last 3 completed insurance de 
examinations of the more than 200 insurance companies which furnished cost-of. 
examination figures to this committee: 

Exhibit A—Cost of each of last three completed insurance department exam- 
inations, by companies or groups, showing separately charges by States of 
domicile and charges by other participating States. 

This exhibit is a complete listing of each of the last three completed insurance 
department examinations for each reporting company or group, examination 
No. 1 being the most recent one. Where no figures are shown for a com 
or group for examinations 2 or 3, it indicates that office records disel 
examination costs were either destroyed or could not be located. Where 
several companies of a group were examined separately for the same or slightly 
differing periods, the examination costs involved were grouped as examination 
No. 2 or 3, as the case may be. 

The first set of figures for a given examination represents the totals for the 
State or States of domicile of the company or companies being examined. The 
second set of figures represents the total charges made for or by participating 
zone examiners. The third set of figures shows the totals of the four classifi- 
cations of expense reported and their total. 

The aggregate for all examinations of $5,461,829.28 is $1 more than the aggre 
gate shown on the summary and control sheets previously furnished to you, due 
to a compensating error in the totals of one of the company reports. 

This exhibit illustrates the increasing portion of the cost-of-examination- 
expense dollar that is going to participating zone examiners, even though, in the 
ease of larger companies and groups, the State of domicile furnishes most of 
the examiners. This is particulary true in the case of Connecticut and Massa- 
chusetts companies, as the home States made no charge for the services of their 
own examiners in conducting examinations in the home offices of their domestic 
companies. 

Exhibit B—Total cost of last three completed insurance department examina- 
tions by zones and by States in each zone. 

This exhibit shows the total examination costs of the last three completed 
insurance examinations broken down by zones and by individual States. The 
total charges made by zone 1 are less than one-third the total examination 
costs of reporting companies, although this zone includes the major insurance 
centers. Charges made by States such as Kentucky, Kansas, Utah and South 
Dakota exceed charges made by such States as Connecticut and Massachusetts. 
It should also be noted that no charge for examiners’ services was made on any 
insurance company by Massachusetts. 

Exhibit C—Analysis by zones and by States, of total examination charges 
made by States other than by States of domicile for last three completed in- 
surance department examinations. 

This exhibit shows over $3 million of the total of almost $5%4 million spent 
on insurance department examinations went to States other than States of 
domicile of insurance companies. It is interesting to note that zone 1 collected 
only $77,000 of this total, while the other five zones collected more than a half 
million dollars each. 

A comparison of the zone totals shows on exhibit B with those in this exhibit 
clearly shows that, except for zone 1, the major portion of the charge is paid by 
companies of other States. A comparison of zone 5 figures shows total charges 
of $589,487.58 on exhibit B, as compared with charges to companies of other 
States of $575,930.58, indicating charges of the entire zone on its domestic 
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es amounted to only $13,557. No portion of the total charges made 

py the following States in zone 5 applied to domestic companies in Arkansas, 
Colorado, Nebraska, New Mexico, Oklahoma, Texas, and Wyoming. The only 
te conducting an examination of a domestic company was the State of Kansas. 

The State of California makes the largest collection of examination expense 
from out-of-State companies of $182,387.01, followed by Arkansas, $140,513.55 ; 
Ohio, $138,525.20; Indiana, $136,753.02; and Texas, $129,763.97. Two of the 
first five States in order of size of examination charges are located in zone 5. 

Pxhibit D—Analysis by States of examination charges made by States other 
than the State of domicile for each of the last three completed insurance 

rtment examinations. : 

This exhibit shows examination charges on out-of-State companies by States 
for each of the last three completed insurance department examinations. It 
records the number of examinations (559) involved and the trends in each 
State toward increasing or decreasing their participation in zone examinations. 
This exhibit represents a further analysis of the total appearing in exhibit Cc. 

Exhibit E—Analysis by States of charges made by States of domicile for 
each of the last three insurance department examinations. 5 , 

This exhibit shows an analysis of almost $2% million paid by reporting 
companies to their States of domicile. It will be noted that Connecticut, Dis- 
trict of Columbia, and Massachusetts made no charge for services of examiners 
on domestic companies. Half of the 22 States shown made only 1 examination 
during 1 or more of the 3 examination periods under review. Only five States 
conducted five or more examinations during one or more of the examination 
periods under review. This exhibit shows the trends by States of examination 
costs in States of domicile for the period covered by each of the last three com- 
pleted insurance department examinations. The $2,403,135.08 paid to States of 
domicile represents almost 44 percent of the total examination costs for all 
reporting companies. ; 

Exhibit F—Analysis by States of examination charges made for examiners 
other than regularly employed insurance department examiners. 

This exhibit shows the States employing examiners other than regularly 
employed insurance department examiners in the conduct of examinations of 
insurance companies. The State of Arkansas made 17 such appointments on 
16 examinations which cost reporting companies over a hundred thousand dol- 
lars during the period under review. Utah was second highest in the amount 
charged with $76,057.28. Total payments to such examiners amounted to 
$369,418.18, or almost 7 percent of the total examination cost to all reporting 
companies. 

Average annual premium figures were also developed for each reporting com- 
pany or group and related to the appropriate cost figures for each examination. 
A review of the annual aggregates of premium writing and examination costs 
over a 10-year period, 1942-51, disclosed no meaningful relationship between 
the two sets of figures. 

This may be due in part to the fact that the examination covers both in- 
vestment and underwriting ends of the business and involves the review of not 
only premiums but assets, liabilities, expenses, and other income items. Cer- 
tainly the inflationary forces at play during the period under review have 
steadily increased the values involved for any given number of items recorded. 
To the extent that premium writing increases during the period reflect this 
inflationary force, they do not indicate the need for any increase in the time 
involved in making an examination. It must be remembered that during most 
of this period the per diem service charge of examiners remained at $30 per 
day, eliminating any comparable inflationary force from consideration insofar 
as examiners’ service charges are concerned. Premium volume during this 
10-year period increased from a little over $1 billion in 1942 to almost $3 billion 
in 1951 for all stock fire insurance companies. 


GENERAL COMMENTS 


In order to afford the committee all the statistical information contained 
in the replies to the examination questionnaire, we have had cards punched 
for examinations where only total examination cost was reported without 
detailed information on zones represented being shown. These cards were: 
labeled incomplete. 

Where detailed information was furnished with respect to certain zones, 
but no detailed information was available with respect to other zones partic- 
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ipating in an examination, all information was punched on cards. In the 

of incomplete or partially incomplete reports, the totals of the detailed expense 
items of services, sustenance, travel, and all other expense either are not shown 
or do not crossfoot to the figure shown in the total column. These items have 
been, in each instance, identified in a footnote. 

All data contained in the attached exhibits are taken from punched cary 
now on file in our actuarial bureau, which handled the detailed card punchj 
and tabulating operations in connection with this report. Any further ana). 
ysis or arrangement of examination cost figures desired by this committee ean 
be readily furnished in the future. 

Respectfully submitted. 


RAYMOND BE. Hueugs, 





Report OF NATIONAL BOARD SUBCOMMITTEE ON TAXATION MEETING WitH 
ALLSTATE REPRESENTATIVES, JANUARY 11, 1954 


Your subcommittee on taxation met with representatives of the Allstate 
Insurance Co. on January 11, 1954, at the Hampshire House, to discuss, infor. 
mally, the Allstate study of Federal income taxes and their proposed tax formula, 
There were also present at that meeting representatives of the Casualty Associ. 
ation, the mutuals and the reciprocals. Henry Moser, general counsel for the 
Allstate, acted as their spokeman and was assisted principally by Randolph 
Paul, former General Counsel of the Treasury Department. Chase Smith, of 
the Kemper Group, and Attorney Wicker represented the mutuals, 

Mr. Moser reviewed the Allstate study, calling attention to the comprehensive 
nature of the report, as well as to the amount of time and effort put into it, 
The purpose of the report is to highlight the present inequities in the Federa] 
taxation of stock, mutual and reciprocal fire and casualty insurance companies, 
The purpose of their tax formula is to remove these inequities and secure legis. 
lation so that those classes of companies will be taxed on the same basis. 

A copy of the Allstate study was sent to members of the National Board 
during November 1953. Copies of the tax formula were not sent to members, go 
we will review the formula briefly. The Allstate proposes a Federal tax of 1 
percent on premiums, plus a tax at regular rates on investment income and capi- 
tal gains, in place of our present section 204 tax on underwriting and investment 
income and capital gains. Their formula is supposed to produce approximately 
the same total revenue for the Treasury Department as the present law, except 
that the tax will be distributed among the three classes of taxpayers on a more 
equitable basis. 

The chief beneficiaries of this so-called equitable treatment would be the 
high income companies, the Allstate being at the top of the list. Their tax 
saving in 1952, according to their own calculation, would have been $7,433,000. 
The 67 national board companies included in the study would have paid $13 
million less in 1952 under the Allstate formula and, over a period of 11 years, 
an average of about $2 million a year less. For the average or low income 
companies, the resulting tax would be greater. For 1952 the 67 casualty and 
surety companies included in the study would have had to pay $23 million more 
in tax. The mutuals would have had to pay about $8 million more, or an 
increase of 80 percent. 

The Allstate, however, insists that the above figures do not reflect the proper 
savings. They say that the 1 percent tax on premiums (which produces less 
than one-half the tax under the formula) can be passed on to the States and 
the policyholders in higher rates. 

After several hours of discussion, during which everybody aired their views, 
it became apparent that no section of the industry would support the Allstate 
in securing legislation for their program. The chief objections were as follows: 

(1) The companies that could least afford it would have their taxes increased. 

(2) Sizable tax payments would be due during periods of depression or loss, 
when companies could least afford them. 

(3) No one believd that the 1 percent tax would be absorbed in the rates. 
The industry already has tried to include income taxes as a deduction in the 
profits formula and failed. It is doubtful that the commissioners will change 
their position in that respect and, even if they did, the manner in which rates 
are adjusted would preclude the inclusion of any part of income taxes as 4 
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ctieal matter. If they could be absorbed, it would increase the competitive 
advantage of the specialty companies. ; , 

(4) A 1-percent tax could prove a definite disadvantage at this time when it 
ppears that corporate income tax rates may be reduced. The industry might 
eas a difficult time in getting the 1 percent reduced and could possibly be 
called upon to take more than their load when the Treasury Department needs 

ue. 

omit femult of the meeting, the Allstate emphasized that they would attempt to 
secure legislation for their program as soon as possible. Our representative 
in Washington has been alerted to keep us informed, so that we can take the 
necessary steps to oppose such legislation, provided the laws committee approves. 





JANUARY 11, 1954. 
Ep: Tollack and I worked this story out Saturday and cleared in by phone 
with Leslie at Harrisburg. Leslie explained he had promised the industry at 
Miami that this meeting would have plenty of publicity in the insurance press 
and he asked that I suggest it would be appreciated if this piece was used. 


Thanks. HP. 





NAIC REINSURANCE GROUP SCHEDULES MEETING 


SESSIONS IN NEW YORK CITY JANUARY 25—-INDUSTRY TO BE WELL REPRESENTED 


Cuicaao, January 11.—An important meeting of the NAIC subcommittee to 
study the question of reinsurance will be held January 25 at the boa rd rooms of 
the National Board of Fire Underwriters, 85 John Street, New York, the NAIC 
assistant secretary’s office has announced. 

Sessions will get underway at 10 a.m., and continue throughout the week if 
necessary. Artemas C. Leslie, Pennsylvania commissioner, is committee chair- 
man and will be in charge of the meetings. Other commissioners on the sub- 
committee are Paul A. Hammel, Nevada, and George A. Bisson, Rhode Island. 

All interested parties are encouraged to attend and express their views at 
this meeting, according to Mr. Leslie. 

“All of the members of this subcommittee,” he said, “regard this meeting as 
very important as far as the industry is concerned. We are hopeful it will be 
well attended. 

In accordance with the December 1, 1953, report of this subcommittee, two 
subjects are to be discussed. These are: 

(1) * * * to consider the merits of the present exclusion of Lloyds of London 
from the rule applicable to all other alien reinsurers with respect to credit for 
reinsurance. 

(2) * * * to consider upon what conditions, if any, an alien reinsurer shall 
be considered subject to sufficient financial and regulatory requirements so that 
an admitted or domestic ceding insurer may be given credit in its financial 
statement for cessions to such alien reinsurers. 

Industry sources said the question of capacity is basic to the resolution of 
these issues. In previous years denial to domestic insurers of the right to 
reinsure in Lloyds would greatly have curtailed capacity at that time, it was 
said. Today, with the Nation’s economy either on a plateau or declining 
moderately, the need for alien reinsurance markets may have disappeared, in 
which event, it was stated, no damage would be inflicted on domestic insurers 
by rescinding the current exclusion of Lloyds from the NAIC requirements. 

The present date beyond which the Lloyds exclusion terminates is December 
31, 1954, applicable to reinsurance contracts effected prior to July 1, 1953. 

At its January meeting the laws committee referred to its subcommittee of 
lawyers the following two recommendations contained in letter of January 14, 
1954, from the Eastern Underwriters Association : 

(1) * * * study, on a national plane, be made of the rating law provisions 
with respect to the rights of subscribers versus members of a rating organization. 

(2) * * * study, on a national plane, be made of the possible effect of the 


application of Fair Trade Practices Act to partial withdrawal from full 
subscribership. 


47932—60—pt. 6——27 
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The subcommittee has used for its study the New York rating law ang the 
all industry fire, marine and inland marine rate regulatory bill and has 
as far as possible here in New York and within the limited time into the factyg) 
background of rating dwellinghouse classes and the relationship of these Classes 
to the balance of the rating system. 

The all industry bill provides: “Subject to rules and regulations which 
have been approved by the commissioners as reasonable, each rating organiza. 
tion shall permit any insurer, not a member, to be a subscriber to its ratj 
service for any kind of insurance, subdivision, or class of risk or a part o 
combination thereof for which it is authorized to act as a rating organization” 
(sec. 6(b) ). 

‘he New York Rating Law provides: “Each rating organization * * * ghay 
subject to reasonable rules and regulations, permit any authorized insurer, hot 
admitted to membership, to become a subscriber to its rating services * * * fo 
any kind of insurance or subdivision or class of risk or a part or combination 
thereof written by fire or marine insurers or for such other insurers for which 
it is authorized to act as a rating organization” (sec. 181(4) ). 

The all industry bill further provides: ‘The information furnished in Sup- 
port of a filing may include * * * (3) the experience of other insurers or rating 
organizations; (4) any other relevant factors. A filing and any supporting 
information shall be open to public inspection after the filing becomes effective 
(sec. 4(a) ). 

Identical language is found in the New York rating law (sec. 184(4)). 

The all industry bill further provides: “The commissioner shall promulgate 
reasonable rules and statistical plans * * * which shall be used thereafter by 
each insurer in the recording and reporting of its loss and countrywide expense 
experience * * * The commissioner may designate one or more rating organiza. 
tions or other agencies to assist him in gathering such experience and making 
compilations thereof, and such compilations shall be made available, subject 
to reasonable rules promulgated by the commissioners to insurers and rating 
organizations” (sec. 13). 

The New York rating law requires each insurer to file annually “ * * * gtg. 
tistical report showing a classification schedule of its premiums and _ losses 
* * * and such other information as the superintendent may deem necessary 
or expedient * * *. Such statistical reports shall be consolidated in accordance 
with regulations prescribed by the superintendent. Such consolidations shall 
be made available, subject to reasonable rules promulgated by the superintend- 
ent, to insurers and rating organizations” (sec. 183(5) ). 

Your subcommittee is of the opinion that: 

(1) New York’s rating law is applicabie to insurance, written by fire insurers, 
and the all industry fire, marine and inland marine rate regulatory bill recog. 
nize the right of partial subscribership by requiring rating organizations to 
permit a nonmember to become a subscriber to the rating organization’s sery- 
ices for any kind of insurance, subdivision, or class of risk or a part or con- 
bination thereof. 

(2) The right of partial subscribership is accorded whether or not the insurer 
has previously been a member, or is eligible for membership, or has been a full 
or partial subscriber. One lawyer not joining in this conclusion. 

(3) Such right of subscribership (full or partial) may be subject to reason- 
able rules and regulations adopted by the rating organization, but such rules 
and regulations may not be in derogation of the right referred to in (1) and (2) 
above. 

(4) As a condition of partial subscribership, the insurer may be subjected 
to fair assessments for any use of the rating plans and services of the rating 
organization with respect to any kind of insurance, subdivision or class of risk 
or a part or combination thereof, for which said insurer is not a subscriber. 
Two lawyers not joining in this conclusion. 

(5) With reference to proceedings to enjoin under fair trade statutes (State 
or Federal) against an insurer, partial subscriber, using filed rating organiz- 
tion material to support a filing of such insurer for classes as to which it is not 
a subscriber, 13 of the 15 lawyers present were unwilling to give as their opinion 
that such a course had an even chance of ultimate success. 
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EASTERN UNDERWRITERS’ ASSOCIATION, 
New York, N.Y., January 14, 1954. 
Special committee to study limited subscriberships. 
NaTionaL BoaRbD OF FIRE UNDERWRITERS, 
Committee on Laws, 
New York, N.Y. 

GENTLEMEN: This special committee made the following recommendations to 
our executive committee at its meeting held yesterday : 

“Voted, to recommend to the executive committee that this problem is one for 
the consideration of each rating organization separately, subject to the laws of 
each State and the constitution and bylaws of each rating organization, and that 
the right of a subscriber to withdraw partially from full subscribership should 
pe reviewed in the light of deviating and independent filing requirements. 

“Further to recommend that the study, on a national plane, be made of the 
rating law provisions with respect to the rights of subscribers versus members 
of a rating organization. 

“Further to recommend that the study, on a national plane, be made of the 
possible effect of the application of Fair Trade Practices Act to partial with- 
drawal from full subscribership.”’ 

After due consideration, it was 

Voted, to accept the recommendations of the special committee, and transmit 
the last two paragraphs thereof as suggestions to the committee on laws of the 
National Board of Fire Underwriters. 

Accordingly the executive committee suggests that a study, on a national 
plane, be made of the rating law provisions with respect to the rights of subscrib- 
ers versus members of a rating organization, and further suggests that the 
study, on a national plane, be made of the possible effect of the application of 
Fair Trade Practices Act to partial withdrawal from full subscribership. 

In addition to the action referred to above, the executive committee also 
recommended that the entire action of the special committee and the executive 
committee be sent to the several rating organizations in our territory, together 
with any subsequent data that might be helpful to them, all of which is to be 
sent as information only. 

Very truly yours, 
[Signed] FREDERICK W, DorEeMus, Manager. 





THE PHOENIX INSURANCE Co., 
Hartford, Conn., January 15, 1954. 
Mr. CHARLES H. LOUGHIN, 
Chairman of the Laws Committee, National Board of Fire Underwriters, 
Care of the Home Insurance Co., New York, N.Y. 


Deak Mr. LoUGHIN: The importance of some of the items appearing on the 
agenda of the next laws committee meeting scheduled for January 20 prompts 
me to write this letter and tell you how much I regret not being able to be 
present. I have made a commitment to attend the meeting of the tax commit- 
tee of the U.S. chamber in Washington on the same date and feel that I cannot 
change my plans. 

If I were present, I would be inclined to bring up under the head of new 
business the following subject for discussion: Has the time arrived when we 
should take another look at the rate regulatory legislation in the various States, 
particularly the all industry bill? 

I have a feeling that many of our serious problems cannot be completely or 
satisfactorily solved until we reexplore the rate laws in order to see whether 
proper amendments could be made to afford the capital stock insurance business 
a little more flexibility and a measure of protection to handle some of the im- 
portant questions such as commissions. This exploration should include the 
possibility of enacting a rating law in California similar to other States. In 
discussing this matter with representatives on the coast, I have a feeling that the 
present lack of legislation is discomfitting and is basically the reason why so 
many new and untried schemes originate in that State. 
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It is apparent to me that the capital stock insurance business is fairly wey 
tied down and that mutuals including direct writers particularly but not to 
exclude the factory and agency mutuals all have a very distinct advantage 
under our present all industry bill. 

We have now had about 5 years of experimentation and I believe the time 
has come when a properly designated committee of the National Board shoyig 
devote some time to a restudy of the rate laws of the various States in light of 
this experience. 

Yours very truly, 
[Signed] Joun A. Nortn, President, 


P.S.—Mr. Russell W. Viering, assistant secretary and legal counsel of this 
company will represent me at the meeting. 


J. AN, 


ExcerPtT FrRoM MINUTES OF COMMITTEE ON LAWS, JANUARY 20, 1954 


Committee for its February 1953 meeting. At that time the matter was passed 
over by the executive committee to the March meeting and at that meeting the 
executive committee voted that no action be taken at this time. 

With reference to current legislation, telephone assurance was received that 
the bill would not come on for hearing before January 28; therefore Mr, Bow. 
ersock withdrew his motion. 

Since the matter is before the executive committee for decision it was the con. 
sensus that this legislation be referred to the executive committee at its meeting 
on January 28; the consensus urging that notice of this legislation be given 
to the executive committee so that counsel may receive instructions as to our 
position on this and similar statutory policy legislation. 


ALLSTATE TAX FORMULA 


Mr. Niederlitz advised that our subcommittee on taxation met with representa- 
tives of Allstate on January 11. At that meeting were representatives of the 
Casualty Association, mutuals, and reciprocals. The Allstate was represented by 
Henry Moser and Randolph Paul, former general counsel of the Treasury De 
partment. The attached report submitted by Mr. Niederlitz was received. 

General counsel was instructed to take such steps as may be necessary to pre 
vent any change in present provisions of the income tax law dealing with taxtion 
of stock fire insurnce. 


SASKATCHEWAN GOVERN MENT INSURANCE OFFICE 


General counsel advised that the Saskatchewan Government insurance office, 
which represents government in private enterprise, has been licensed in Montana, 

The Montana Association of Insurance Agents has retained counsel who is said 
to be considering a declaratory judgment suit against the insurance commissioner 
and the Saskatchewan Co. in the district court before a judge and without jury. 
The association inquires if we will join forces with it. 

General counsel asked for instructions as to the position the committee wished 
him totake. It was the sense of the meeting that local counsel be retained to sub- 
mit an opinion on the law to general counsel and the committee on laws before 
further action is taken by the National Board. 


STATE REGULATORY ACTS UNDER PUBLIC LAW 15 


Two communications with reference to the above subject were read. The first, 
a letter from the Eastern Underwriters Association (copy of which is attached) 
recommends that a study be made on rating law provisions with respect to the 
rights of subscribers versus members. The second, a letter from John A. North, 
(dated January 15, 1954) suggests review and possible amendment of the all 
industry bill. 
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Tue NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York N.Y., January 22, 1954. 


To Subcommittee of Lawyers: Millard Bartels, Travels Insurance Co.; George 


R, Carey, America Fore Insurance Group; Hugh Garland, American Equi- 
table Assurance ; Manning W. Heard, Hartford Indemnity Co. ; C. A. Loughin, 
Home Insurance Co.; H. Clay Johnson, Royal-Liverpool Group; Francis Van 
Orman, American Insurance Group; Edward McLoughlin, North British 
Mercantile. 

GENTLEMEN: We attach hereto the following: 

1. Letter, dated January 14, from Eastern Underwriters Association, 
addressed to the committee on laws of the national board. There are other 
legal problems in connection with the all-industry regulatory laws that have 
been raised by members. 

2. Report of conference committee on uniform accounting made to the 
executive committee on December 10, 1953. 

It was the feeling of the committee on laws at its meeting on January 20, that 
these matters should be considered by our subcommittee of lawyers and that 
answers should be furnished at the earliest possible moment to the questions 
raised in the letter received from the Eastern Underwriters Association. 

Accordingly a meeting of this subcommittee will be held in the national board 
room on Tuesday, February 2, at 11:30 a.m. 

It is hoped you will be able to attend this meeting. 

Yours very truly, 

J. RAYMOND Berry, General Counsel. 





THE HoME INSURANCE Co. INDEMNITY 
INTERCOMPANY MEMORANDUM 


FEBRUARY 2, 1954. 
Re Insurance Co. of North America 
To: Vice President Stroub. 
From: Vice President Hargrett. 


The action of the North America companies seems to be nationwide in serv- 
ing notice of their intent te terminate their subscribership to rating services 
for the dwelling classes as to fire, extended coverage, additional extended cov- 
erage, windstorm and hail, vandalism and malicious mischief, and time element 
coverages for these same classes. The termination we understand is sought 
to be effective March 1, 1954. 

The subject of partial subscriberships has been explored by a subcommittee 
of the Eastern Underwriters Association, and due to the variations in the con- 
stitutions and bylaws of several rating bureaus in the East, and in the regu- 
latory laws of the several Eastern States, the Association concluded that the 
problem should be referred to the committee on laws of the national board of 
fire underwriters. 

The South-Eastern Underwriters Association has reached the same conclusion. 

In view of the nationwide importance of the question, probably the same 
course of action should be followed in the Pacific coast territory. If this course 
of action is determined upon, then any correspondence on the subject with the 
companies involved, or with the State insurance departments, might better be 
discussed with the counsel for the National Board of Fire Underwriters before 
action is taken by your rating bureaus on the North America notice. 

Secretary Rowan has kept me informed of the progress of this matter in 
Idaho. Perhaps the problem should be approached there in like manner. 





Subscribership. 


[Copy for General Counsel Berry] 


MINUTES OF MEETING OF THE SPECIAL COMMITTEE ON STATISTICAL Data, NATIONAL 
Boarp oF FirrE UNDERWRITERS, HELD IN THE Boarp Room, 85 JOHN STREET, 
New YorK, WEDNESDAY, FEBRUARY 3, 1954, aT 11 a.m. 


Present: Mr. H. Clay Johnson, chairman, and Messrs. J. R. Barry, Philip S. 
Brown, H. B. Collamore, John H. Dillard (representing Mr. James F. Crafts), 
Robert S. Garvie (representing Mr. C. L. Allen), K. B. Hatch, J. Victor Herd, 
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Charles P. Jervey, Gilbert Kingan, Charles A. Loughin, and Joseph G. Niederlity 
(representing Mr. D. R. Ackerman). 
There were also present Messrs. Milton W. Mays of the America Fore G 
and J. R. Berry, J. H. Finnegan and B. C. Potter of the national board sta. 
Mr. Charles A. Loughin was unanimously elected chairman pro tem. ; 


ELECTION OF CHAIRMAN 


The chairman of the executive committee, in appointing this committee did 
do with the provision that the committee would elect its own chairman at the 
first meeting. Upon motion; duly made and seconded, Mr. H. Clay Johnson 
was unanimously elected chairman. 


RELATIONSHIP OF UNIFORM ACCOUNTING AND RATEMAKING 


Mr. Kingan, chairman of the conference committee on uniform accounting 
reviewed the work of his committee on the subject of the relationship between, 
uniform accounting and ratemaking which had been initiated by the National 
Association of Insurance Commissioners and the action of the commissioners 
at the December 1953 meeting. As reported to the executive committee op 
December 10, it appears that the time has arrived to undertake consideration of 
a review of the uniform accounting regulations which are admittedly ap 
unsatisfactory instrument and to explore the extent to which expense statistics 
are required. 

Mr. Barry stated that the work of this special committee stems from the 
work undertaken by the underwriting profit formula subcommittee. 

Following general discussion of the history and development of the uniform 
accounting regulations, known as regulation No. 30 in New York State, and the 
more recent development in the resolution adopted by the rates and rating 
organizations committee of the NAIC on the relationship between statistica] 
plans and rate schedules or plans filed with the various States, reference was 
made to the report on standards for measuring rate levels submitted under date 
of April 28, 1952, to Mr. J. Edward Day, then director of the Illinois Insurance 
Departient. 

The position of the National Board of Fire Underwriters as the recognized 
statistical agency was considered and Mr. Barry urged the retention of an outside 
expert to study the applicability of regulation No. 30 and the national board 
statistical plan to the requirements of the business. 

Discussion developed the general view that the considerations by this special 
committee start from the premise that expense data are necessary for ratemaking 
and that permissible loss or expense ratios are not favored for use in connection 
with fire or allied fire lines; that the underwriting profit formula had great 
stabilizing effect, and this principle should be reaffirmed; that study should be 
made of statistics required to support the position taken in the Illinois state- 
ment, and that on the basis of such study, possible revision of regulation No. 
30 should be considered, it being stressed that regulation No. 30 was designed 
to be a uniform classification of expenses rather than a uniform accounting 
instrument. 

Mr. Loughin suggested a preamble clause to regulation No. 30 setting forth 
clearly that the purpose of the regulation is to secure uniform classification of 
accounts leading to a uniform nationwide body of statistics and stating that 
the exhibit is in no way to be used incosistent with existing rating plans or 
systems. 

On question raised by Mr. Jervey, it was the view that before conferring with 
other branches of the business, such as the casualty or marine interests, it would 
be necessary for the fire segment to advance its own study. It was the consensus 
that a subcommittee be appointed by the Chair to conduct a study along the 
following lines: 

(1) A reexamination of the rating standards which were developed with the 
assistance of the national board’s subcommittee on underwriting profit and filed 
with the Illinois department. 

(2) A reexamination of the national board statistical plan in the light of 
No. (1) and consideration of ways and means of having the national board sta- 
tistical plan for expenses adopted in all States. 

(3) Review of the method of allocating overhead expense as provided in the 
national board statistical plan. 
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(4) Application of the determination regarding allocation of overhead ex- 

nse to regulation No. 30 in New York for the purpose of discovering incon- 
sistencies as between the two. 

(5) Recommendations with reference to regulation No. 30 for possible use in 
conferring with the New York department. 


ADJOURN MENT 


The meeting was adjourned at 12:50 p.m. 
L. A. VINCENT, Secretary. 


OFFICE MEMORANDUM 
FEBRUARY 5, 1954. 
To: J. Raymond Berry, general counsel. 
From: Jack G. McKenzie, assistant general counsel. 
Subject : Insurance Co. of North America, subscribership rating bureaus. 


Deak Ray: I am attaching copy of a letter relating to the capitioned matter 
from the Home Insurance Co. of New York to George Stroub, vice president in 
charge of Pacific coast operations. 

I had lunch with George today as he wanted to discuss the matter with me. 
I advised him I was not too well informed on the matter; if it was referred to 
the committee on laws of the national board I knew I would hear from it. 
It was my opinion that the matter was for consideration of the committee on 
laws and not for regional consideration and determination. 

Kindest regards. 

Sincerely, 
JacK G. MCKENZIE, 
Assistant General Counsel. 


(Copy <o L.A.V.) 


OFFICE MEMORANDUM 
FEesRuary 8, 1954. 
From: J. Raymond Berry, general counsel. 
To: Jack G. McKenzie, assistant general counsel. 
Subject: Insurance Co. of North America, subscribership your office memoran- 
dum of February 5. 

Stroub and Hargrett’s efforts apparently are in line with ours, i.e., to keep the 
regional organization from jumping off the deep end on this question—at least, 
until the executive committee has had a chance to look at it. 

The lawyers’ committee will report to the laws committee on the 17th of Febru- 
ary and that report in turn will go to the executive committee on the 25th. I 
would, however, not broadcast this information. It may be that the executive 
committee would decide to sit on the report. 

J. RAYMOND Berry. 





(Copy for Mr. J. Raymond Berry, general counsel, National Board of 
Fire Underwriters) 
FEBRUARY 9, 1954. 
Hon. ALFRED J. BOHLINGER, 
Superintendent of Insurance, 
New York, N.Y. 

Sir: As you know, section 28 of the New York insurance law requires that 
the superintendent shall make an examination into the affairs of every domestic 
casualty company at least every 3 years and every other (i.e., fire and marine) 
authorized domestic company at least once every 5 years. 

i The New York departmental examiners have just recently completed the exam- 
ination of all of the companies (both fire and casualty) in our group as of the 
end of the calendar year 1951. This examination of all of our group companies 
at the same time would not have been possible had not the examiners been will- 
ing to carry over the examination of our casualty companies (after a preliminary 
initiation of the examination) until the time came for similar examination of 
the fire companies. Since we are, perhaps, the most recent example of a com- 
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posite group of companies which has been examined by your department op a 
simultaneous basis, it is only logical that we should inquire as to when we ma 
expect the next examination and as to whether this too may be conducted op a 
group basis. 

In this connection we should emphasize that all of our group writings are 
now pooled through an internal reinsurance arrangement with the result tha 
each of our group companies has its percentage share of our entire group writ- 
ings in all categories (fire, casualty, and marine). In our view it would be 
difficult, if not impossible, for an examination of any of our companies to pp 
made without necessarily involving an examination of the remaining companies 
in the group. 

Whatever differences once existed as between fire and casualty companies now 
appear to have been largely dissipated as a result of the enactment of multiple 
line legislation in New York and elsewhere which permits companies in either 
category to write, either directly or by way of reinsurance, all lines of fire 
casualty, and marine insurance. In fact, we now have two companies in oy; 
group (the Queen and the Newark) which write directly a full line of casualty 
business and there would appear to be nothing which logically distinguishes them 
from our other two traditionally casualty companies (Royal Indemnity and Globe 
Indemnity). 

In view of the foregoing, it would appear to us that the law in New York 
should be changed so as to permit departmental examinations of domestic com. 
panies to be conducted with the same frequency and so as to permit group com. 
panies such as ours to be examined simultaneously. By reason of the heavy 
expense involved in such examinations, it would be our suggestion that the 
amended law require such examinations of casualty companies to be made “at 
least once in every 5 years,” thereby matching the existing requirement with 
respect to fire and marine companies. 

The purpose of this letter is to call your attention to this circumstance and 
to ask you to take the initiative in having the New York insurance law changed 
in this respect. If you should prefer that the impetus for such legislative 
change come from the company side, we should be glad to take the matter up 
with the National Board of Fire Underwriters and the Association of Casualty & 
Surety Companies but we should not wish to do so before knowing that your 
department is willing to interpose no objection to such legislation if introduced, 

In passing it might be mentioned that the national board has a special com- 
mittee on examinations which could be used as a vehicle for bringing this mat- 
ter to the attention of the National Association of Insurance Commissioners, 
However, since this subject is covered by statute in New York and would require 
a legislative change, it would appear that the more direct approach as far as 
New York companies are concerned is to send this inquiry to your department 
in order that the matter can be handled, if possible, during the current session 
of the New York legislature. 

We shall appreciate receiving your answer to this inquiry before proceeding 
further. 

Yours very truly, 
H. Cray JonHnson, General Counsel. 


MINUTES OF A REGULAR MEETING OF THE COMMITTEE ON LAWS OF THE NATIONAL 
BOARD OF FIRE UNDERWRITERS, HELD IN THE BOARD ROOM AT 85 JOHN STREET, 
NEW YORK, ON WEDNESDAY, FEBRUARY 17, 1954, aT 11 a.m. 


Present: C. A. Loughin, chairman; Messrs. John R. Barry, Millard Bartels, 
George R. Carey, Frank F. Dorsey, J. K. Hooker, H. Clay Johnson, P. J. Priore, 
and Francis Van Orman; also W. H. Tribou (representing C. L. Allen), J. G. 
Niederlitz (representing D. R. Ackerman, Cyril S. Hart (representing Don C. 
Bowersock), James Deegan (representing H. B. Collamore), John H. Dillard 
(representing James ©. Crafts), F. John Barclay (representing William T. 
Harper), Peter J. Korsan (representing K. B. Hatch), Philip Brown (represent- 
ing J. C. Hullett), EB. S. Coons (representing H. W. Miller), Russell Viering 
(representing John A. North), W. Howland (representing S. Dwight Parker); 
and Hugh Garland, counsel, American Equitable Assurance Co.; also General 
Counsel Berry, General Manager Vincent, and Ray E. Hughes of the staff. 

Advices of their inability to attend were at hand from Messrs. Hatch, Miller, 
Rattelman, and Rearden. 
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SASKATCHEWAN GUARANTEE & FIDELITY CO. 


Pursuant to the action at the last meeting the firm of Toomey & Hughes has 
been retained to give us an opinion as to the legality of the action of the insurance 
commissioner in granting a license to the Saskatchewan Guarantee & Fidelity Co. 


NAIC REINSURANCE SUBCOM MITTEE 


General counsel reported that the hearings of this subcommittee lasted one 
day. Lloyds did not appear, nor did any companies using Lloyds. Two brokers 
and a representative of the agents’ association advocated a looser rule than 
the present one of the commissioner. All segments of the business took a posi- 
tion favoring the continuation of the rule. The subcommittee is working on 
its report to be made to the NAIC in June. 


CALIFORNIA, SECTION 1101 


Reference was made to the opinion which the insurance commissioner of Cali- 
fornia has obtained from the attorney general. This opinion holds that the 
practice of insurance companies in paying brokerage fees or commissions for 
services rendered by a stock brokerage firm in the purchase of securities vio- 
lates section 1101, in those instances where a partner of the stock brokerage firm 
is a member of the company’s board of directors. 

Negotiations, not yet consummated, are pending with Commissioner Maloney, 
seeking an interpretation which will permit a stockbroker to remain on the 
poard of directors, provided the broker-director does not share in the profits 
arising from the transactions. 


UNAUTHORIZED PRACTICE OF LAW 


General counsel stated that attacks are being made on insurance company 
adjusting practices. 

New York has introduced a resolution to investigate alleged unlawful prac- 
tice of law. 

The judiciary committee in South Carolina is drafting legislation on the same 
subject. 

~ Louisiana Bar Association will have the subject on its agenda for its spring 
meeting. 

General counsel and representatives of other insurance organizations will 
meet with representatives of the American Bar Association in Atlanta on March 
6 and 7 in an effort to have complaints channeled through the association and 
disposed of there. 


NEW YORK CITY—-PROPOSED INCREASE IN GROSS RECEIPTS TAX 


The city of New York has caused to be introduced legislation seeking to in- 
crease the gross receipts tax from one-fifth of 1 percent to 1.33 percent. The lan- 
guage of the bill is ambiguous enough to permit argument that the tax extends to 
investment income in addition to premium. 


REPORTS OF SUBCOMMITTEES 

New York section 32 -A 

Pursuant to the action of this committee at its last meeting, the chairman 
appointed a subcommittee of three—Messrs. John R. Barry (chairman), George 
R. Carey, and E. S. Coons—to study the problem of increased assessments under 
section 32—-A of the New York insurance code. Under this section, domestic and 
alien companies domiciled in New York are assessed for excess of expenses of 
the New York Insurance Department over the amount of fees and refunds 
(excluding taxes). No meetings of this subcommittee have as yet been held. 


Joint subcommittee of laws and actuarial bureau committees on installment 
premiums 

A meeting of this joint subcommittee was held to review the question of the 
inclusion of service charges on deferred and annual renewal plans in premiums 
reported for underwriting experience. It was voted to recommend no change 
in the conclusions reached when the subject was last considered by the National 
Board of Fire Underwriters—one member of the subcommittee not voting. The 
laws committee concurred in the action of the subcommittee. 
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Taxation committee 


This subcommittee met on February 8, and made the following report: 

1. Aetna fire letter regarding catastrophe reserves.—In discussing catastrophe 
reserves, it was pointed out that up to this time all queries regarding such 
reserves had been associated with income tax deductions. While the committee 
appreciates the importance of a deduction for tax purposes when setting UD such 
reserves, it believes that the tax problem is secondary to the possible need for 
setting up such a reserve. In recent months, several executives have expressed 
the view that this business needs to set up catastrophe reserves particularly for 
earthquake and windstorm losses. If there is a business need for such reserves 
ther that need exists whether or not we are able to secure a tax deduction, ang 
furthermore that need should be determined by a committee other than your 
tax committee. 

As to the present status of such reserves for income tax purposes, the tax sub- 
committee can only report what it has previously reported— 

(1) that they do not believe any tax deduction will be allowed for yolyp. 
tary reserves; and 

(2) that the setting up of a compulsory reserve does not necessarily mean 
that an income tax deduction will be allowed. 

Following discussion it was voted that this problem be reported to the exeey. 
tive committee, with the suggesion that it be assigned to an appropriate com- 
mittee. 

2. Proposed income tag legislation permitting the spreading of income received 
on one year over several years.—It was recommended by the subcommittee op 
taxation that the national board take no action in connection with proposed legis- 
lation to spread income over a period of several years. This legislation is ip- 
tended to distribute income on a proper incurred basis and is being supported by 
some agents who want to report commissions received over a 3- or 5- year period 
instead of when received. Opposition to this legislation might raise some ques- 
tions with reference to section 204, under which stock insurers compute income 
tax. In this recommendation the committee on laws concurs. 

3. New York Insurance Department invitation to attend meeting to discuss 
possible change in July 1, 1951, ruling re installment premiums.—The subcom- 
mittee recommended that the national board be represented at the proposed 
meeting of the New York Insurance Department concerning treatment of install- 
ment premiums and that recommendation be referred to the laws committee for 
approval. 

It was the consensus that our subcommittee on taxation explore the situation 
with the department and report back to this committee. 


STATE REGULATORY ACTS UNDER PUBLIC LAW 15 


Pursuant to the action of this committee at its last meeting, the subcommittee 
of lawyers met and considered the request of the Eastern Underwriters Associa- 
tion that a study on a national plane be made— 

1. of the rating law provisions with respect to the rights of subscribers versus 
members of a rating organization ; 

2. of the possible effect of the application of the Fair Trade Practices Act to 
partial withdrawal from full subscribership. 

General counsel advised the lawyers’ committee was expanded to include 
counsel of companies represented on the laws and executive committees, resulting 
in 16 lawyers participating; also had the advantage of an explanation of New 
York rating procedures by Mr. Stanley and the benefit of the views of Attorney 
Kaplan who was the draftsman of the EUA letter. 

General counsel presented the report of the lawyers. Mr. Garland, represent- 
ing John R. Barry, presented a dissenting report. 

After discussion it was voted to approve the lawyers’ report; Messrs. Priore, 
Carey, and Barry voting in the negative. 

It was the sense of the meeting that the report, and approval thereof, be 
referred to the executive committee. 
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BILLS APPROVED FOR PAYMENT 


On motion duly made and seconded, it was voted to approve payment of the 
following bills, amounting to $10,317.96: 


Insurance Federation of Massachusetts__--- stm msasenntinideadoeniie $3, 250. 00 
Jennings, Strouss, Salmon & Trask, fee and expenses, Arizona esata shea 655. 63 
qurner, Harter & Padget, fee and expenses, South Carolina___-_-_~__ 812. 33 
Clarence C. Klocksin, Washington, D.C., fee____-------------------- 5, 000. 00 
J. Francis Fowles, attorney fee, Utah_-----------------~------------ 500. 00 
Mississippi Legislative Service_~---------------------------------- 100. 00 


ADJOURN MENT 


“There being no further business to come before the committee, the meeting 


adjourned at 1:15 p.m. 
J. RAYMOND Berry, Secretary. 


PaciFic FirE RATING BUREAU, 
San Francisco, February 23, 1954. 
Hon. J. R. MALONEY, 
Insurance Commissioner, State of California, 
San Francisco, Calif. 

Dear Str: Under date of December 7, 1953, we received a notice from the 
North America companies of partial termination of their subscribership to the 
rating services of this bureau ; the effective date is stated as March 1, 1954. The 
notice indicates that a copy was sent to you. 

We have notified the North America companies that we reject their purported 
notice of partial termination of subscribership. A copy of our letter to them is 
enclosed. 

In addition to this rejection and the grounds of rejection noted in our said 
letter to the North America companies, we hereby formally protest the proposed 
action of the North America companies. We respectfully request that you take 
appropriate steps to prevent the North America companies from embarking upon 
their proposed course of action, thereby protecting the interests of this bureau 
and its members and subscribers and preserving the integrity of the rating laws 
of your State. 

1. Rating organizations, their members, and their subscribers have a legal 
status under the rate laws, and within the framework of those laws you have 
jurisdiction over their activities and relationships. We believe that you have 
both the power and responsibility of preserving and protecting licensed rating 
organizations so that they may adequately perform the functions for which they 
are intended. We respectfully submit that the points made in our letter of rejec- 
tion of this date to the North America companies are within the purview of your 
jurisdiction and justify (if not require) attention and official action on your 
part. 

2. The course of action upon which the North America companies have em- 
barked violates both the letter and the spirit of the rate law of your State. A\l- 
though no rate filing is required by that law, the law does contemplate that each 
insurer not using the rates of rating bureau shall arrive at, prepare, and be able 
to support its rates independently. 

3. If this bureau were to acquiesce generally in similar actions by its sub- 
scribers, as they saw fit to embark on them, the effect would be to make it very 
easy for them to evade the provisions of the rate law; and the integrity of rate 
regulation would thereby be imperiled. 

4. The rate law of your State contemplates that concerted activities of insurers 
with respect to ratemaking must be conducted strictly within the framework of 
the rate law ; otherwise such concerted activities may violate State and Federal 
antitrust laws. It follows that concert-developed rates may only be used by an 
insurer as a member or subscriber of a licensed rating organization. The intent 
of the North America companies to use the rates of this bureau as a nonsubscriber 
is not legally permissible. 

Please acknowledge receipt of this letter, and advise us of any action taken 
by you. 

Yours very truly, 
——, Executive Secretary. 
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PaciFic FIRE RATING Bureau, 


February 23, 1954. 
NortH AMERICA Cos. 


Philadelphia, Pa. 
(Attention of H. R. Heilman, vice president). 


GENTLEMEN: We hereby reject the purported partial termination of your gyp. 
scribership to the rating services of this bureau, as notified to us in your letter 
of December 7, 1953, applying to the States of California, Montana, Nevada, 
and Utah; also as notified to our Oregon division in your letter of December 7, 
1953, addressed to Oregon Insurance Rating Bureau; and as notified to oy 
Arizona division in your letter of December 7, 1953, addressed to our Arizona 
Fire Rating Bureau. We note that you have sent copies of these letters to the 
respective insurance commissioners, and we are likewise sending a copy of this 
letter to each of them. 

1. We do not recognize the right of a subscriber to partially terminate its 
subscribership. 

2. We do not recognize the right of a subscriber to partially terminate jts 
subscribership to the extent attempted by your said notice. 

3. We have been informed that you have already appropriated and intend to 
continue to appropriate the bureau’s dwelling rates and rate publications to 
your own use even after the supposed date of termination of your subscriber- 
ship with respect to these rates. These rates were developed by the bureau at 
considerable expense borne by all of its members and subscribers. They were 
made available to you only because your subscribership to bureau services jn- 
cluded these rates. Your attempt to terminate your subscribership for dwelling 
rates, and at the same time to continue to use these rates for your own opera- 
tions, indicates to us that your notice of termination was not given in good 
faith. 

4. Your notice and subsequent conduct as outlined above are compounded 
of unfair competitive and trade practice that will substantially damage the 
bureau, its members, its other subscribers, and the insuring public. 

5. Your notice and subsequent conduct as outlined above are in violation of 
general rules of this bureau which provides that all publications supplied by 
the bureau are and remain bureau property and are only loaned to and held in 
trust by members and subscribers “during continuance of membership or of 
subscribership.” 

6. Your attempt to appropriate the bureau’s dwelling rates and rate publi- 
cations to your own use violates the specific property right of the bureau, the 
common law copyright to our rates and publications. 

We trust that you will reconsider your course of action. Meanwhile, we re- 
serve all rights now or hereafter available to us to resist your course of action, 
to object to and oppose your rate filings and your appropriation and use of 
bureau rates and rate publications, and to take such other steps with respect 
to these matters as we may be advised. 

Enclosed herewith are copies of our letters of even date to the several insur- 
ance commissioners. 

Yours very truly, 


F. H. Hawkins, Evecutive Secretary. 


PAcIFic FrreE RATING BuREAU, 


February 23, 1954. 
Hon. JouHn J. HoLMEs, 


Commissioner of Insurance, State Capitol, 
Helena, Mont. 


Dear Sir: Under date of December 7, 1953, we received a notice from the 
North America Cos. of partial termination of their subscribership to the rating 
services of this bureau; the effective date is stated as March 1, 1954. The notice 
indicates that a copy was Sent to you. 

We have notified the North America Cos. that we reject their purported notice 
of partial termination of subscribership. A copy of our letter to them is enclosed. 

In addition to this rejection and the grounds of rejection noted in our said 
letter to the North America Cos., we hereby formally protest the proposed action 
of the North America Cos. We respectfully request that you take appropriate 
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steps to prevent the North America Cos. from embarking upon their proposed 
course of action, thereby protecting the interests of this bureau and its members 
and subscribers and preserving the integrity of the rating laws of your State. 

1. Rating organizations, their members, and their subscribers have a legal 
status under the rate laws, and within the framework of those laws you have 
jurisdiction over their activities and relationships. We believe that you have 
poth the power and responsibility of preserving the protecting licensed rating 
organizations so that they may adequately perform the functions for which they 
are intended. We respectfully submit that the points made in our letter of 
rejection of this date to the North America Cos. are within the purview of your 
jurisdiction and justify (if not require) attention and official action on your part. 

9. The course of action upon which the North America Cos. have embarked 
violates both the letter and the spirit of the deviation and minority appeal 
sections of the rate law of your State. These contemplate that rate filings made 
by a rating organization must be observed by those for whom they were made, 
except to the extent that the law specifically permits otherwise and then only 
the procedures and under the conditions and restrictions specifically set forth. 

3. The course of action upon which the North America Cos. have embarked 
violates both the letter and the spirit of the rate filing sections of the rate law 
of your State. These contemplate that rates filed by an insurer shall be rates 
independently prepared and supportable, and not merely “borrowed.” 

4. If this bureau were to acquiesce generally in similar actions by its sub- 
scribers, as they saw fit to embark on them, the effect would be to make it very 
easy for them to evade the deviation, minority appeal, and the filing sections of the 
rate law. The integrity of rate regulation would thereby be imperiled. 

5. The rate law of your State contemplates that concerted activities of insurers 
with respect to rating making must be conducted strictly within the framework of 
the rate law; otherwise such concerted activities may violate State and Federal 
antitrust laws. It follows that concert-developed rates may only be used by 
an insurer as a member or subscriber of a licensed rating organization. The 
intent of the North America Cos. to use the rates of this bureau as a non- 
subscriber is not legally permissible. 

Yours very truly, 
F. H. Hawkins, Evecutive Secretary. 


FEBRUARY 23, 1954. 
Paciric FrrE RATING BUREAU, 
Merchants Exchange Building, 
San Francisco, Calif. 
(Attention of Mr. A. W. Gilbert, General Manager). 


GENTLEMEN: By letter dated December 7, 1953, the Insurance Co. of North 
America and the Philadelphia Fire & Marine Insurance Co. terminated their 
subseribership to the rating services of the bureau for the dwelling classes only 
(009, 019, 029, and 011). This termination was stated to be effective March 1, 
1954, for Montana. 

On the same date these two companies made an independent rate filing for 
the said dwelling classes with the State auditor and commissioner of insurance. 

With respect to our subscribership to the dwelling classes, we wish to leave 
effective the termination notice of December 7, 1953, but to change the effective 
date noted therein from March 1, 1954, to such date in the future as we may 
subsequently advise you of. 

We wish to postpone the effective date because the State auditor and commis- 
sioner of insurance has not approved our independent filing, and we cannot de- 
termine now when our negotiations with him will be terminated. As soon, 


however, as the outcome and effective date become known, we shall advise you 
immediately. 


Yours very truly, 
H. R. Het_tMAn, Vice President. 
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THE NATIONAL Boarp OF FirE UNDERWRITERS, 


New York, February 25, 1954 
Mr. J. C. HULLETT, 2 


Chairman, Executive Committee. 
Deak Siz: The committee on adjustments held a meeting on February 11, 


ARBITRATION CASE 


Unanimous opinion was rendered in one fire-inland marine arbitration case and 
companies at interest have been duly advised. 


JETPLANES—CONCUSSION DAMAGES 


Whereas in Pacific coast territory concussion damage is covered under the 
vehicle endorsement of the extended coverage endorsement, although such is 
not the case in other sections of the country because of the language “actya| 
physical contact of an aircraft or a vehicle with the property covered hereunder” 
there is a possibility of exposure to liability under the explosion portion of the 
extended coverage endorsement. It was recommended that a report of the 
subcommittee, who dealt with this subject, go forward to the manager of the 
interregional insurance conference for the consideration of the regional 
organizations. 


CIGARETTE SCORCH CLAIMS 


Attention was directed to cigarette scorch claims generally and the problem 
involved in connection with all-risk covers, such as the personal property floater 
policy. Upon motion, duly made and seconded, it was voted that in cooperation 
with the general manager of the Inland Marine Underwriters Association a bulle. 
tin be prepared for general distribution to the companies reaffirming what has 
previously been circularized to companies, with additional reference to the 
coverage afforded under all-risk policies. 


* * * + * * 





MARCH 1, 1954. 
Re Deviation North American Companies. 
Pactric FIRE RATING BUREAU, 
San Francisco, Calif. 
(Attention F. H. Hawkins, Executive Secretary). 

GENTLEMEN: The Montana Insurance Department acknowledges receipt of 
yours of February 23, relating to the above captioned. 

The third objection which you have entered relative to the rates filed by the 
North American Companies, is that it violates both the letter and the spirit of 
the rate-filing sections of the rate law of the State of Montana. In relation to 
this objection predictaed upon the thought that the rates generated by a com- 
pany must be intelligently prepared and supportable, not merely borrowed, your 
attention is directed to section 40-2404, R.C.M. 1947, wherein it is specifically 
provided : 

“A rating organization shall: (1) permit any admitted insurer or ‘group’ 
to obtain and use at its option such rating organizations’ rates and rating 
manuals at a reasonable cost without discrimination and without any require 
ments to become a member or subscriber ;” 

The code section, undoubtedly, must be read in the language in which it is 
written. The language is too plain to admit of any highly technical interpreta- 
tion. The language provides that a rating organization shall permit an insurer 
to obtain and use rates and rating manuals at a reasonable cost without discrim- 
ination and without any requirement to become a member or a_ subscriber. 
This raises the question, Has your rating organization taken up the question 
with the North American Companies of the North American Companies paying 
your rating organization a reasonable cost for its use of your bureau’s rating 
manuals? We can conceive that the manuals were obtained while the North 
American Companies were a member or a subscriber to your bureau. However, 
it would appear that the North American Companies are withdrawing as a 
bureau member or a subscriber insofar as classification of coverages named in 
the independent filing are concerned. Services rendered as a subscriber or a 
inember on a subscription fee would, apparently, be one matter and the use 
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of rating manuals as provided for in the above referred to code section is 
another matter. ; } : 

The use of the manuals and your rates by an admitted insurer without re- 
quiring the insurer to become a member or a subscriber to your bureau strikes 
to the preponderance of the other objections which you have made to the filing. 
These objections are that the independent filer should make their own rates and 
do their own work in compiling the rates. However, the statute seems to be to 
the contrary. ; 

The department notes in your letter to the North American Companies that 
you question the right of the companies to partially terminate subscribership to 
the extent attempted in the notice which was sent to the department and to your 
company re the termination of subscribership for the dwelling classes only 
(009, 019, 029, and 011). This, of course, raises another question which is not 
clearly set forth in what appears to be your letter of protest. 

In light of the above and foregoing, your comments are respectfully requested. 

Very truly yours, 
JOHN J. HOLMES, 
State Auditor and Ex Officio Commissioner of Insurance. 


MINUTES OF THE MEETING OF THE SUBCOMMITTEE OF THE SPECIAL COMMITTEE ON 
STATISTICAL DATA OF THE NATIONAL BOARD OF FIRE UNDERWRITERS, HELD IN 
THE CONFERENCE ROOM, 85 JOHN STREET, N.Y., WEDNESDAY, Marcu 3, 1954, 
AT 2 P.M. 


Present: Mr. Philip S. Brown, chairman, and Messrs. J. M. Donovan, Hugh 
Garland (representing Mr. J. R. Barry) and J. G. Niederlitz. There were also 
present Messrs. J. H. Finnegan and R. E. Hughes of the national board staff. 

Telephonic advice of his inability to attend was received from Mr. H. Clay 
Johnson. 

The chairman opened the meeting by referring to the five points of study 
outlined in letter appointing this subcommittee as follows: 

(1) A reexamination of the rating standards which were developed with the 
assistance of the national board’s subcommittee on underwriting profit and filed 
with the Illinois department. 

(2) A reexamination of the national board statistical plan in the light of 
No. (1) and consideration of ways and means of having the national board sta- 
tistical plan for expenses adopted in all States. 

(3) Review of the method of allocating overhead expense as provided in the 
national board statistical plan. 

(4) Application of the determination regarding allocation of overhead expense 
to regulation No. 30 in New York for the purpose of discovering inconsistencies 
as between the two. 

(5) Recommendations with reference to regulation No. 30 for possible use in 
conferring with the New York department. 

It was decided that review of item No. (1) was the logical first step looking 
toward the development of general principles that would be applicable country- 
wide. 

It was the unanimous view that the scope of such general principles would be 
standards for fire and allied fire lines, and that in developing the principles 
sufficient background data on the underwriting profit formula would be enunci- 
ated so as to make the principles a complete presentation. 

Review of the standards dated April 24, 1952, developed in connection with 
the request of former Director of Insurance Day for the State of Illinois re- 
sulted in the following : 

(a) The principle of the underwriting profit formula (namely the deduction 
from earned premiums of incurred losses and incurred expense with a remainder 
sufficient to cover the allowance for catastrophe and underwriting profits) is to 
be applied to the line of business under review, i.e., fire or extended coverage or 
other allied fire lines. 

(b) The experience compiled under the national board statistical plan for 
earned premiums, incurred losses, and expenses for respective States or rating 
territories is suitable for use in this connection. General reviews for sub- 
division not covered by national board reports are not contemplated. 

(c) The principle enunciated in the undewriting profit formula with ref- 
erence to a tolerance zone on either side of the underwriting profit and catastro- 








3574 THE INSURANCE INDUSTRY 


phe allowance, within which range there need not be disturbance of existing 
rates, is found to be in the public interest. 

(d) The amount of adjustment needed on the entire line will be indicate by 
the application of the underwriting profit formula to the line of business under 
review. 

(e) If an increase or decrease in the overall rate level for the line or lines 
under consideration by the rating bureau is indicated, such adjustment may be 
effected by adjustments or revisions in the rates, schedules, or systems which 
go to make up the overall line experience. 

(f) Even though the review on the overall line does not indicate a change js 
necessary, changes in rates, rating schedules, and rating systems may stil] be 
made by the rating organization if, in its judgment, such changes are deemed 
appropriate. 

With reference to e and f, the rating organization, with the assistance of 
advisory organizations, will, where necessary, consolidate the classified under. 
writing experience; i.e., earned premiums and incurred losses by occupancy 
classes subdivided by construction and protection as developed under the ha- 
tional board statistical plan and the standard classification of occupancy haz. 
Pe for approved by the National Association of Insurance Commissioners in June 
1946. 

Members of the subcommittee were furnished copies of the report of the 
special subcommittee on underwriting profit or loss, NAIC fire and marine eom- 
mittee dated June 9, 1949, and copies of the current edition of the statisticea) 
plan of the National Board of Fire Underwriters for earned premiums, jp. 
curred losses and expenses. 

The staff will draft for further study by the subcommittee a statement of gen. 
eral principles in accordance with the discussion at this meeting. 


ADJOURN MENT 


There being no further business, the meeting was adjourned at 4:45 p.m. 
L. A. VINCENT, Secretary. 


GENERAL PRINCIPLES—REVISION OF RATE LEVELS, FIRE AND ALLIED Fire Lines 


The general procedure for review of rate levels for fire and allied fire lines 
involves the application of the principles set forth in the underwriting profit 
formula to the line of business under review. This involves a detremination 
of underwriting profit by deducting from earned premiums incurred losses and 
incurred expenses and the resulting profit compared with the provision for 
undewriting profit allowance, including a provision for catastrophes to deter- 
mine whether or not an overall adjustment of rates for that line of business, 
i.e., fire or extended coverage, or other allied fire lines, is indicated. 

Experience compiled under the national board statistical plan for premiums 
earned, losses incurred, and expenses incurred for the territory under the 
jurisdiction of the rating bureau concerned, furnishes the necessary data for the 
application of the foregoing formula. The rating bureau may adjust premium 
data in order to give recognition to changes in rates made effective during the 
period under review. 

In the provision for underwriting profit catastrophes, a tolerance zone on 
either side of the percentage allowance employed is considered to be in the 
public interest, and, if the results of the application of the formula come within 
that range, no change in existing rate levels is required. The amount of the 
indicated increase or decrease in the overall rate level will be effected by con- 
sideration of the classified underwriting experience, i.e., earned premiums and 
incurred losses as developed by the application of the national board statistical 
plan to the standard classification of occupancy hazards which was approved 
by the NAIC in June 1946. Such occupancy experience may be grouped ac- 
cording to filed rates, rating schedules or rating systems by the rating organiza- 
tion with the assistance of advisory organizations where necessary. 

Even though the application of the underwriting profit formula to the line or 
lines under consideration by the rating bureau does not indicate changes in the 
overall rate level, changes in the rates, rating schedules or rating systems may 
still be made, if in the judgment of the rating organization such changes are 
deemed appropriate. 
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Sting STATE OF CALIFORNIA, 
DEPARTMENT OF INSURANCE, 

ad by San Francisco, March 9, 1954. 

inder Re partial termination of subscribership of North America Cos. 


paciric Fire Rating Bureau, 


ines ‘rancisco, Calif. 

y be | Pretion of Mr. F. H. Hawkins, executive secretary. ) 

ee Deak Siz: As requested in the last paragraph thereof, this will acknowledge 

ge ig ) receipt of your letter of February 23, wherein you advise this office of the receipt 

ll be by you of notice from the North America Cos, of partial termination of their 

omed subscribership to the rating services of your bureau and of your notification to 
North America Cos. of your rejection of their purported notice of partial 

"e of termination of subscribership. 

nder In your letter of February 23 you formally protest to this department the pro- 

ane action of North America Cos. and request that we take appropriate steps 

. a to prevent it. You also respectfully submit that the points made in your letter 


ha | of rejection to the North America Cos. are within the purview of our jurisdiction 
2 | and justify, if not require, attention and official action on our part. 


= We have thoroughly considered your letter of February 23 and respectfully 
’ the advise you that we are of the opinion that your protest is not properly directed to 
con this department and that official action upon our part at your request is neither 


tica] | justified nor required. 
Very truly yours, " 
JOHN R. MALONEY, Insurance Commissioner. 


MINUTES OF THE MEETING OF THE SPECIAL COMMITTEE OF CHIEF EXECUTIVES OF 
THE NATIONAL BOARD OF FIRE UNDERWRITERS, HELD IN THE LUNCHEON Room, 
85 JOHN STREET, NEW YORK, WEDNESDAY, Marcu 10, 1954, ar 12 Noon 


ry. Present: Mr. H. W. Miller, chairman, and Messrs. K. E. Black, Wm. A. Hebert, 
J. Victor Herd, J. C. Hullett, W. J. Reynolds, and Bruno C. Vitt. 
There were also present General Manager L. A. Vincent and General Counsel 


INES J. Raymond Berry of the national board staff. 

Advices of their inability to attend were received from Messrs. John R. Cooney, 
a K. B. Hatch, and John A. North. 
TO 


Following the reading of resolution adopted at the February 25 meeting of the 


ton executive committee under which this special committee was appointed, the 
and chairman asked General Counsel Berry to review the request from the Pastern 
for Underwriters Association and the situation which obtains as shown by informa- 
eter- tion received from the several rating bureaus relative to the status of the 
ness, question of partial subscribership in rating bureaus . 

| The question of whether this is a proper subject for the National Board of 
ums Fire Underwriters was discussed fully. As a result of this discussion, it was 
the decided that consideration be given the question of the right of a company to 
ioe take limited subscribership in a rating bureau. 


Upon motion duly made and seconded, the following resolution was unani- 
the mously adopted : 


“Resolved, That current questions involving claimed right to partial subseriber- 


> On ship in fire insurance rating organizations are of common concern to all members 
the of the National Board of lire Underwriters, and that the national board under- 
thin take to oppose the recognition of such claimed right; and to this end, as a first 
the step, that special counsel be retained.” 
con- Question was raised as to the committee’s requesting discharge in connection 
and with the presentation of this resolution to the executive committee. It was the 
‘ical view, however, that since three members of the committee could not be present, 
ved copies of the above resolution be sent to those individuals as well as to those 
ae present for review with the understanding that another meeting would be held 
\iza- if comments from the members of this committee indicated the desirability of 
such further convening. 

- ADJOURNMENT 

e 
may 4 ere being no further business, the meeting, upon motion, was adjourned at 
are 05 p.m. 


L. A. VINCENT, Secretary. 


47932—60—pt. 6———28 
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MakoH 10, 1954, 
From: The National Board of Fire Underwriters General Office, New York. 
For: Mr. J. Raymond Berry. 
Messrs. JOHN R. Cooney, K. B. Hatcou, JoHN A. NortH. 


GENTLEMEN: The special committee appointed in keeping with the resolution 
adopted at the February meeting of the executive committee met today, Fol. 
lowing full discussion over a period of 3 hours, the attached resolution was 
unanimously adopted. 

Messrs. Miller (chairman), Black, Hebert, Herd, Hullett, Reynolds, and Vitt 
were in attendance. 

This resolution will be reported to the executive committee at the meeting 
which will be held on Thursday, March 25. Any comments you may have will 
be appreciated and the special committee adjourned this afternoon with the 
understanding that, if necessary, another meeting would be held prior to the 
meeting of the executive committee. 

Very truly yours, 
L. A. VINCENT, General Manager, 


Resolved, That current questions involving claimed right to partial subscriber. 
ship in fire insurance rating organizations are of common concern to all members 
of the National Board of Fire Underwriters, and that the national board under. 
take to oppose the recognition of such claimed right; and to this end, as a first 
step, that special counsel be retained. 


Marcu 10, 1954. 


MARCH 11, 1954, 
Re Associated Factory Mutual Fire Insurance Companies—Assessment basis, 
Mr. Harry HAZLEHURST, 


Manager, Insurance Rating Bureau of the District of Columbia, Washington, 
D.C. 


Deak Mr. Hazitenurst: This is in reply to your letter of February 11, 1954, 
transmitting for my review and opinion a letter addressed to you by Associated 
Factory Mutual Fire Insurance Companies, with respect to the proper basis for 
assessments for the maintenance of the insurance rating bureau. 

The legal basis for the assessment of member companies for the maintenance 
of the insurance rating bureau is established by title 35, section 1404 of the Dis. 
trict of Columbia Code, 1951 edition, reading in part as follows: 

“The rating bureau, subject to the approval of the superintendent, shall ap 
portion the expenses of its operation among its members in proportion to the 
premium income on risks.” 

The act also provides that “The rating bureau shall have power to establish 
reasonable * * * bylaws for its government * * * but such * * * bylaws 
* * * shall be approved by the superintendent before becoming effective.” 

Pursuant to the authority granted by this law the rating bureau adopted the 
following excerpt from article IX of its constitution for the apportionment of 
costs among its members: 

“Assessments for the maintenance of the bureau shall be levied by the gov- 
erning committee, and are to be based on the gross premiums, less return pre 
miums, of the previous calendar year from direct business transacted in the 
District of Columbia * * * as shown by the sworn annual statement of each of 
the members.” 

This constitution was submitted to and approved by the superintendent of 
insurance on September 6, 1944, which was approximately the same time the 
bureau was established pursuant to the provisions of the hereinbefore referred 
to act. Since the inception of the bureau, assessments have been consistently 
based on “gross premiums, less return premiums.” 

Counsel for the Associated Factory Mutual Fire Insurance Companies, Mr. 
Ambrose Kelly, suggests that this method be departed from in arriving at the 
basis of assessment for his companies. 

In the light of the foregoing quoted portions of the law and the bureau con- 
stitution, it is my opinion that change in the method of assessment without 
change in the regulations and law would be unlawful. Factully the Associated 
Factory Mutual Fire Insurance Companies operate in a manner very similar to 
other mutual companies. Indeed, the only material difference seems to be that 
the dividend paid by the Factory Mutual Co. exceeds the ordinary dividend of 
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other mutual companies. It is my feeling that if premium income is to be the 
pasis, as indeed it- must under the act, no consideration can be given to divi- 
dends. While the dividends of the Factory Mutual Co. have been high, this does 
not serve to distingush their operations as a matter of legal principle from those 
of other mutual companies. ' 

Finally, it may be observed that the premium income of the Factory Mutual 
Co. is, as in the case of other insurance companies, available for fire losses and 
expenses. LM 

Therefore, for the reason stated, I am of the opinion that the bureau is pre 
cluded by law from acceding to the request of the Associated Factory Mutual 
Fire Insurance Co. 

Very truly yours, 
ALBERT F’. ADAMS. 


Excerpt From MINUTES OF COMMITTEE ON LAWS FOR MARCH 17, 1954 
NEW YORK H.B. 334 


This bill has passed the house and provides for a penalty of 100 percent of 
the tax for failure to pay the fire department tax on time. It is our belief the 
pill will not pass. : . 

Section 32-A. In response to an inquiry from a member, general counsel ad- 
vised that no legislation has been introduced to change the provisions of this 
section. 

UNAUTHORIZED PRACTICE OF LAW 


General counsel attended the American Bar Association meeting in Atlanta on 
March 6 and 7 and advised three changes in the statement of principles had been 
agreed upon, which in his opinion are not changes of substance. These changes 
will be considered when the American Bar Association meets in August. Beyond 
that no action was taken on so-called unauthorized practice of law by adjusters. 

South Carolina.—The legislation with reference to adjustment practices which 
is under consideration by the judiciary committee has not yet been introduced. 

Louisiana.—The Louisiana Bar Association will consider this subject (un- 
authorized practice of law) at the State bar meeting this spring, immediately 
prior to the opening of the legislature. 


MISSISSIPPI—-LEGISLATION 


The bill increasing our premium tax from 3 to 6 percent has been amended 
and would reduce our tax from 3 to 2.75 percent. It would increase the tax on 
domestic companies and life insurance companies and thus increase State 
revenues. It now appears no tax legislation will be passed unless the U.S. 
Supreme Court segregation litigation is decided prior to the closing of the 
Mississippi Legislature. 


OHIO——-MULTIPLE LINE LEGISLATION 


General counsel referred to a proposal made by Ohio interests that a public 
relations counsel be employed, with an estimated budget of $50,000, in an at- 
tempt to secure the passage of multiple-line legislation at the 1955 session. 

After consideration, it was the sense of the meeting that the national board 
have nothing to do with this program, it being understood that general counsel 
is still under instructions to try and secure the enactment of multiple-line legis- 
lation in Ohio. 


ALLSTATE TAX FORMULA 


Following the meeting at the Hampshire House on January 11, at which time 
the members of our subcommittee received copy of the proposed tax formula 
of the Allstate Insurance Co., that company agreed to supply us with copies for 
distribution to our membership. In comparing those copies (just delivered) 
with the material distributed at the Hampshire House, we find that the latter 
has been generally revised. We have therefore referred the subject to our sub- 
committee on taxation which will consider it at its meeting on March 19. 
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ARKANSAS—-INVESTIGATION OF RATING BUREAU 


General counsel referred to newspaper articles on the investigation of the 
rating bureau. Time for hearings has not yet been scheduled but the matter 
should have immediate attention by companies. 


KENTUCKY—LITIGATION 


An action has been started in Kentucky against seven companies, members 
of the national board. The action is based on an alleged loading of insuranes 
rates both for municipal taxes and an additional charge to cover expense. jt 
is claimed that such loading is not provided for by the statutes. The action 
seeks a declaratory judgment to the effect that these charges are illegal ang 
seeks recoupment of all such charges made in the State of Kentucky for the pagt 
10 years. 

The suit extends beyond the seven companies in that they are named as 
representatives of a class consisting of all companies writing fire insurance jp 
the State of Kentucky, and it is brought by four plaintiffs, one of whom is attor. 
ney for the plaintiff himself, on behalf of all purchasers of fire insurance in the 
State of Kentucky. 

We have retained the firm of Ogden, Galphin & Abell to represent the named 
company defendants and any other members of the national board who may be 
drawn into this litigation. 

Time for appearing or addressing any action to the pleadings has been ex. 
tended to April 5. Members have been furnished with copies of the complaint, 


BILLS APPROVED FOR PAYMENT 


On motion duly made and seconded, it was voted to approve payment of the 
following bills, amounting to $1,517.64: 


South-Eastern Underwriters Association___._..___-__-__-_____________ $67. 64 
Lemle & Kelleher, attorney fee, Louisiana__________________________ 1, 350. 00 
Mississippi Legislative Reporting Service____--.--_---_-----__-_____ 100. 00 


PACIFIC FIRE RATING BUREAU, 
March 18, 1954. 
Hon. JoHn J. HOLMEs, 
State Auditor and Ex Officio Commissioner of Insurance, 
Helena, Mont. 


Dear Sir: This will acknowledge receipt of your letter of March 1 relating 
to the North America Companies. 

We agree with you that your code section 40-2404 is clear with respect to 
the obligation of a rating bureau to furnish services to an insurer without 
requiring that insurer to become a member or subscriber. We wish to make it 
entirely clear that we are and always have been prepared to conform to this 
and all other requirements of Montana law. 

However, we call your attention to the fact that North America has never 
requested services or material from this bureau, except as a subscriber. Neither 
has any other company. If a request for such service is made, doubtless our 
governing committee would entertain it under the provisions of your code and 
would fix a price for the services or materials requested. 

We do not think that the provisions of section 40-2404 in any way diminish 
the force of the position we have taken and which we outlined to you in our 
letter of February 23. The fact that, as between a rating bureau and an in- 
surer, the latter is entitled to buy services or material available from the former 
and use it or not as it sees fit, does not mean that the insurer can appropriate 
such services or material without compensation. Neither does it mean that 
rates filed by an insurer on its own behalf can be justified as meeting the 
standards of the rate law merely because at one time they were promulgated 
by a rating bureau. 

We respectfully submit that the provisions of section 40-2404 do not “strike to 
the preponderance of the * * * objections” which we have made to the filing. 

Yours very truly, 


F. H. Hawkins, Evecutive Secretary. 
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Marcu 24, 1954. 
NortH AMERICA COMPANIES, 
Philadelphia, Pa. 
(Attention Mr. H. R. Heilman, vice president). 

GeNTLEMEN: In reference to your companies withdrawing from the Mon- 
tant Fire Rating Bureau insofar as dwelling classes only (009, 019, 029, and 
(11) are concerned, the Montana Insurance Department will advise that it has 
communicated with the rating bureau in reference to this matter and has found 
that your company has never made overtures to the rating bureau to procure 
rate schedules from the bureau and to use the same at a reasonable cost. 

In reference to this matter, your attention is directed to section 40-2404, 
R.C.M. 1947. 

The fact that your companies secured the rates from the bureau as a sub- 
geriber, perhaps, would not satisfy this code provision where you are with- 
drawing your subscription from the rating bureau and then making an offset 
printing reproduction of the rates for your companies’ personal use. The rates 
were furnished to you under your subscription arrangement, but only to be 
used as a subscriber. It would therefore appear that if your companies intend 
to use the rates as a honmember, or a nonsubscriber to the bureau, it would 
have to, according to the Montana code, pay the bureau a fee for the use of the 
rates. This, apparently, your companies have not done. 

Your comments are respectfully requested. 

Very truly yours, 
JOHN J. HOLMEs, 
State Auditor and Ex Officio Commissioner of Insurance. 


OFFICE MEMORANDUM 
Marcu 24, 1954. 
To: J. Raymond Berry, general counsel. 
From : Jack G. McKenzie, assistant general counsel. 
Subject: Partial termination of subscribership, North America Companies. 
Deak Ray: As I advised you in our telephone conversation of Monday, I am 
enclosing correspondence between the Pacific Fire Rating Bureau and the Insur- 
ance Department of California. 
Kindest regards. 
Sincerely, 
Jack G. MCKENzIk£, Assistant General Counsel. 





Tue NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, March 25, 1954. 


Report of Special Committee of Chief Executives. 


Mr. J. C. HULLETT, 
Chairman, Executive Committee. 


Deak Stmr: The special committee appointed at the February 25 meeting of 
the executive committee met on March 10. 

The committee reviewed the request from the Eastern Underwriters Associ- 
ation and the situation which obtains in the various States, the latter based on 
information received from the several rating bureaus on the question of partial 
subscribership in those organizations. 

The following resolution was adopted: 

“Resolved, That current questions involving claimed right to partial sub- 
seribership in fire insurance rating organizations are of common concern to all 
members of the National Board of Fire Underwriters, and that the national 
board undertake to oppose the recognition of such claimed right; and to this 
end, as a first step, that special counsel be retained.” 

Respectfully submitted. 

H. W. MILter, Chairman. 
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EXCERPT FROM MINUTES OF OFFICERS CONFERENCE FOR MARCH 25, 1954 


25, 


EMPLOYEE BENEFITS 


The general manager reported the proposal made by the representatives of the 
four major industry associations relative to group life and group hospitalizatioy 
programs as per memorandum attached. 

It was the view of the officers that consideration be given to including in the 
same program, if possible, the General Adjustment Bureau which would make 
available a broader base and higher limits of group insurance. 


CALCULATION OF UNEARNED PREMIUM RESERVE 


Approval was voted of memorandum as per copy attached which was sent to 
each member of the officers conference with call for the meeting. The manage. 
ment was authorized to so advise the companies interested in this question. 


SUBSCRIBERSHIP TO THE ACTUARIAL BUREAU—ELIGIBILITY 


Copy of memorandum which was sent to the officers with call for the meeting 
is attached. It was unanimously voted to refer the matter to the committee on 
membership with the recommendation that a company which is a subscriber of 
another statistical agency for filing of experience under the standard classification 
for occupancy hazards as adopted by the National Association of Insurance 
Commissioners January 1, 1947, and as subsequently amended is not eligible for 


membership in the national board or for subscribership to the Actuarial Bureay. 
Adjournment. 


Marcu 25, 1954, 
MEMORANDUM FOR OFFICERS CONFERENCE 


SUBSCRIBERSHIP TO ACTUARIAL BUREAU—ELIGIBILITY 


The following extract is from the minutes of the Actuarial Bureau Committee 
meeting of March 9, 1954: 


“Subscribership to Actuarial Bureau—Eligibility 


“General Counsel Berry was invited into the meeting for a discussion of the 
question which was referred to him at the last meeting; namely, whether or not 
confidential classified reports of the National Board of Fire Underwriters consti- 
tute a public document that can be reproduced by another organization or re 
leased by insurance departments. This had grown out of the report that the 
vice president of a company subscribing to the Actuarial Bureau had been elected 
an officer of the National Association of Independent Insurers. Further inquiry 
revealed that at least one other company member of the board was also a member 
of the National Association of Independent Insurers and that the All State 
Insurance Co. had made inquiry as to subscribership in the Actuarial Bureau. 

“Discussion ensued from which it was the consensus that the question of 
whether or not membership in the National Association of Independent Insurers 
makes a company ineligible for membership in the National Board of Fire Under- 
writers is only one facet of a much broader problem which should be considered 
at a higher level. It was therefore, upon motion duly made and seconded, voted 
that the problem be referred to the executive committee with the recommenda- 
tion that a general study be made by an appropriate subcommittee of the 
national board.” 


This matter is brought to the officers for review prior to reporting it to the 
executive committee. 

Under the appointment of statistical agents by the various States, it is required 
that the statistical agent report experience for all members and subscribers. 
If a company subscribes to two statistical agencies, a duplicate report would 
ensue in that the experience of that company reported by each agent would be 
included in the composite State experience. 

There is a further complication in that the experience of national board com- 
panies would then find its way, more or less indirectly, into the offices of other 
companies. 

The constitution of the national board does not set up restrictions on member- 
ship beyond the requirement that any stock fire insurance company of the United 
States or any stock fire insurance company from a foreign government doing 





pusin 
state 
all co 
appli¢ 
witho 

The 
vario} 
the W 

It 
but d 
mitte 
subje 
statis 
statis 
occu] 
missi 
mem 


Fror 
To: 
Subj 


D 
is a 
nati 
refe 








the 
tion 


the 
lake 


it to 
age- 


ting 
€ on 
r of 
‘tion 
ance 
» for 
eau. 


ittee 


the 
* not 
nsti- 
r Tre- 
the 
ted 
uiry 
nber 
‘tate 
iu. 
n of 
irers 
\der- 
ered 
‘oted 
nda- 
the 


» the 


lired 
bers. 
‘ould 
d be 


com- 
ther 


iber- 
hited 
joing 


THE INSURANCE INDUSTRY 3581 


pusiness in the United States may become a member of the beard. The bylaws 
state that if one company member of a group becomes a member of the board, 
all companies of that group are eligible and must become members. . The same 
applies to companies which subscribe only to the work of the Actuarial Bureau 
without participating in the other activities of the board. 

The development in recent years of the statistical agency designation by the 
yarious States brings a new factor into the question of membership so far as 
the work of the Actuarial Bureau is concerned. 

It does not appear necessary to make a change in the constitution or bylaws, 
put do the officers feel that it would be appropriate to recommend to the com- 
mittee on membership that consideration be given to a ruling by that committee, 
subject to the concurrence of the executive committee, that in view of the 
statistical agency designation, a company which is a subscriber of another 
statistical agency for filing of experience under the standard classification for 
oecupancy hazards as adopted by the National Association of Insurance Com- 
missioners, January 1, 1947, and as subsequently amended is not eligible for 
membership in the national board or for subscribership to the Actuarial Bureau? 


Liwhi'¥: 





(Copy to L. A. V.) 


OFFICE MEMORANDUM 
Marcu 26, 1954. 
From: J. Raymond Berry, general counsel. 
To: Jack G. McKenzie, assistant general counsel. 
Subject: Your office memorandum, March 24, 1954—Partial termination of sub- 
scribership—North America companies. 

Deak JacK: I have your memorandum referred to above. What I really want 
is a copy of the Pacific Fire Rating Bureau’s formal letter rejecting the termi- 
nation notice forwarded to the North America under date of February 23. It is 
referred to in Mr. Hawkins’ letter to me of March 5, but no copy was enclosed. 

Yours very truly, 


J. RayMOND Berry. 


MONTANA FIRE RATING BUREAU, 
DIVISION OF PACIFIC FIRE RATING BUREAU, 
Butte, Mont., March 26, 1954. 
Re North America Companies. 
Mr. J. RAYMOND Berry, 
General Counsel, National Board of Ftre Underwriters, 
New York, N.Y. 


Deak Ray: In reference to the recent independent dwelling rate filing by the 
above, the governing committee of the Pacific Fire Rating Bureau at a meet- 
ing on February 18 approved the rejection of the notification from the North 
America Companies that it was terminating subscribership on the so-called 
dwelling class. 

For your confidential information, I am enclosing copies of correspondence 
on this subject. 

Best regards. 

Sincerely, 
FRANK J. SULLIVAN, 
Assistant Manager. 


MINUTES OF MEETING OF EXECUTIVE COMMITTEE’S SUBCOMMITTEE ON REIN- 
SURANCE, HeELp at 10 A.M. ON Marcon 29, 1954, IN SMALL COMMITTEE 
Room, 12TH Foor, at 85 Jonn Srreet, New York, N.Y. 


Those present: Messrs. McKay. Cochrane, Monroe, and Lowery, General 
Counsel Berry, and one other person. 

Mr. McKay opened the meeting by giving a report as to what transpired at 
the meeting of the subcommittee on reinsurance of the National Association 
of Independent Insurers (hereinafter referred to as NAII), which was held the 
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day before the submission of a report by the subcommittee to the executive 
board of the NAII. Mr. Walter Hayes was chairman of said subcommittee and 
Mr. McKay stated that he, Mr. McKay, was in a small minority at the meeting 
In response to a questionnaire mailed out by the subcommittee, it was reported 
that only three companies had replied in favor of the insurance com Missioner’s 
action regarding reinsurance regulation. 

Further, Mr. McKay said that at the subcommittee meeting, Mr. Briscow 
had stated that at the January meeting no direct writers were represented. Mr. 
Lemmon then read the letter of General Counsel Berry and consequently pointed 
out that direct writers were represented. 

Mr. McKay then stated he had determined that Mr. Hayes was insistent 
that something be done to help the London reinsurers. Furthermore, he said q 
telegram was received from Mr. Weintraub stating that something should be 
done to affect the present situation. Mr. McKay asserted that he had stateg 
that we were not trying to get London out of the market. Mr. McKay, finally, 
said that Messrs. Hayes, Green, Cud, and Briscow wanted something to be done: 
that the independents were always opposed to further regulation, and things 
should remain in the status quo. 

Finally, the executive board, it was said, met the following day and Mr. 
Lemmon felt that the method they would follow would be to follow the report 
of the reinsurance committee, which was taken up at this meeting. 

Mr. Monroe, then, after this analysis by Mr. McKay said that he supposed 
that what the NAII wanted was the maintenance of the status quo, but no one 
really knew. Mr. Lowery then commented that over 200 companies make up the 
membership of the NAITI and the subcommittee that met prior to the board meet. 
ing of the NAITI had only a power to make recommendations. Finally, as yet, 
he said there was no statement from the reinsurance committee, and that Mr, 
Lemmon would prepare a statement for the commissioners . 

Mr. Monroe then commented that the replies received to the questionnaire 
sent out by the subcommittee of the NAII were so overwhelming in favor of 
giving credit for Lloyd’s reinsurance that the statement would undoubtedly be 
contrary to the position taken by the NBFU. It was pointed out to Mr. Monroe, 
however, by, I believe, the general counsel, that only around 30 replies out of 
200 questionnaires sent out, had been received, and from those replies approxi- 
mately 30 to 3 against Lloyd’s restrictions constituted the expressions of such 
replies. 

Mr. Monroe then said he thought we must find out what recommendations the 
NAII will send to Commissioner Leslie. The general counsel thought that even 
before we received such information we should send a statement to the com- 
missioners pointing out that the statement the NAII may send out is a result 
of views which are an expression of only a minority, and even in that minority 
there is some opposition to the views set forth. 

Mr. Monroe then said that the questionnaire sent out by the NAITT subcom- 
mittee was incomplete and slanted and cited as an example that one question 
would make you think that it was a mere in-or-out basis for Lloyds, or com- 
plete allowance or disallowance of Lloyds’ reinsurance. The general counsel 
reinforced Mr. Monroe’s statement and said there was a miscarriage because 
the statement would be based on an incomplete picture given and a loaded 
questionnaire. He stated the important thing to note was the NAIC would get 
a report diametrically opposed to ours and such would be the result of an in 
complete basis and inaccurate sampling. As a result, the general counsel felt 
the NAIC should know this, and we should send them a statement criticising the 
NAIT report. 

Mr. Monroe felt such a course would be unwise at this time and that comment 
should be delayed until the NAII report was signed, sealed, and delivered. He 
thought Mr. Lemmon would be torn between two different views and we should 
wait to see what developed. Mr. Lowery backed up Mr. Monroe on this and 
felt Commissioner Leslie might resent the receipt of an attack by us on the 
NAII before even receiving the NAII report. Mr. Lowrey also queried as to 
whether we were in a strong position as to the support of our membership, ‘The 
general counsel then stated he felt there was an agreement about the need ofa 
statement re the NAII, but it was all a matter of timing. 

Mr. McKay then commented that he felt if Mr. Lemmon could follow his own 
opinion he would go down the line with us, but that Mr. Fish is chairman of the 
board and Walter Hayes is subcommittee chairman, and they are for London. 
Mr. Monroe believed that Mr. Hayes did not have the full story and that he 
would be seeing him later this week regardless of action taken. He, Mr. Lowery, 
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felt, however, that if Mr. Hayes had the full picture it would be better not to 
argue with him. The general counsel commented that he thought Mr. Hayes 
might be considered a free wheeler and that for a free wheeler the position they 
had taken re Lloyds was sound for them. j 

The general counsel then put forth the question as to whether there was any 
middle ground we and the Independents could agree on. Mr. Monroe, not directly 
answering the query, felt that the only thing we could perhaps do would be to 
attempt to get Mr. Hayes to tone down his report. Mr. Lowery believed there 
was nothing we could do until we saw the report to Leslie. The consensus of all, 
then, was to wait and hope the report be so silly nothing need be done. 

The general counsel then advised the subcommittee that an associate professor 
of insurance at the University of Miami was scheduled to give a talk on Lloyds at 
an insurance seminar to be given by the university and thought the Lloyds people 
might “work” on him. As a result, the general counsel wondered if we should 
get in touch with and contact this Miami professor of insurance. Mr. Monroe 
felt that an attempt should first be made to talk with Hayes. Finally, the general 
counsel advised that, when they do talk with the insurance professor, he should 
pe asked to steer clear of “regulation” in his talk. 

At this point Mr. Monroe advised that he had to leave to make another appoint- 
ment, and the discussion concerning the reinsurance problem ended. The min- 
utes herein set forth above are practically complete except for a few minutes 
when this reporter left the meeting to ask Miss McAndrews if we had sent out 
any statement to our members setting forth our position. In conclusion, it can 
pe stated that, in general, the effect of the opinions and views set forth was that 
we should defer action until the NAIT statement had been sent to Commissioner 
Leslie, and then we could review such statement to see what action we need to 
then take. 


OFFICE MEMORANDUM 
Marcu 30, 1954. 
To: J. Raymond Berry, general counsel. 
From: Jack G. McKenzie, assistant general counsel. 
Subject : Partial termination of subscribership, North America Cos. 

Dear Ray: I am enclosing copy of letter from the Pacific Fire Rating Bureau 
to the Insurance Co. of North America wherein the bureau rejects the termina- 
tion notice of the North America. 

Kindest regards, 

Sincerely, 
(Signed) Jack, 
(Typed) JAcK G. McKENZIE, 
Assistant General Counsel. 


PACIFIc FIRE RATING BUREAU, 
San Francisco, February 23, 1954. 
NortH AMERICA COs., 
Philadelphia, Pa. 
(Attention of H. R. Heilman, vice president). 

GENTLEMEN: We hereby reject the purported partial termination of your sub- 
scribership to the rating services of this bureau, as notified to us in your letter 
of December 7, 1953, applying to the States of California, Montana, Nevada, and 
Utah; also as notified to our Oregon division in your letter of December 7, 1953, 
addressed to Oregon Insurance Rating Bureau and as notified to our Arizona divi- 
sion in your letter of December 7, 1953, addressed to Arizona Fire Rating Bureau. 
We note that you have sent copies of these letters to the respective insurance 
commissioners, and we are likewise sending a copy of this letter to each of them. 

1. We do not recognize the right of a subscriber to partially terminate its 
subscribership. 

2. We do not recognize the right of a subscriber to partially terminate its sub- 
scribership to the extent attempted by your said notice. 

3. We have been informed that you have already appropriated and intend to 
continue to appropriate the bureau’s dwelling rates and rate publications to your 
own use even after the supposed date of termination of your subscribership with 
respect to these rates. These rates were developed by the bureau at consider- 
able expense borne by all of its members and subscribers. They were made 








3584 THE INSURANCE INDUSTRY 


available to you only because your subscribership to bureau services included 
these rates. Your attempt to terminate your subscribership for dwelling rates 
and at the same time to continue to use those rates for your own operations 
indicates to us that your notice of termination was not given in good faith. 

_ 4. Your notice and subsequent conduct as outlined above are compounded of 
“unfair competitive‘aund trade prattices that will substantially damage the bureau, 
its members, its other subscribers, and the insuring public. 

5. Your notice and subsequent conduct as outlined above are in violation of 
general rule I of this bureau which provides that all publications supplied 
the bureau are and remain bureau property and are only loaned to and he 
in trust by members and subscribers “during continuance of membership 9 
of subscribership.” 

6. Your attempt to appropriate the bureau’s dwelling rates and rate publica. 
tions to your own use violates a specific property right of the bureau—the 
common law copyright to our rates and publications. 

We trust that you will reconsider your course of action. Meanwhile, we 
reserve all rights now or hereafter available to us to resist your course of 
action, to object to and oppose ycur rate filings and your appropriation and use 
of bureau rates and rate publications, and to take such other steps with respect 
to these matters as we may be advised. 

Enclosed herewith are copies of our letters of even date to the several insurance 
commissioners. 

Yours very truly, 





, Executive Secretary, 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, March 31, 1955. 
Report of the special committee on Insurance Accountants Association. 
Mr. H.W. MILLER, 
Chairman, Executive Committee. 


DEAR Str: We have been advised by President Paul J. Synor of the Insurance 
Accountants Association under date of March 18 that the association at its meet. 
ing on March 17, 1955, adopted the revised constitution and bylaws as recom- 
mended by this special committee and approved by the executive committee in 
December last. 

The revision provides for company membership under which designated repre 
sentatives of capital stock insurance companies constitute the membership of 
the association, with individual memberships open to others eligible for member- 
ship in the Insurance Accountants Association. 

Respectfully submitted. 

. Chairman. 





APRIL 1, 1954. 
Memo for L. A. Vincent: 

I will be in Washington on income tax matters tomorrow. If my views are 
sought by the officers’ committee on the partial subscribers’ problem, I would 
say: 

(1) I assume the business wishes to “oppose the recognition of the claimed 
rights” (language taken from resolution of March 10, 1954) and that this oppo- 
sition means taking practical steps through legal channels where necessary. 

(2) This opposition could best be handled outside the national board by a 
committee of top executives. and perhaps that committee could be superimposed 
on some other existing organization. 

(3) Urgency is the dominant factor in the present situation. 

(4) Time having run against the business, the field for choice of counsel is 
restricted almost to the vanishing point. There is no time to educate counsel. 

(5) As the matter has evolved up to this date, there is only one man who 
knows this problem—he is Kaplan. I believe his knowledge extends beyond New 
York, since rating men from other States have been in touch with him. 

(6) In view of the above, if I were to make a recommendation it would be 
Kaplan. Such a choice would call for special attention by those on the commit- 
tee supervising counsel’s work. To my mind that would be a less serious prob- 
lem than would be the many problems of educating and bringing up to date any 
other counsel at this time. 
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(7) “Special attention” and “supervision” referred to in previous paragraph 
need defining—examples : 

(a) Counsel—Kaplan or anyone else—cannot be free to make decisions 
which counsel would make in an ordinary lawsuit hut which in this situation 
might plague the business for years to come. (Example: A decision in this 
matter to raise the Fair Trade Practice Act remedy might make trial coun- 
sels’ work somewhat easier but it could establish a precedent which would 
make business life for insurance companies infinitely harder for years to 
come. ) 

(b) Counsel should not be free to decide where or when a particular 
hearing or meeting shall be brought on. Executives are better informed as 
to intangible factors of all sorts on local situations. 

(c) The part which counsel is to play in any hearing or meeting should 
be studied by the committee before the hearing or meeting is held. There 
are situations where special counsel should not even be in the State. There 
are other places where he might be present but take no active part; there 
are others where he could take the lead. 

(8) Apart from the steps to “opposition” outlined above are much broader 
questions of policy. For this memorandum we consider such policy questions 
(example, changes in regulatory law) separate from the above pattern of 
“opposition.” It is intended that the above “opposition”’—win or lose—will 
give executives time to study these questions.. Those presenthy*seen are ques- 
tions which can be decided in the national board and without special counsel. 
As of this moment they are not sufficiently well outlined to permit counsel to 
give much guidance, too many alternatives would have to be covered in the 
opinion. Some fundamental executives’ decisions as to general course on these 
questions need to be made before legal advice will be helpful. 


J. RAYMOND BERRY. 


MINUTES OF SPECIAL MEETING OF THE OFFICERS CONFERENCE OF THE NATIONAL 
Boarp OF FIRE UNDERWRITERS, HELD IN THE CONFERENCE ROoM, 85 JOHN STREET, 
N. Y., APRIL 2, 1954, aT 11 A.M. 


Present: Messrs. Harold V. Smith, treasurer, Barry Truscott, secretary, 
Past Presidents F. A. Christensen and John R. Cooney, and General Manager 
L. A. Vincent who acted as secretary. 

In the absence of the president and vice president, Mr. Christensen was 
unanimously elected chairman. 

Advices of their inability to be present were at hand from Messrs. J. V. Herd, 
J.C. Hullett, F. D. Layton, and W. Ross McCain. 


STATE REGULATORY ACTS UNDER PUBLIC LAW 15 


The resolution adopted by the executive committee at its meeting on March 
25 was reviewed, reading as follows: 

“Resolved, That current questions involving claimed right to partial sub- 
scribership in fire insurance rating organizations are of common concern to 
all members of the National Board of Fire Underwriters, and that the national 
board undertake to oppose the recognition of such claimed right; and to this 
end, as a first step, that special counsel be retained.” 

Following discussion of the resolution and the purposes of the National 
Board of Fire Underwriters as set forth in the constitution, it was the unani- 
mous view that the subject before the officers is not a proper one to come before 
the national board. particularly in view of that provision which reads: “The 
board shall not have nor exercise jurisdiction or control over rates of premium 
chargeable for insurance or commissions or compensation to be paid to agents 
and brokers.” 

Memorandum of general counsel dated April 1, 1954, was read. 

It was the consensus that in view of the urgency of the situation a special 
meeting of the executive committee be called in order to clarify the matter, and 
that the general manager communicate immediately with the president, vice 
president, and chairman of the executive committee to arrange for a meeting 
on Wednesday, April 7, at 11 a.m. 


* * * * * * . 
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Copy for Mr. Berry, April 15, 1954 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, April ?, 1955, | 
To the Special Committee of Chief Executives: Messrs. H. W. Miller, Chairman: 
K. E. Black, K. B. Hatch, Wm. A. Hebert, John A. North, W. J. Reynolds 
Bruno C. Vitt. Ex Officio: John R. Cooney, J. Victor Herd, J. C. Hulett 

GENTLEMEN: A meeting of this special committee will be held in this Office | 
on Thursday, April 15, 1954, at 2 p.m. 

The purpose of the meeting is to consider the resolution adopted at the 
executive committee meeting today, as follows: 

“Resolved, That a special committee is hereby created and designated, cop. 
sisting of H. W. Miller, Chairman, K. E. Black, K. B. Hatch, Wm. A. Hebert, | 
John A. North, W. J. Reynolds, Bruno C., Vitt (and, ex officio, as available, Ton, : 
R. Cooney, J. Victor Herd, J. C. Hullett) to determine availability and recom. 
mend for retainer, to this committee, special counsel in compliance with the 
special committee resolution of March 10, 1954, adopted by this committee Marc) 
25, 1954; and, be it further 

“Resolved, That this special committee, in its discretion, is authorized to cal 
on other committees of the board and the staff for assistance in focusing attep. 
tion and study on all phases of the problem and expediting its work and the 
work of special counsel.” 

Please come prepared to consider the matter and have suggested names of 
special counsel who might be employed. 

Very truly yours, 








L. A. VINCENT, General Manager. 


MINUTES OF SPECIAL MEETING OF THE EXECUTIVE COMMITTEE OF THE NATIONAL 
BoarD OF FIRE UNDERWRITERS, 85 JOHN STREET, NEW YORK, APRIL 7, 1954, at 
11 a.m. 


Present: Mr. J. C. Hullett, chairman, and Messrs. J. R. Barry (representing 
Mr. W. J. Reynolds), K. E. Black, E. H. Clarkson (representing Mr. H. B. 
Collamore), John H. Dillard (representing Mr. James F. Crafts), K. B. Hateh, 
J. K. Hooker, John Newlands, John A. North, E. D. Patton. and Everard P. Smith: 
also, ex officio, Messrs. Barry Truscott, secretary, F. A. Christensen, John R. 
Cooney, D. J. Cowie, John W. Dillon, Lester S. Harvey, W. A. Hebert, Charles A. 
Loughin, H. W. Miller, W. L. Nolen, P. J. Priore, W. A. Rattelman, John Rygel 
and Bruno C. Vitt. 

There were also present: Messrs. Charles M. Close, vice president, Great 
American Insurance Co.; Edward McLoughlin, general counsel, North British 
and Mercantile Insurance Co.; Leonard Peterson, vice president and controller, 
the Home Insurance Co.; Clarke Smith, U.S. manager, Royal-Liverpool Insurance 
Group; W. E. Mallalieu, honorary member; J. R. Berry, H. A. Coumbe, and 
R. C. Stange of the National Board staff. 

Advices of their inability to attend were at hand from Messrs. D. R. Ackerman, 
Cc. L. Allen, Peter J. Berry, J. V. Herd, Charles P. Jervey, F. D. Layton, and 
Joseph F. Matthai. 

Those unable to be present or represented were Messrs. George D. Mead, 
W. Ross McCain and Harold V. Smith. 


FELICITATIONS TO MESSRS. BLACK AND COWIE 


Through Chairman Hullett the committee extended its congratulations and 
best wishes for the future to Mr. K. E. Black who has just been elected president 
of the Home Insurance Co. and Mr. D. J. Cowie who has been made director 
of the Pearl Assurance Co., Ltd., in London. 


PARTIAL SUBSCRIBERSHIP TO FIRE INSURANCE RATING ORGANIZATIONS 


The meeting was called to order by Chairman Hullett with the statement 
that the officers conference at a special meeting on April 2 had considered the 
resolution adopted by the special committee of chief executives on March 10 
and concurred in by the executive committee on March 25; that it was the 
unanimous view of the officers that this is not a proper subject to come before the 
National Board and, for that reason, this special meeting of the executive com- 
mittee had been called again to consider the matter. 
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MINUTES OF A REGULAR MEETING OF THE COMMITTEE ON LAWS OF THE NATIONAL 
agp OF Fire UNDERWRITERS, HELD IN THE Boarp ROOM, ON WEDNESDAY, APRIL 


14, 1954, AT 11 A.M. 


Present: Mr. C. A. Loughin, chairman; Messrs. John R. Barry, Millard Bar- 
tels, Don C. Bowersock, Olin L. Brooks, George R. Carey, H. B. Collamore, Frank 
F Dorsey, J. K. Hooker, Francis Van Orman; also J. G. Niederlitz (representing 
Dan R. Ackerman), W. H. Tribou (representing C. L. Allen), Peter Korsan 
(representing K. B. Hatch), Philip Brown (representing J. C. Hullett), E. S. 
Coons (representing H. W. Miller), Edwin J. Martin (representing John A. 
North), W. Howland (representing S. Dwight Parker) ; J. Deegan, secretary 
and counsel, National Fire Insurance Co.; also General Counsel Berry, General 
Manager Vincent and Ray E. Hughes of the law department. as 

Advices of their ability to attend were at hand from Messrs. William T. Har- 
per, K. B. Hatch, H. W. Miller, John A. North, W. A. Rattelman, and F. Elmer 


Sammons. 
LEGISLATURES 


Seven States have adjourned since the last meeting, leaving the State of 
Massachusetts, Mississippi, New Jersey, and Rhode Island still in session. 
Louisiana will convene on May 10. 


LEGISLATION 


New York H.B. 334.—Providing for penalty of 100 percent if fire department 
tax is not paid on due date—reported at last meeting as passing the house, 
failed of enactment. 

South Carolina.—No legislation re unlawful practice of law was introduced. 
It will be considered at the State bar association meeting next month. 

New Jersey S.B. 97.—While this bill ostensibly preserves the company’s right 
of subrogation, in fact it takes it away. This legislation is endorsed in principle 
by the New Jersey Bar Association. The bill is presently held up and steps 
are being taken to protect company interests. It is suggested that companies’ 
lawyers who would be adversely affected by this legislation be advised in order 
that they may take such steps as they deem necessary to protect their interests. 


FEDERAL CONGRESS——H.R. 8300—INTERNAL REVENUE CODE OF 1954 


General counsel appeared before the Senate Finance Committee on April 12 
in opposition to the treatment in the proposed new code of stock insurance com- 
panies with reference to dividends and foreign income. Prior to the hearing 
an acceptable approach to a solution on the dividend problem was worked out 
with the staff of the joint committee and Treasury and this was publicly affirmed 
at the hearing. No agreement has been reached to correct the treatment of 
foreign income, although we have had further discussions on this point with 
both Treasury and staff members of the joint committee. Supplementary memo- 
randum has been filed and further conferences have been arranged with Senators, 
although hearings are now closed and the Senate committee is now considering 
the bill in executive session. 

H.R. 8528—A bill to provide compensation for damages sustained as the 
result of explosions at Texas City. Counsel for companies interested in this 
legislation asked if the national board would assist in the pasage of the bill. 
After discussion it was the consensus that this matter does not come within 
the purview of the national board. 


OHIO—MULTIPLE LINE LEGISLATION 


General counsel stated he advised the Ohio interests of the action of this 
committee at its last meeting in rejecting their proposal that a public relations 
counsel be employed, with an estimated budget of $50,000 in an attempt to secure 
passage of multiple line legislation at the 1955 session. 

An alternative plan has been suggested—the stock interests to have a local 
committee—the mutual interests to have a separate committee with liaison 
between the two worked out at a local level. Our local counsel will work with 
the local stock committee. 
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NEW YORK—INSTALLMENT PREMIUMS 


Pursuant to action of this committee at its February meeting, our subcop. 
mittee on taxation made several attempts to fix an appointment with the New 
York department without success. It now appears that such a meeting wil] be 
held in the near future, at which a group of representatives of the business will 
be present. 

KENTUCKY—LITIGATION 


Reference was made to the litigation instituted in Kentucky against seyep 
companies, members of the national board. General counsel advised local coyp. 
sel had been retained, who came to New York and remained a few days. Motioy 
to dismiss has been filed. No date has been set for hearing but the matter prop. 
ably will be argued early in May. 


EMPLOYMENT OF WILLIAM L. MARTIN 


General counsel reported that William L. Martin, a graduate of University of 
Louisville Law School, has been employed to go into our Chicago office and act 
as an assistant to Mr. Griggs. He will start with the board on April 29. 


UNIFORM COMMERCIAL CODE—-NEW YORK 


The law revision commission is studying the uniform commercial code, pre 
pared by the American Law Institute and National Conference of Commissioners 
on Uniform State Laws. Hearings will be held in New York City this month 
and next month. It was suggested that general counsel look over the code with 
particular reference to provisions relating to payment of drafts and the impact 
of such provisions on current insurance practices. 


KENTUCKY—BANK OF MAYSVILLE 


Reference was made to a letter received by some members from the Bank of 
Maysville, Ky., asking interpretation of agents’ powers and provisions of policies 
covering properties on which the bank made ioans. It was the sense of the 
meeting this was a matter for individual company action. 


STATE REGULATORY ACTS UNDER PUBLIC LAW 15 


Chairman Loughlin advised that the executive committee, having been in- 
formed of the action of this committee at its February meeting on the BUA 
question, appointed a subcommittee in line with the following resolution: 

“Resolved, That a subcommitee of chief executives be appointed to deal with 
matters of general policy growing out of current problems arising in connection 
with State regulatory acts—this subcommittee to report back to the next 
meeting of this committee with the understanding that if confronted with an 
emergency prior to that date, a special meeting of the executive committee will 
be called.” 

This subcommittee met on March 10, at which time the following resolution 
was adopted : 

“Resolved, That current questions involving claimed right to partial sub- 
scribership in fire insurance rating organizations are of common concern to all 
members of the National Board of Fire Underwriters, and that the national 
board undertake to oppose the recognition of such claimed right; and to this 
end, as a first step, that special counsel be retained.” 

The executive committee concurred in the above resolution at its March 25 
meeting and the committee was discharged with thanks. 

At a special meeting of the executive committee on April 7, the above reso- 
lution was supplemented by the following resolution : 

“Resolved, That a special committee is hereby created and designated, con- 
sisting of H. W. Miller, chairman, K. E. Black, K. B. Hatch, Wm. A. Hebert, 
John A. North, W. J. Reynolds, Bruno C. Vitt (end, ex officio, as available, 
John R. Cooney, J. Victor Herd, J. C. Hullett) to determine availability and 
recommend for retainer to this committee special counsel in compliance with 
the special committee resolution of March 10, 1954, adopted by this committee 
March 25, 1954; and, be it further 

“Resolved, That this special committee, in its discretion, is authorized to 
call on other committees of the board and the staff for assistance in focusing 
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attention and study on all phases of the problem and expediting its work and 
the work of special counsel. pi et 

Chairman Loughlin stated it is clear the laws committee will be called on 
when there is anything for us to do and we expect to hear further before we 
gre supposed to move. 


NEW YORK CITY—-:}-PERCENT SALES TAX ON SERVICES 


Reference was made to the proposed extension of the New York City sales 
tax to cover services. After discussion, it was voted that general counsel take 
steps to protect not only the interests of _the national board and its members 
put also to protect the inter¢ sis Of the industry as a whole, because of the 
repercussions that would flow from a tax on the agents. 


BILLS APPROVED FOR PAYMENT 


On motion duly made and seconded, it was voted to approve payment of the 
following bills, amounting to $8,425.06 : 


Bartlett, Poe & Claggett, attorney fee, Maryland___--_---_----__---_- $300. 00 
William L. Martin, expenses to New York_-_-----.----------_-_-__- 277. 7 
James J. Beasley, attorney fee and expenses, New York____~~~__- --. 6, 854. 21 
ee State Rating Rurent._........ 0s ciiinsinnncnusnusimichs 254. 98 
Julian H. Hennig, legislative service, South Carolina_____--_________ 75. OO 
George W. Clarke, attorney fee and expenses, State of Washington... 526. 12 


Missiesippi Legislative Reporting Service_-....-.......__-._.-~--..- 100. 00 


ADJOURN MENT 


There being no further business to come before the committee, the meeting 
adjourned at 12:20 p.m. 
J. RAYMOND Berry, 
Secretary. 


J. R. Berry’s NoTES ON MEETING HELD ON APRIL 15, 1954, aT 2 P.M., IN EXECUTIVE 
COM MITTEE Room 


Chairman Miller read the following resolutions adopted by the executive com- 
mittee, April 6, 1954. 

“Resolved, That a special committee is hereby created and designated, consist- 
ing of H. W. Miller, chairman, K. E. Black, K. B. Hatch, William A. Hebert, John 
A. North, W. J. Reynolds, Bruno C. Vitt (and ex officio, as available, John R. 
Cooney, J. Victor Herd, J. C. Hullett) to determine the availability and recom- 
mend for retainer, to this committee (executive committee) special counsel in 
compliance with special committee resolution of March 10, 1954, adopted by this 
committee (executive committee) March 25, 1954; and be it further 

“Resolved, That this special committee in its discretion is authorized to call on 
other committees of the board and the staff for assistance in focusing attention 
and study on all phases of the problem and expediting its work and the work of 
special counsel.” 
and suggested before going into the names of prospective counsel that we discuss 
what we wish counsel to do. 

Mr. Hebert referred to Mr. Barry’s remarks at executive committee on April 6. 

Mr. Barry undertook to repeat his remarks making the following points: 

1, Every question we are faced with today seems to turn back to the profit 
formula which is handled by the national board. 

2. Counsel selected should immediately answer once and for all the relation- 
ship of the national board to rates. As an example of the relationship, Mr. Barry 
referred to the statistical report in connection with the memorandum furnished 
the State of Illinois a year ago. 

3. We should have a central point where all of these questions would gravi- 
tate—example, the California reduction in rate to meet the North America, with- 
out having been passed upon at any central point. 

4. We should take the rate law of each of the 48 States and see what you can 
and cannot do under each of these laws. 
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5. We should go into the question of right of subscribership. Mr. Barry re. 
ferred to speech of Mr. Marryott, Duke University, Superintendent Dineen, and 
Brad Smith. 

6. We should be prepared to say there is a line beyond which we cannot 
It is not Mr. Barry’s idea that this counsel should necessarily go into court, but 
he is against taking on counsel that we would have to educate, and he is againg 
having counsel tell him what he can and can’t do. 

Mr. Black stated that while the highlight of the present time is North Amerieg 
we think counsel should adyise us so as to afford a picture. Thus if we decide to 
oppose this, counsel should be in position to tell us the way we should do jt 
Maybe we will have to look at new legislation. 

Mr. Cooney still wants to keep the national board out of this, as it is distinctly 
a fight on rating, but if we are going to be in it, he is strongly in favor of counsel, 
We are weak under the present method where there is no place the rating pp. 
reaus can turn for advice—and they do need advice. 

Chairman Miller attempts to sum up the discussion at this point by saying that 
he understands counsel would look first at the constitution of the national boarg 
and if we are violating it, we, of course, would stop. He asked if there was any 
dissent to this statement, and no dissent was expressed. 

Mr. Hebert brings out a question which Mr. Barry raised at executice commit. 
tee but which he did not raise today—that is, do the antitrust laws permit us to 
go on with the opposition. 

Mr. Hatch suggests first steps should be taken first, and the first question is, 
What are we going to do about partial subscriberships? While the company 
named—North America—has been used, the question goes beyond the North 
America. He strongly urges that counsel be selected quickly, otherwise we are 
going to be faced with 39 local bureaus and local counsel of 39 local rating 
bureaus. 

Mr. Vitt endorses Mr. Hatch’s remarks. Further states he is against partial 
subscribership. Either they should be all in or all. out. He raises questions as 
to— 

1. Where are we? 

2. Who is going to carry the banner? 

Ted Martin agrees and reports on the New England situation. 

Mr. Barry repeats his earlier remarks and refers to New Jersey, North Caro- 
lina, and Texas laws, where this problem doesn’t arise. This is a full-time job 
and couldn’t be handled by general counsel, if he was going to do other work, 
so I hope general counsel won’t get it. 

GENERAL COUNSEL. I certainly so. 

Mr. Hatch observes that he is impressed with one fact, and that is, a sub- 
scriber is more privileged than a member. 

Mr. Hebert asks, Are we in violation of the antitrust laws if we embark on 
this problem? 

Mr. Vitt inquired as to who the lawyer would be representing, if employed. 

Mr. Black suggests a review for a minute what they were supposed to do: 
(1) Determine availability ; (2) Recommend employment. Therefore the lawyer 
employed would represent the national board. 

Chairman Miller outlines the course that he believes would be followed with 
counsel and asks Mr. Barry whether he agrees. 

Mr. Barry agrees that first things should be taken first and the question of 
partial subscribership or partial independent filing is the first, and stresses it is 
a matter of great urgency. 

Chairman Miller then called for recommendations. 

Mr. Barry read the qualifications of Mr. Charles P. Butler and recommended 
his employment. 

Mr. Hebert raised the question as to why only one counsel—one question as 
to antitrust and another question as to how we should proceed; another as 
to States. He suggests we consider Mr. Heiner on the first question. 

Chairman Miller asked Mr. Berry whether he agrees with the division. 

Mr. Berry agrees. There are two questions and the man who will represent 
you in the States does not have to be—and very well might not be—the man 
who advises you on the antitrust law. 

Mr. Black said he had put it up to his law department to develop a list of 
10 firms, and their general counsel asked his lawyers to recommend 10 firms. 
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Out of these 10 firms, he then asked them to designate their first and second 
choice. ‘These were respectively : 

Cravath, Swaine & Moore. 

Mitchell, Capron, Marsh, Angulo & Cooney. 

Mr. Black commented on Mr. Butler and said he had the highest regard for 
Mr. Butler but questioned, under the circumstances, that Mr. Butler was not 
the man for this job. ; 

Mr. Hatch recommends Thacher, Proffitt, Prizer, & Crawley. : 

Chairman Miller suggests taking names of any other counsel that might be 

resented and that this be left with a committee of two to inquire into qualifica- 
tions and report back. ; 

Mr. Hatch suggests Mr. Miller and chairman of executive committee, Mr. 
Hullett. / : , 

Mr. Black would like to see this made a motion. 

Chairman Miller then suggested a committee of four—that is, two in addition 
to himself and Mr. Hullett. 

Suggestion is made (not identified) that perhaps supplementary members of 
subcommittee might be drawn from outside the present committee. 

Mr. Hebert suggested Bigham, Englar, Jones, and Houston. 

Mr. Black moved, and it was seconded, that a committee of Mr. Miller and 
three others be named by the chairman. Motion unanimously carried. 

Chairman Miller then requested any suggestions as to counsel be submitted 
to the general manager. 


ADJOURN MENT 


No other business. Meeting adjourned. Another meeting to be held April 
2 or 28—exact time to be fixed. 





MINUTES OF THE MEETING OF THE SPECIAL COMMITTEE OF CHIEF EXECUTIVES OF 
THE NATIONAL BoarD OF FIRE UNDERWRITERS, HELD IN THE Boarp Room, 85 
Joun Street, New York, Aprit 15, 1954, at 2 P.M. 


Present: Messrs. H. W. Miller, chairman, J. R. Barry (representing Mr. W. J. 
Reynolds), K. E. Black, John R. Cooney, K. B. Hatch, W. A. Hebert, B. J. Martin 
(representing Mr. John A. North), and Bruno C. Vift; also Mr. J. R. Berry of 
the national board staff. 

Advices of his inability to attend were at hand from Mr. J. Victor Herd. 

In opening the meeting, Chairman Miller read the original resolution of 
March 10 as adopted by the executive committee on March 25; also the resolu- 
tion adopted at the special meeting of the executive committee on April 7. 

He suggested that before considering specific suggestions for special counsel 
there be discussion of what special counsel will be called upon to do. General 
discussion followed in which all present participated. 

It developed that the questions for consideration are (1) the right of partial 
subscribership to fire insurance rating organizations; (2) that inherent in this 
consideration is the question of antitrust or fair trade laws; and (3) that these 
two subjects must necessarily be considered in selecting special counsel since it 
may be necessary to determine whether one firm would be in a position to 
handle both phases. 

It was the view that general counsel of the national board should not under- 
take these special problems, but that special counsel to represent the National 
Board of Fire Underwriters is needed to study and advise on the legal questions 
involved. It was further the view that care must be taken to operate within 
the scope of the constitution of the National Board of Fire Underwriters, but that 
all fire insurance rating bureaus be advised when special counsel is retained 
so that there will be full knowledge of the steps taken by this organization. 

Chairman Miller observed that this is a continuing committee that will be 
called upon to maintain close touch with special counsel and must be particularly 
alert to keep the activities from taking the national board into fields beyond 
its proper sphere. 

Further discussion developed the consensus that special counsel would repre- 
sent the national board in study and as legal advisers, but that any steps to be 


taken following receipt of such advices would be made by the properly constituted 
committees of the national board. 


47932—60—pt. 6——29 
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It was the view that there is great urgency in consideration of the question 
of independent filings by fire insurance companies other than as subscribers ty 
the fire insurance rating bureaus. 

The names of counsel for consideration were submitted, as follows: 

Thacher, Proffitt, Prizer & Crawley. 
Bigham, Englar, Jones & Houston. 

Cahill, Gordon, Zachary & Reindel. 
Charles P. Butler. 

Cravath, Swaine & Moore. 

Mitchell, Capron, Marsh, Angulo & Cooney. 

Authority was unanimously voted the chairman to appoint a subcommittee 
to study the names of attorneys that had been submitted as well as others to 
be furnished by the members of this committee, and to report back to this com. 
mittee at a meeting to be held on the afternoon of Tuesday, April 27, or Wedneg. 
day, April 28, in order to have a report for the executive committee at its 
meeting on Thursday, April 29. 

Chairman Miller subsequently appointed a committee comprising Messrs, 
K. E. Black, J. V. Herd, J. C. Hullett, W. J. Reynolds, and himself. 

The meeting was adjourned at 3 :45 p.m. 

L. A. VINCENT, Secretary, 


MEETING OF THE SUBCOMMITTEE OF THE SPECIAL COMMITTEE ON STATISTICAL Data 
HELD IN THE BoArD ROOM OF THE NATIONAL BOARD OF FIRE UNDERWRITERS, 85 
JOHN STREET, NEW YorRK, N.Y., ON APRIL 20, 1954, AT 11 A.M. 


Present: Messrs. Philip S. Brown, chairman; J. M. Donovan, and ©, M, 
Close (representing J. J. Niederlitz). 

Also present were Messrs. L. A. Vincent and J. H. Finnegan of the nationaj 
board staff. 


STATISTICAL PLAN FOR EXPENSES——-VERSION FEBRUARY 1, 1954 


The management requested instructions on filing the revision of February 1, 
1954, of the expense phase of the statistical plan, pending decision of the com. 
mittee on part 2 of the assignment to this subcommittee. It was the unanimous 
view that a copy be sent to each insurance department as an item of information. 


MINUTES OF LAST MEETING 


Mr. Close questioned the relation of incurred expenses to earned premiums, 
in lettered paragraph B on page 2 of the minutes of the March 3, 1954, meeting 
of this committee. Discussion of this point showed that the expenses by State, 
as compiled under the national board statistical plan for expenses, properly re- 
flect the expenses paid or incurred as applicable, and that the general principles 
be worded to state clearly that the use of such expense data is contemplated. 

With regard to paragraph E, it was recommended that the terms “peril or 
perils” be substituted for the word “line” both in the minutes of the last meeting 
and in the general principles. 


GENERAL PRINCIPLES—-SPECIAL CONSIDERATIONS 


In addition to the changes incorporated in the draft of general principles at- 
tached and identified under date of April 21, 1954, the following points were 
specifically adopted: 

(a) It is not intended that the underwriting profit formla be applied to the 
measure of rate levels, but it is recommended that the principles of that formula 
be employed for this purpose. 

(b) There is need for clarification of the term “catastrophe.” In the prepara- 
tion of the statement of principles, it is used to denote an occurrence resulting 
from fire, windstorm, explosion, or other cause, such as earthquake. 

(c) As to the number of years considered appropriate for review of experience, 
it was the unanimous view that a minimum of 5 years is recognized for fire 
but that longer periods are required for the perils of windstorm, explosion, and 
earthquake. It is recommended that a minimum of 10 years be used for these 
perils subject to review in the light of further experience. 
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(d) When underwriting experience outside the State is considered, it is 
recommended that the U.S. totals be used rather than groups of States or 
territorial divisions. 

SPREADING CATAS1ROPHE LOSSES 


Further consideration of this phase of the problem will be had when Dr. Fin- 
negan has completed present studies on catastrophe and conflagration loss data 
now being compiled. 

ADJOURNMENT 


The meeting was adjourned at 3:30 p.m., subject to call as soon as the na- 
tional board statistics on catastrophes and conflagration losses are ready for 
ination. 
—- L. A. VINCENT, Acting Secretary. 


GENERAL PRINCIPLES 
REVISION OF RATE LEVELS, FIRE AND ALLIED FIRE LINES 


The general procedure for the review of rate levels for fire and allied lines in- 
yolves the application of the principles set forth in the underwriting profit 
formula to the line of business, i.e., peril or perils under review. Experience data 
compiled under the national board statistical plan for premiums earned, losses 
incurred and expenses for the territory concerned provide the necessary data 
for the application of the foregoing formula, with a provision for catastrophes 
to determine whether or not an overall adjustment of rates for fire or extended 
coverage or Other allied fire lines is indicated. The rating bureau should ad- 
just premium data in order to give recognition to changes in rates made effective 
during the period under review. In applying the provision for underwriting 
profit and the catastrophe factor, a tolerance zone on either side of the per- 
centage allowance is considered to be equitable, and if the results come within 
that range, no change in existing rate levels is required. 

The amount of the indicated increase or decrease in the various classifica- 
tions will be effeeted by consideration of the classified underwriting experi- 
ence, i. e., the earned premiums and incurred losses as developed by the appli- 
eation of the national board statistical plan to the standard classification of oc- 
cupaney hazards, approved by the National Association of Insurance Commis- 
sioners in June 1946. Such occupancy experience may be grouped according to 
filed rates, rating schedules or rating systems by the rating organization with the 
assistance of advisory organizations where necessary. 

Five years shall be considered the minimum to be employed in connection 
with classified experience for fire business. For extended coverage and other 
allied lines the minimum period shall be 10 years. Both of these periods are 
subject to review in the light of further experience. In the event that the 
classified experience for an individual State shall be considered inadequate for 
the adjustment of rates, reference shall be made to the nationwide figures. 

Even though the application of these principles to the peril or perils under con- 
sideration by the rating bureau does not indicate changes in the overall rate 
level, changes in the rates, rating schedules or rating systems may still be made 


if in the judgment of the rating organization such changes are deemed appro- 
priate. 


CorROON & REYNOLDS, INC., 
INSURANCE UNDERWRITERS, 
New York, N.Y., April 23, 1954. 
J. RAYMOND Berry, Esq., 
General Counsel, National Board of Fire Underwriters, 
New York, N.Y. 
(Attention of Miss McAndrews). 
DEAR Miss McANDREWS: As promised, I enclose a supply of copies of memo- 
randum prepared by Mr. Barry. 
Sorry I could not get these to you earlier, but it was quite impossible to do so. 
Very truly yours, 
HuGH GARLAND, Secretary. 


[Pencilled note: These sent out by front office. ] 
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MINUTES OF MEETING OF THE SUBCOMMITTEE OF CHIEF EXECUTIVES OF THE Ny. 
TIONAL BOARD OF FirE UNDERWRITERS, HELD IN THE LUNCHEON Room, 85 Jony 
STREET, NEw YORK, WEDNESDAY, APRIL 28, 1954, aT 12 Noon 


Present: Mr. H. W. Miller, chairman, and Messrs. John R. Barry (represent. 
ing Mr. W. J. Reynolds), J. Victor Herd, J. C. Hullett, and Charles A. Loughiy 


(representing Mr. K. E. Black). 


There were also present: General Manager L. A. Vincent and General Coy. | 


sel J. Raymond Berry of the nat 
Mr. John R. Barry asked if 


ional board staff. 
it would be in order to discuss principles befor 


the subcommittee undertook the business of the day, and the chairman advised 


that this would be in order. 


Mr. Barry reviewed the matter including the various related phases of the 
current problem, as well as the specific point of partial subscribership. In aq. 
dition, he made reference to the question of the effect of the copyright of the 
national board grading schedule and indicated the need for special counsel who 
would be expert in the many different phases of the law that might be ip. 


volved. 


The question of the national board’s constitutional powers was discusseg, | 
Upon request, general counsel read the resolutions (adopted on February 95, | 
March 25, and April 7 of this year) by the executive committee bearing on the 


work of the special committee. 


Thereupon Mr. Loughin reviewed the interrejg. 


tionship of subjects that have recently been before the executive committee 

It was the consensus of the subcommittee discussion that special counsel 
selected should review the constitution and bylaws of the national board, exist. 
ing State regulatory acts, questions immediately presented under those laws 
(specific reference being made to partial subscribership), and be prepared to 
recommend remedial steps in connection with general policy. In this discussion 
it was the unanimous view that no immediate answers to the broad questions 
could be expected, a period of 6 months being considered the best estimate of 
time that would be required for exploration of these subjects, with the hope | 
expressed that particular questions might permit of answer at some earlier 


date. 
The names of law firms and 
and after narrowing the field 


The meeting was adjourned at 2 p.m. 


individuals before the committee were reviewed, 


suse 


down to two companies, (@) Cravath, Swaine & | 
Moore, and (0) Mitchell, Capron, Marsh, Angulo & Cooney, it was the unani- 
mous decision that Cravath, Swaine & Moore be selected for recommendation 
to the special committee of chief executives. 


ADJOURN MENT 


L. A. VINCENT, Secretary. 


MINUTES OF THE MEETING OF THE SPECIAL COMMITTEE OF CHIEF EXECUTIVES OF 
THE NATIONAL BOARD OF FIRE UNDERWRITERS, HELD IN THE Boarp Room, % 
JOHN STREET, NEw YORK, WEDNESDAY, APRIL 28, 1954, aT 2 P.M. 


Present: Mr. H. W. Miller, chairman, and Messrs. John R. Barry (represent- 
ing Mr. W. J. Reynolds), J. Victor Herd, J. C. Hullett ex officio, Charles A 
Loughin (representing Mr. K. BE. Black), and Bruno C. Vitt. 

There were also present: General Manager L. A. Vincent and General Coun- 
sel J. Raymond Berry of the national board staff. 

Advice of his inability to attend was at hand from Mr. K. B. Hatch. 


Messrs. Wm. A. Hebert, John 
present or represented. 


A. North, and John R. Cooney were unable to be 


SELECTION OF SPECIAL COUNSEL 


Chairman Miller reported the selection by the subcommittee of the firm of 
Cravath, Swaine & Moore which firm is active in many fields of law. This 
selection was unanimously approved. The special committee concurred also in 
the consensus of the subcommittee that special counsel selected should review | 
the constitution and bylaws of the national board, existing State regulatory acts, 
questions immediately presented under those laws (specific reference being made 


to partial subscribership), and 
nection with general policy. 


be prepared to recommend remedial steps in con 
It was the unanimous view that no immediate 
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answers to the broad questions could be expected, a period of 6 months being 
considered the best estimate of time that would be required for exploration of 
these subjects, with the hope expressed that particular questions might permit 
of answer at some earlier date. | 

The chairman was authorized to appoint a small subcommittee to interview 
the suggested legal firm. 

It was unanimously recommended that progress report be made to the execu- 
tive committee at its meeting of April 29, 1954. — 

It was further recommended that the executive committee authorize the man- 
agement to call a special meeting of the executive committee to receive the re- 

rt of this special committee when it is prepared to recommend the name of 
special counsel for retainer. 


ADJOURNMENT 


The meeting was adjourned at 3: 30 p.m. 
L. A. VINCENT, Secretary. 


SpecIAL COMMITTEE OF CHIEF EXECUTIVES (PARTIAL SUBSCRIBERSHIP TO RATINGS 
ORGANS) 


H. W. Miller, chairman, K. E. Black, John R. Cooney, K. B. Hatch, Wm. A. 
Hebert, J. Victor Herd, John A. North, W. J. Reynolds, Bruno C. Vitt, J. C. 
Huliett, ex officio. 

Appointed: February 25, 1954. 

Met: March 10, 1954. 

Discharged: March 25, 1954. 

Reappointed at special meeting of executive committee April 7, 1954: 

H. W. Miller, chairman, K. E. Black, K. B. Hatch, Wm. A. Hebert, John A. 
North, W. J. Reynolds, Bruno C. Vitt, ex officio, John R. Cooney, J. Victor 
Herd, J. C. Hullett. 

Met: April 15, April 28, July 8, November 9, 1954. 


SUBCOMMITTEE TO SELECT SPECIAL COUNSEL 


Messrs. K. E. Black, J. Victor Herd, J. C. Hullett, W. J. Reynolds, H. W. 
Miller, chairman ex officio. 
Met: April 28, 1954. 


Aprin 29, 1954. 
To the Chairman, Executive Committee: 

The special committee on examinations by insurance departments was ap- 
pointed for the purpose of considering the present system of association exam- 
inations and the need for changes therein. In June 1953, the Examinations 
Committee of the National Association of Insurance Commissioners appointed a 
subcommittee to confer with this special committee in connection with these 
matters. 

There has heretofore been supplied to each member of the special committee 
a copy of the examination manual and detailed statistical analyses of figures 
compiled from answers to the questionnaire hereinafter referred to. 

The so-called zone system of association examinations came into being some 
12 years ago. A number of States, led by New York, were bitterly opposed to 
the idea but finally were persuaded to accept it because of the probability that, 
otherwise, many States would exercise their powers to make separate, inde- 
pendent examinations. 

The procedure under the zone system is that, as soon as the home State deter- 
mines that it will conduct an examination of one of its companies then, pursuant 
to agreement, it notifies the Chicago office of the National Association of Insur- 
ance Commissioners at least 30 days in advance of the examination. There- 
= participation by outside zones is entirely outside the control of the home 
state. 

The six zones into which the country has been divided were set up on a purely 
geographical basis, as will be seen from the attached list. It will be noted that 
zone 1, which includes New York, Massachusetts, and Connecticut, is the domi- 
ciliary zone of the great majority of companies doing a countrywide business, 
and, therefore, subject to zone examinations. The rule governing participation 











3596 THE INSURANCE INDUSTRY 


by zones provides that each zone in which a company has writen $1 million j 
premiums (or less than $1 million but 20 percent of its total writings) js joie 
invited to participate. The assignment of examiners is made through th 
chairman of each zone acting in conjunction with the assistant secretary’s offi ; 
in Chicago. ae 

One of the results of this system has been that, as a matter of practice all 
zones participate in the examination of companies of any important size, There 
has also developed a definite trend on the part of a number of States to partic. 
pate in these examinations, although they do not have a staff of eXaminerg 
adequate to warrant such extensive participation. For example, we find that 
over the period covered by the questionnaire referred to above, Arkansas particj. 
pated in 25 examinations, Florida in 24, Indiana in 26, Ohio in 24, California jy 
28, Utah in 17, and the State of Washington in 14. 

It is interesting to note that the State of New York, which has the greateg 
responsibility in the matter of examinations because it has more insurance cop. 
panies domiciled within its borders than any other State, has not at any time 
participated in the examination of out-of-State companies doing business jy 
New York. 

The rules developed by the NAIC for the conduct of zone examinations haye 


been set forth in a so-called Manual of Association Examination Practice ang | 


Procedure which call for a mass of time-consuming and costly detail in connec. | 


tion with examinations, and under this method of examination there were strong 


indications that the bills which must be paid by the companies examined were | 


becoming excessive. One point which should be noted, at least so far as New 


York companies are concerned, is that the participation by five other zones hag | 


not reduced at all the number of examiners and assistants employed by the New 
York Insurance Department on the examination of any particular company. 

In order to obtain necessary factual data and expressions from member 
companies in connection with this problem, a form of questionnaire was gub- 
mitted to all national board member companies, requesting information as to 
each of the last three completed examinations. Forms of questionnaire, duly 
completed, were returned supplying information in respect of some 200 member 
companies. 

As anticipated, the figures disclosed that the cost of the examination procedure 
had increased greatly, had reached a very substantial figure and is continuing 
upward. The following are the more important figures developed. (In reporting 
these figures, examination No. 1 refers to the earliest examination, No. 2 to the 
intermediate, and No. 3 to the most recent.) 

The total cost of the three examinations was $5,461,829.28, of which $2,403. 
135.08 was paid to States of domicile and $3,058,694 to other States or their 
examiners. In examination No. 1, there were 58 participations by States of 
domicile and 112 by outside zones, at a total cost of $1,052,240.76. In examina- 
tion No. 3, there were 91 participations by States of domicile and 218 by outside 
zones, at a total cost of $2,684,607.23, an increase of 155 percent in cost. 

There were three States which did not participate in any examinations—Maine, 
Nevada, and Vermont. 

The State of New York, which participated in the largest number of examina- 
tions of domestic companies, 137, did not participate in any examinations of 
companies of other States, nor did Massachusetts or the District of Columbia 
which had together a total of 18 domestic company examinations. 

There were 25 States or territories which did not conduct any examination of 
a domestic company, but participated in 269 examinations of companies of other 
States. The remaining States participated in 1382 domestic and 288 foreign 
examinations. 

A compilation by zones shows that zone 1, which includes New York, Connecti- 
cut, and Massachusetts participated in 188 domestic and 21 foreign examinations. 
The other zones show up as follows: 


|) r | 
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In connection with these examinations, we find that some States, particularly 
Arkansas and Utah, apparently not having any need for a staff of examiners prior 
to the inauguration of the zone system have made arrangements with outside 
accounting firms to participate as representatives of these States in zone exami- 
nations throughout the country. To illustrate the extent of this, we find that 
Arkansas, which received a total of $140,000 for examinations over the period 
covered, paid $103,000 of that amount to such outside firms; Utah out of a total 
of $97,000 paid $76,000; Delaware out of a total of $40,000 paid $33,000 to outside 
examiners and New Mexico out of a total of $47,000 paid $28,000. 

In many instances where such outside examiners are employed it has been found 
that they are not specialists in the insurance business nor do they understand 
the operations of insurance companies as the examiners of the larger depart- 
ments do, and they have not contributed anything to the efficiency of the examina- 
tions in which they were engaged. The representative of each zone is supposed 
to be on a par with the representative of each other zone so that in effect we 
find six senior accountants participating in an examination which by any stand- 
ard of auditing is an excessively costly situation. 

As a general rule today the company examined is required to pay for each 
examiner from an outside zone compensation at the rate of $180 per week plus 
living allowance of $84 per week, and traveling expense. This adds up to a 
yearly rate of $13,660 for each such examiner plus whatever traveling expenses 
are necessary. In recent years these zone examinations have been known in 
many instances to run from 12 to 18 months, and in some instances even longer, 
so that it will be seen that the cost of examinations has gotten out of hand. We 
feel that the great increase in expense is due to four principal causes, namely: 
(1) Increase in number of representatives of other zones; (2) the lengthy and 
cumbersome procedures outlined in the “Examination Manual”; (3) lack of effec- 
tive supervision by home States in limiting duration of examinations; and (4) 
inclusion of lengthy and unnecessary comment in reports. Sound administration, 
whether in government or in business requires that expenses be controlled, and 
certainly the time appears to have come when some control must be placed on 
the expense of examination. In view of the great increase in costs, it is clear 
that the NAIC should be requested to take cognizance of the fact and take active 
steps to control these runaway costs. 

The primary purpose of examinations is to protect the public against in- 
solvency. It was never intended that such examinations should be detailed 
audits and as a matter of fact the determination of financial condition in ac- 
cordance with standard accounting procedures could be accomplished in such a 
way that a better job could be done more efficiently and with less time consumed 
and to less expense than under the cumbersome examination procedure outlined 
in the “Association Manual.” In short the main purpose of the examination is to 
attach creditibility to the figures and facts reported by the companies in their 
annual statements and to determine whether or not companies have sufficient 
systems of internal and external control. 

We believe that there should be a new approach to the whole subject and that 
this approach should be made in two ways: (1) By a reduction in the number 
of zones for examination purposes to three or four, with a consequent reduction 
in the number of outside zone representatives; and (2) by a revision of the 
“Examination Manual” so as to shorten many procedures and eliminate others, 
which would materially shorten the report on examination. We believe that there 
should be a mutual attempt on the part of the commissioners and ourselves to see 
if we cannot correct the evils that have crept in. In following the details and 
complicated instructions of the “Examination Manual” it has taken so long to 
complete an examination and write the report so that when it is issued it is 
already outdated and of little value. What has happened during the intervening 
period may have changed the picture completely. It is to the advantage of the 
insurance commissioners and the company and the public to have shorter exami- 
nations with a report that is more nearly up to date. 
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Section I—STATES By ASSOCIATION EXAMINATION ZONES? 


Connecticut 
Maine 


Massachusetts 


Delaware 


District of Columbia 


Maryland 


Chairman: George A. Bowles, commissioner of insurance, Richmond, Va, 


Alabama 
Florida 
Georgia 


Chairman 


Illinois 
Indiana 
Iowa 


Chairman 


Arkansas 
Colorado 
Kansas 


Chairman 


Arizona 
California 
Hawaii® 


Chairman 


Excerpt From MINUTES OF EXECUTIVE COMMITTEE FOR APRIL 29, 1954 


Subscribership to actuarial bureau—Eligibility.—It was voted that a company 
which is a subscriber to another statistical agency for filing of experience under 
the standard classification for occupancy hazards as adopted by the National 
Association of Insurance Commissioners January 1, 1947, and as subsequently 
amended, is not eligible for membership in the national board or for subscriber- 


ZONE I 


New Hampshire 
New Jersey 
New York 


Chairman: W. Ellery Allyn, insurance commissioner, Hartford, Conn. 
ZONE II 


North Carolina 
Ohio 


Pennsylvania 


ZONE IIt 


Kentucky 
Louisiana 
Mississippi 


ZONE IV 


Michigan 
Minnesota 
North Dakota 


ZONE V 


Nebraska 
New Mexico 
Oklahoma 


ZONE VI 


Idaho 
Montana 
Nevada 


ship to the actuarial bureau. 


Applications for membership.—It was voted that all applications for subserib- 
ership to the actuarial bureau, as well as applications for full membership in 
the board, be submitted to the committee on membership before recommendation 


to the executive committee. 


Waiting period—It was voted that as a condition of eligibility for member- 
ship in the national board a company be established in the fire and allied fire 
field and that a period of 2 years of operation in this field normally be considered 


adequate. 
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Rhode Island 
Vermont 


South Carolina 
Virginia 
West Virginia 


Missouri 
Tennessee 


: H. A. Longshore, superintendent of insurance, Montgomery, Ala! 


Wisconsin 


: Charles R. Fischer, commissioner of insurance, Des Moines, Iowa, 


Texas 
Wyoming 


: Thomas R. Pansing, director of insurance, Lincoln, Nebr? 


Oregon 
Utah 
Washington 


: William A. Sullivan. insurance commissioner, Olympia, Wash. 


1 Second edition, 1951 ; revised June, September, and December, 1952. 


2 Revised July 1953. 
? Added mid-winter meeting, Dec. 12-15, 1948, p. 254 of 1949 proceedings. 
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“piseussion brought out that this recommendation is adopted merely as a guide 
for the committee on membership, it being recognized that the committee will 
carefully consider the factors in each individual case. 


OFFICE MEMORANDUM 
Apri 30, 1954. 
To: General Manager Vincent. 
From : General Counsel Berry. c ; 7 
Subject : Minutes—Subcommittee of chief executives, April 28, 1954, 12 noon; 
special committee of chief executives, April 28, 1954, 2 p.m. 


SPECIAL COMMITTEE OF CHIEF EXECUTIVES 


In view of the sensitiveness of some members, you might consider rewriting 
the third and fourth sentence of these minutes to read: 

“It was the consensus of the subcommittee discussion that special counsel 
selected should review the constitution and bylaws of the national board, exist- 
ing State regulatory acts, questions immediately presented under those laws 
(specific reference being made to partial subscribership) and be prepared to rec- 
ommend remedial steps in connection with general policy. In this discussion it 
was the unanimous view that no immediate answers to the broad questions 
could be expected—a period of 6 months being considered the best estimate of 
time that would be required for exploration of these subjects, with the hope 
expressed that particular questions might permit of answer at some earlier 


date.” 
SUBCOMMITTEE MINUTES 


I would make the same change in language in these minutes as I have sug- 
gested for the minutes of the 2 o’clock meeting and for the same reason given. 


“ADOPTED” OR “PASSED” 


Technically the February 25 resolution was passed as was the resolution of 
April 7. These resolutions originated in the executive committee and were 
passed by the committee. 

The resolution of March 25, again technically speaking, was adopted because 
that resolution did not originate with the executive committee but originated in 
a special committee and was embodied in that special committee’s report as 
recommended. When the executive committee acted on the recommendation it 
adopted the proffered resolution as its own. 

The point is more technical than real and I would be inclined to use “adopted” 
in view of the fact that “adopt” is found in February 25 and March 25 minutes 
of the executive committee. 

J.R. B. 


Excerpt FroM MINUTES OF COMMITTEE ON LAWS FoR May 19, 1954 
OHIO; MULTIPLE-LINE LEGISLATION 


The committee was advised that the proposed public relations course reported 
at the last meeting has been abandoned and as an alternative two separate com- 
mittees have been set up—one representing stock and one representing mutual 
companies. The stock committee is composed of 11 members made up of Ohio 
stock companies, fieldmen, national board counsel, and the Association of Cas- 
ualty and Surety Companies and its counsel. A multiple-line bill has been drafted 
by the committee and in an attempt to meet one of the objections made to earlier 
bills the capital and surplus requirements were not included. General counsel 


stressed the importance of companies advising their fleldmen of their desire for 
this legislation. 


SASKATCHEWAN GUARANTEE & FIDELITY INSURANCE COMPANY 


General counsel states that this company, which is owned by the government 
of Saskatchewan, has been licensed in Montana. The Montana agents have caused 
a suit to be started to test the legality of this action. It has been suggested the 
national board might help defray the expenses of this litigation. After discussion 
it was voted that general counsel be authorized to retain counsel in Montana to 
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assist counsel of the agents so far as practical and possible, but that no financia] 
contribution be made to defray the agents’ expenses. 

It was further voted that the chairman appoint a committee of three to Study 
the legislative impact of the entire matter of alien companies (owned by alien 
governments) being licensed in the United States. The chairman appointed 
K. B. Hatch, chairman, H. Clay Johnson and John A. North. 


FEDERAL CONGRESS; H.R. 8300 


General counsel reported the Senate Finance Committee has approved oy 
recommendation that the dividends received credit apply to dividends from 
insurance companies. 

The points raised by us in connection with dividends to individuals and foreign 
income have been settled by the Senate Finance Committee. 


KENTUCKY LITIGATION ; SURCHARGE 


General counsel referred to the litigation involving the surcharge for munici. 
pal taxes and advised that hearing on the motion to dismiss was set for May 
15. Local counsel appeared in Frankfort but the judge, because of a crowded 
calendar, postponed the hearing until May 26, at Georgetown. 


NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS 


The annual meeting of the NAIC will be held in Detroit, Mich., June 7 to 11, 
general counsel referred to the following items in which the board is interested, 
and asked for instructions: 

Insolvency funds.—The business is opposed to insolvency funds and genera] 
counsel was instructed to take that position before the convention. 

Uniform accounting.—Our position is unchanged. 

Subcommittee on reinsurance.—General counsel referred to the majority and 
minority report of the NAIC subcommittee which will be on the agenda, and 
he was instructed to support the majority report, which is in line with the position 
of reinsurance companies, members of the board. 

Multiple-line underwriting.—It was the sense of the meeting that general coun- 
sel was not obligated to take any position on this subject. 

Instaliment premium reserves.—It was unanimously voted that the general 
counsel take the position that we favor continuing the present regulation. 


WASHINGTON ; MULTIPLE-PERIL INSURANCE RATING ORGANIZATION 


Reference was made to a decision, dated April 19, 1954, by Insurance Commis- 
sioner Sullivan regarding the entry of the Multiple-Peril Insurance Rating Or- 
ganization in the State of Washington, during which a suggestion was made that 
member companies be furnished with a copy. It was concluded that distribution 
should not be made by. us. 


BILLS APPROVED FOR PAYMENT 


On motion duly made and seconded, it was voted to approve payment of the 
following bills, amounting to $3,017.78: 


J. G. Niederlitz, reimbursement of expenses in connection with trips to 


PN ic BU Ra MN tcc et daniteatitbelhendtn bhdetalabitih enable $169. 14 
Jennings, Strouss, Salmon & Trask, fee and expenses, Arizona___--__ 1, 200. 40 
Lemle & Kelleher, fee and expenses, in connection with settlement of 

NE CT DTN i cistern cttcereninth eee nrnnbn ne mamritbiees 770. 0 
i. B. Week, lemiaintive sevice, Michi tai inieincc snes niente ene 154. 62 
E. S. Coons, reimbursement of expenses in connection with trips to 

I, ac: BU es iste acs icesineciceencsencnentitidstntnnipn camsiniestacatietiglilply 105. 35 
Waterman & Downs, attorney fee, Vermont______--_--_------------- 500. 00 
Mississippi Legislative Reporting Service.____.._.._.._____---------~-- 118. 27 


J. RayMOND Berry, Secretary. 
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THE St. PAUL COMPANIES, 
St. Paul, Minn., June 1, 1954. 
Mr, J. RAYMOND BERRY, ’ 
al Counsel, the National Board of Fire Underwriters, 
New York, N.Y. 

Dear Ray: Has the practice of the Virginia Insurance Department of going 
around to various offices and checking for rate and countersignature violations 
come to your attention? 

Both ourselves and the employers have already paid a pretty good settlement 
fee, and they have just completed an examination in Chubb’s office that has 
given their outfit plenty of concern. , 

Armie Harris, I believe, mentioned this at the commissioners Ineeting in 
Miami to several people, and obviously if this is a practice which Virginia can 
carry on, SO can every other State in the Union. Equally obviously, they will 
find some errors in any office, but if this practice grows it would certainly sour 
everybody on the basis of State supervision of the business. : 

It seemed to me that the right place to lay this proceeding was in the national 
poard but if it doesn’t fit there, maybe it should be mentioned at the next AIA 
meeting. Give me your advice, please. 

Sincerely yours, 
A. B. JACKSON. 


Excerpt FroM MINUTES OF A REGULAR MEETING OF COMMITTEE ON LAWS FOR 
JUNE 16, 1954 


Present: Mr. C. A. Loughin, chairman; Messrs. Millard Bartels, D. C. Bower- 
sock, Philip S. Brown, Raymond N. Caverly, H. B. Collamore, Frank F. Dorsey, 
J. K. Hooker, H. Clay Johnson, Joseph G. Niederlitz, S. Dwight Parker, P. J. 
Priore, Francis Van Orman, William R. Rearden; also William Tribou (repre- 
senting Clinton L. Allen), Hugh Garland (representing John R. Barry), John 
Dillard (representing James F. Crafts), Peter Korsan (representing K. B. 
Hatch), E. 8S. Coons (representing H. W. Miller), Russell W. Viering (represent- 
ing John A. North), and J. Deegan, secretary, National Fire Insurance Co., 
James McGuirk of Royal-Liverpool group. Of the staff General Counsel Berry, 
General Manager Vincent, and Ray E. Hughes. 

Advices of their inability to attend were at hand from Messrs. K. B. Hatch, 
H. W. Miller, John R. North, and W. A. Rattelman. 


NEW MEMBERS 


Chairman Loughin announced that President Herd had appointed two new 
members to this committee and welcomed Messrs. Niederlitz and Caverly. 


LEGISLATURES IN SESSION 


Federal Congress and the States of Louisiana and New Jersey are in session. 


LEGISLATION—LOUISIANA 


The attention of the committee was called to inimical legislation introduced 
in this State. General counsel was instructed to oppose the increase in the fire 
marshal tax from three-quarters of 1 percent to 1 percent, the legislation amend- 
ing the rating law prohibiting deviations, as well as the adjusters’ license bill, 
unless the latter is amended to our satisfaction. 

Federal Congress—H.R. 8300.—General counsel reported that the Senate Fi- 
nance Committee has approved our recommendation in connection with tax 
credit for dividends received by individuals from insurance companies. The 
provisions as to foreign income have been eliminated from the bill. 


LITIGATION 


Kentucky surcharge.—General counsel advised that the motions to dismiss 
were argued on May 26. Decision has been reserved. Briefs will be filed by 
our counsel by July 1 and by opposing counsel by August 1. 

West Virginia corporation license tav—The Supreme Court of Appeals of 
West Virginia has affirmed the lower court ruling and sustained the position 
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taken by insurance companies. In effect the court has held that forei 
companies, licensed to do business in the State of West Virgini 
to the corporation license tax. 


gn insurance 
a, are not Subject 


WISCONSIN—-AMENDMENT TO STANDARD POLICY LAW 


Reference was made to a suggestion that an effort be made to amend the 
standard policy law in Wisconsin, to exempt crop hail business from its provi. 
sions. It was the sense of the meeting that the suggestion be drawn to the 
attention of Mr. Leonard Peterson, chairman, standard policy committee. 


DEATH OF GEORGE R. CAREY 


Chairman Loughin appointed a committee of three to prepare an appropriate | 


resolution to be incorporated in our minutes memorializing George Carey, mem. 
ber of this committee. 


NATIONAL ASSOCIATION OF INSURANCE COM MISSIONERS 


The annual meeting of the NAIC was held in Detroit, Mich., June 7 to 11, 
and general counsel attended. The following items of particular interest to 
the stock property insurers were before the convention : 

Reinsurance.—Both the majority and minority reports of the commissionery 
subcommittee were tabled. 

Blanks committee.—The report was approved except as to three items. These 
have been deferred for further study and report at the December meeting. 

Installment premium reserves.—The convention appointed a subcommittes 
to restudy this subject matter and report at the December meeting. 

After discussion it was the sense of the meeting that the chairman appoint q 
subcommittee to review this whole matter and report back. The chairman ap 
pointed J. G. Niederlitz (chairman), John R. Barry, Philip S. Brown, H. Clay 
Johnson, and Francis Van Orman. 

Examinations commitiee—Subcommittee of our executive committee with 
general counsel and mutual representatives met with the commissioners’ sub. 
committee, as a result of which a memorandum of criticism and suggestion ig 
to be sent to the commissioners’ committee. 

Federal Congress—H.R. 8536 and 8. 3114.—Administration’s health reinsur- 
ance plan. The commissioners have gone on record in opposition to this legis. 
lation. General counsel stated that there appears to be some sentiment in acei- 
dent and health business in favor of the bills. 





OHIO—MULTIPLE LINE LEGISLATION 


General counsel stressed the importance of companies getting word to their 
fieldmen that the companies favor multiple line legislation and that the fieldmen 
should stress for the enactment of that legislation this year. 


KENTUCKY—SURCHARGE LITIGATION 


Since our last meeting there have been no new developments. Due to the 
illness of counsel for the plaintiff an extension of time to November 1 for filing 
his brief has been granted. 

MISSISSIPPI—INCOME TAX 


The Mississippi Income Tax Bureau is seeking additional taxes. Repre 
sentatives of the bureau have called on us, as well as companies, and are critical 
of the basis used for computation of this tax. The bureau is preparing new 
regulations and we expect to see a copy of these regulations before promulgation. 
General counsel suggested that if demand for additional taxes is made that 
payment be withheld pending the issuance of new regulations. 


WEST VIRGINIA—CORPORATION LICENSE TAX LITIGATION 


This litigation was successfully concluded. Negotiations are underway with 
counsel in an effort to agree on a fee but counsel’s views are not close to the views 
of counsel for the life association, casualty association, or national board, as to 
what the fee should be. Further discussions will be had, following which gen- 
eral counsel will be prepared to report his recommendations. 
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CALIFORNIA—-ANTITRUST INVESTIGATION 


Agents of the Department of Justice have visited our San Francisco office 
and requested and received copies of our constitution and bylaws and a set of 
roceedings. They have also looked over our general correspondence file. After 
their Visit of about 2 hours they left and have not returned. 

In this connection the Board of Fire Underwriters of the Pacific has sent 
a questionnaire to executives asking for their views as to possible change in 
the California rate law. 


SOUTH CAROLINA—FILING OF FORMS 


General counsel took up, through the South Carolina Rating Bureau, the request 
of the department for the filing of forms. As a result companies need not file 
any material which the rating bureau has filed in their behalf and companies 
have been bulletined accordingly. 


ARKANSAS—EMPLOYMENT OF ADDITIONAL COUNSEL 


General counsel placed before the meeting a request from our local counsel, 
MeMillen & Teague, for the employment of additional counsel. General counsel 
was authorized to comply with this request. 


REPORT OF SUBCOMMITTEE ON INSTALLMENT PREMIUMS 


Chairman Niederlitz read the attached report on the reporting of installment 
premiums on term policies, and on motion duly made and seconded it was voted 
(1) that the report be approved, and a copy sent to members of the laws and 
executive committee with advice that it will be considered at the executive com- 
mittee meeting on October 28; (2) that the subcommittee be enlarged by appoint- 
ment of the chair to assist general counsel in carrying out these recommenda- 
tions at the 1954 winter meeting of the insurance commissioners. 


SPECIAL COMMITTEE OF CHIEF EXECHTIVES 


General counsel referred to the following action taken by the special committee 
of chief executives at its meeting of July 8: 

Voted, unanimously, that the Laws Committee of the National Board of 
Fire Underwriters be requested to advise this committee of the various subjects 
to be studied by special counsel on “matters of general policy growing out of 
current problems arising in connection with state regulatory acts” and, specifi- 
cally, “current questions involving claimed right to partial subscribership in fire 
insurance rating organizations” pursuant to the report of this special committee 
to the executive committee, dated April 28, 1954. 

Pursuant to the above action general counsel prepared the attached memo- 
randum which was read. It was voted that the memorandum be approved 
for the purpose of being sent to the special committee of chief executives. 


ExcerpT FroM MINUTES OF EXECUTIVE COMMITTEE FOR JUNE 17, 1954 
CLASSIFICATION OF MULTIPLE PERIL EXPERIENCE—DWELLINGS 


At the request of the Interbureau Insurance Advisory Group, Inter-Regional 
Insurance Conference, and Pacific Fire Rating Bureau, the actuarial bureau com- 
mitteee has considered classification coding for the several multiple peril broad 
forms or all-risk dwelling policies recommended or filed by those organizations. 

It is the unanimous view of the actuarial bureau committee that the standard 
classification of occupancy hazards as approved by the National Association of 
Insurance Commissioners be preserved. It was voted that the experience on such 
forms as include fire, extended coverage, and additional extended coverage be 
Teported to the National Board Actuarial Bureau by the respective companies 
in accordance with the standard classification for fire, major peril 10; extended 
coverage, major peril 20; and additional extended coverage, major peril 26, with 
subdivisions as provided in the standard classification. 

Further, that the use of major peril 26 be continued for the established addi- 
tional extended coverage endorsement, but, for multiple peril dwelling forms in- 
cluding extra coverages, a temporary major peril code 28 be established for the 
identification of premiums and losses for those extra coverages (other than 
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fire and extended coverage) not reported to other statistical 
agencies; 
temporary major peril code 27 be discontinued and used only a repo os 
premiums and losses now on company records. o 
The question of a separate classification on business written at a discount from 
Hop es eee od and the committee reaffirmed its present Policy 
parate treatment only for such business as is writte indiv 
company deviation filings. eee i 


(Copy to L.A.V.) 


NATIONAL BOARD OF FIRE UNDERWRITERS, 
Jui 7 
Mr. A. B. Jackson, oe 
President, 
St. Paul Fire &€ Marine Insurance Co., 
St. Paul, Minn. 


; Dear Agcy: I delayed answering your letter of June 1, due to absence at the 
insurance commissioners’ convention. 

For some months a national board subcommittee has been studying criticisms 
of present examination practices and procedures. 

An oral report of these criticisms, with tentative suggestions for change, was 
made to the special subcommittee of commissioners at Detroit, just prior to the 
commissioners’ convention. 

As a result of the Detroit meeting our criticisms and suggestions are to be sub. 
mitted in writing to the commissioners’ committee and to the Association of 
Casualty & Surety Companies, the National Association of Independent Insur. 
ers and mutuals, with the thought that those organizations would then pool their 
suggestions with ours and submit an agreed set of suggestions to the commis. 
sioners’ committee prior to the December meeting. 

Yours truly truly, 
J. RAYMOND Berry, General Counsel. 


THE St. PAUL COMPANIES, 
St. Pau, MINN., June 18, 195}. 
Mr. J. RAYMOND BERRY, 
General Counsel, 
The National Board of Fire Underwriters, 
New York, N.Y. 

Dear Ray: I very much appreciate your letter of June 17 replying to mine of 
June 1, but, I am ashamed to confess that I can’t tell from your letter whether 
anything specific is being done about the Virginia situation or not. What dumb 
classmates you must have. 

Sincerely, 
A. B. Jackson, 





(Copy to L.A.V.) 
JUNE 22, 1954. 
Mr. A. B. JACKSON, 
President, 
St. Paul Fire € Marine Insurance Oo., 
St. Paul, Minn. 

Dear ArcH : Replying to yours of June 8. 

The dumbness is mine. One of the points which will be made is a suggested | 
change in procedure in that tax examinations, as separate examinations, should 
be abandoned and if any State has reason to believe that taxes have been 
avoided it should lay its reasons for such belief before those who are making 
the conventional examination, for appropriate study. 

Incidentally, if your company has a suggestion different in form, send it on 
to us and we will include it. We are planning to include every suggestion that 
has been made. Needless to say no company’s name will be disclosed. 

Best regards. 


Sincerely, 
J. RayMOND Berry, General Counsel. 
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THE SAINT PAUL COMPANIES, 
Sr. Pau, Minn., June 24, 1954. 
Mr. J. RayMOND Berry, 
General Counsel, the National Board of Fire Underwriters, 
New York, N.Y. 

Dear Ray: Thanks for yours of June 22. 

I think the suggestion which you intend to make is certainly entirely proper, 
and I rather believe would have enthusiastic support from most of the commis- 
sioners. However, if 1 understand Virginia’s point of view correctly, they take 
the position that under Virginia law they must check to make sure that their 
rates and other regulations are being followed. I do not believe that they 
would admit that they could delegate that authority to others making a conven- 
tion examination. I also am afraid their thinking will be decidedly influenced by 
what they are collecting, and it is easy to imagine their collecting at least $50,000 
a year on this racket. By the way, one of the companies most recently having 
a tussle with them is the Federal—Junius Powell has had the thought of really 
battling this thing in the courts in Virginia, and I think it would be a good thing 
if you would visit with him a little on this matter. I think your guidance would 
be helpful to him, as well. 

Sincerely yours, 
A. B. Jackson, President. 


(Copy to Messrs. Niederlitz, Barry, and Hughes. First draft June 25, 1954) 


RECOM MENDATIONS 


(1) Abandon zone examinations. 

(2) Substitute examinations either (@) home State with one examiner repre- 
senting all outside States; or (b) use accounting firms of recognized standing, 
following the Securities and Exchange procedure. 

(3) Accept audit work certified to by responsible certified public accountants. 

(4) Increase test checks on items such as examination nonadmitted assets, bills 
receivable, premiums in course of collection. 

(5) If zone examinations are to be continued, confine examinations to period 
under review in the absence of capital impairment, fraud, or wrongdoing. 

(6) Reduce number of examiners. 

(7) Increase the limit of amount of premium required for qualification for zone 
examination. 

(8) Eliminate per diem. 

(9) Increase the authority of the chief examiner. 

(10) Confine examinations to solvency, taxes, and treatment of claimants. 

(11) Have an outside firm of accountants prepare an audit program. 

(12) Revised manual in the following directions: 

(a) Eliminate detail in handling of examination of overdue balances, 
amortized value of bonds, nonadmitted assets, bills receivable ; 
(bo) Eliminate sections I to V of manual; introduction and preamble of 
section VI; 
(c) Page 11, subsection (a)2, bonds and securities, strengthen this pro- 
vision so that examiners will accept certificate ; 
(d) Page 15, section 5, premium notes, test check; 
(e) Simplify procedure for computing— 
(1) unearned premium reserve, 
(2) loss reserves, 
(3) expense reserves. 

(13) Eliminate examiners staying on job waiting for report to be written. 

(14) Eliminate special tax examination. If any State has a problem in this 
connection, let it advise those who are making the regular examination and 
obtain a special report from that source. 
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(Copy for Mr. Berry) 


THE NATIONAL Boarp OF FIRE UNDERWRITERS, 
New York, June 25, 1954, 
To the Special Committee of Chief Executives (Messrs. H. W. Miller, chair 
K. E. Black, John R. Cooney, K. B. Hatch, Wm. A. Hebert, J. ©. Hutie 
John A. North, W. J. Reynolds, Bruno C. Vitt; copy to J. V. Herd, member 
ex officio.) 
GENTLEMEN: A meeting of the special committee of chief executives wiy be 
held in this office on Thursday, July 8, 1954, at ll a.m. Luncheon will be served, 
It is hoped that the members of the committee will find this a convenient dat, 
Cordially yours, 
L, A. VINCENT, General Manager, 


(Copy for Mr. Berry) 


THE NATIONAL BoarD OF FrrE UNDERWRITERS, 
New York, July 12, 1954. 
To the Special Committee of Chief Executives (Messrs. H. W. Miller, chairman, 
K. E. Black, John R. Cooney, K. B. Hatch, Wm. A. Hebert, J. C. Hullett, 
John A. North, W. J. Reynolds, Bruno C. Vitt). 


GENTLEMEN: We are sending you for your information and files a copy of the 
minutes of the meeting of the special committee of chief executives, held on 
July 8. 

Very truly yours, 
L. A. VINCENT, General Manager, 





MINUTES OF MEETING OF THE SPECIAL COMMITTEE OF CHIEF EXECUTIVES OF THE 
NATIONAL Boakp oF FIRE UNDERWRITERS, HELD IN THE Boarp Room, 85 Jouy 
StreET, NEw YorRK, JULY 8, 1954, aT 11 a.m. 


Present: Messrs. H. W. Miller, chairman, K. E. Black, Wm. A. Hebert, John 
A. North, and J. R. Berry (representing W. J. Reynolds). 

Advices of their inability to attend were at hand from Messrs. K. B. Hateh, 
J. C. Hullett, and Bruno C. Vitt. 

Mr. John R. Cooney was neither present nor represented. 

The chairman opened the meeting, reviewing the present situation with re 
spect to the need for guidance from the committee in establishing the scope of 
the problem to be laid before special counsel in the original interview with 
the firm under consideration. 

Following general discussion, which reaffirmed the discussion at meeting 
of April 28 that the study would deal with long range questions and would in- 
volye consideration of the national board’s constitution and bylaws and review 
of existing regulatory statutes, it was, upon motion of Mr. Black, duly seconded, 
voted unanimously that. the laws committee of the National Board of Fire 
Underwriters be requested to advise this committee of the various subjects to 
be studied by special counsel on “matters of general policy growing out of cur- 
rent problems arising in connection with State regulatory acts” and, specifically, 
“eurrent questions involving claimed right to partial subscribership in fire in- 
surance rating organizations” pursuant to the report of this special committee 
to the executive committee, dated April 29, 1954. 

The meeting was adjourned at 12:10 p.m. 


L. A. VIncENT, Secretary. 


MEMORANDUM 
JULY 12, 1954 
Special committee of chief executives 
General Counsel Berry communicated with Chairman Loughin of the com- 
mittee on laws over the weekend: advised of the action of the special committee 
at meeting on July 8 in reauesting the committee on laws to advise that com- 
mittee in relation to the subjects to be studied by special counsel. 


To 
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sina pica ‘ on lay 

n Loughin is on vacation. He returned to New York on Monday, 

on of following conversation with President Black of the Home Insurance 

to. he conferred with general counsel and the undersigned at 1:15 p.m., that 
” 


Orne chairman is of the view that it will be difficult to have a committee 
meeting during the vacation period because so many of the members of the com- 

ittee are not available. Furthermore, he is of the view that it would be 
‘jesirable to have for consideration of the committee an outline of the problems 
involved in this matter, for a meeting possibly in September. 

Mr, Loughin stated that he would return from vacation as of the end of 
this month and would confer with the chairman of the special committee, 
general counsel and the undersigned during the first week of August with a view 
to developing material for consideration by the committee on laws and that he 
felt certain there would be no loss of time in the overall since the committee 
would then have more definite information to act upon in carrying out the 
assignment from the special committee of chief executives. ee 


OFFICE MEMORANDUM 


Subject: Meeting at New York Insurance Department on installment premium 

reserve, July 25, 1954. 

Present : s 

From New York Insurance Department: Messrs. Gould and Reilly. 
From national board: Messrs. Niederlitz, Brown and Hughes. 

The discussion at the meeting may be summarized as follows: 

1. The only problem involved, insofar as the New York Insurance Depart- 
ment is concerned, is the proper reserving of installment term business recorded 
and reserved for on an annual (not full term or optional) basis. 

2. They believe a formula basis may be employed to bring about the necessary 
reserve correction. 

8. The formula can be devised by the company involved to suit its own 
particular needs, so long as it appears to produce reasonable results upon 
examination. This would permit different companies to use differing formulas. 

4. A letter written by Deputy Superintendent Murphy to the NAIC was the 
letter referred to in their resolution. Mr. Gould read the letter to us and it 
contained a general statement on the underreserving produced by the present 
method of reserving—suggested the use of a formula employing a percentage 
to bring about the necessary correction. 

5. They had no record, nor did they know of what States laws were referred 
toin the NAIC resolution. 

6. They did not know what accounting problems were covered in the NAIC 
resolution, as they had not raised that question and, so far as they were con- 
cerned, no such problems were involved. They felt they were in a position, 
upon examination, to determine whether or not a company properly met the 
reserving requirements. 

7. Mr. Reilly submitted a formula he was working on to accomplish the 
correction in the unearned premium reserve. 

8. He promised to send each of us a copy of the formula in complete form. 

9. The New York Insurance Department has no plans and does not con- 
template any change in the bulletin of July 1, 1951. However, they may take 


unilateral action to correct the so-called underreserving of installment term 
business. 


THe NATIONAL Boarp or Firs UNDERWRITERS, 
New York, September 9, 1954. 
To the Special Committee on Statistical Data (Messrs. H. Clay Johnson, chair- 
man, D. R. Ackerman, C. L. Allen, J. R. Berry, Philip S. Brown, H. B. 
Collamore, James F. Crafts, K. B. Hatch, BE. A. Henne, Charles P. Jervey, 
Gilbert Kingan, Charles A. Loughin, J. Victor Herd, ex officio). 
GENTLEMEN: At the suggestion of Chairman Johnson, we are pleased to at- 
tach résumé of the history leading to the appointment of this special committee 
on statistical data, together with summarization of current developments. 
Yours very truly, 
L. A. VINCENT, General Manager. 
47932—60—pt. 6——80 
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Résumé Covertne History LEADING TO APPOINTMENT (TOGETHER WITH Currey? 
DEVELOPMENTS) OF SPECIAL COMMITTEE ON STATISTICAL DATA 


With the development of uniform accounting regulations and the adoption by 
the State of New York of Regulation No. 30, more and more emphasis wag 
placed by the supervisory authorities on the allocation of expenses by the fire 
insurance business. 

The Uniform Accounting Committee of the National Association of Insurance 
Commissioners in 1949 requested the industry to establish an industry com. 
mittee on uniform accounting; the primary purpose of this was to afford the 
commissioners’ subcommittee on uniform accounting, under the chairmanship of 
Jim Higgins of the New York Insurance Department, an organized group rep- 
resenting all segments of the industry to assist in connection with interpretation 
of the regulations. 

It soon became apparent that the commissioners were not satisfied with the 
mere interpretation of the existing regulations (including the necessary ang 
more or less expected changes that followed to make the regulations more work. 
able), but they spread over into the field of having the NAIC subcommittee Te- 
view statistical plans and studies, and more recently they embarked upon a 
study of the relationship between uniform accounting and ratemaking. The 
business opposed this expansion of the committee’s activities and establisheg 
the point that the question of relationship between uniform accounting and 
ratemaking was not a subject for consideration by the NAIC Uniform Account. 
ing Committee. 

The NAIC then referred that subject to a joint subcommittee comprising 
representatives of the NAIC Uniform Accounting Committee and the committee 
on rates and rating organizations. At that time (October 1951) our execy. 
tive committee voted to form the conference committee on uniform accoun 
under the chairmanship of Mr. Gilbert Kingan. That committee held a number 
of meetings, including one with the managers of the regional associations, and 
the work culminated at the December 1953 meeting of the NAIC held in Miami 
when the report of the commissioners’ joint subcommittee on the relationship 
between uniform accounting and ratemaking was tabled. 

At that same meeting, the recommendation of the zone 5 commissioners that 
study be made of the relationship between statistics and ratemaking was re 
ferred to the Rates and Rating Organizations Committee of the NAIC. The 
national board conference committee on uniform accounting reported this to 
the executive committee in December 1953 at which time the report was 
approved. 

The executive committee, following discussion, voted that the national board 
was the appropriate body to make the study, and it voted that a special com- 
mittee on statistical data be appointed. Your committee was designated and at 
the close of that fiscal year the conference committee on uniform accounting was 
discharged with thanks. With the dissolution of the conference committee, the 
work of that committee was transferred to the special committee on statistical 
data. The subcommittee on underwriting profit of the law committee continues 
as a separate committee. 

The special committee, at its meeting of February 3, 1954, appointed a sub- 
committee consisting of Mr. Philip S. Brown of the Hartford, chairman, and 
Messrs. J. R. Barry of the American Equitable, J. M. Donovan of the Travelers, 
and J. G. Niederlitz of the Great American to prepare a study along the follow- 
ing lines: 

(1) A reexamination of the rating standards which were developed with the 
assistance of the national board’s subcommittee on underwriting profit and filed 
with the Illinois department. 

(2) A reexamination of the national board statistical plan in the light of No.1 
and consideration of ways and means of having the national board statistical 
plan for expenses adopted in all States. 

(3) Review of the method of allocating overhead expense as provided in the 
national board statistical plan. 

(4) Application of the determination regarding allocation of overhead ex- 
pense to regulation No. 30 in New York for the purpose of discovering incon- 
sistencies as between the two. 
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-(B) Recommendations with reference to regulation No. 30 for possible use in 
conferring with the New York department. 

Considerable progress has been made on No. 1, and the committee is currently 
developing a statement of principles relative to the standards for review of 
experience on fire and allied fire lines. 

At the June 1954 meeting of the NAIC, the uniform accounting committee of 
that body reopened the various items which had been tabled by its joint sub- 
committee of the committee on rates and rating organizations and the uniform 
accounting committee, but again tabled the item “Use of Insurance Expense 
Exhibit Indications in Ratemaking,” and the chairman was directed to appoint a 
subcommittee of commissioners for the purpose of studying and reporting on the 
other items; namely, continuation of present expense groups, and definition of 
inspection expenses. 

Definition of “acquisition,” “field supervision,” and “collection expenses.” 

Disposition of report of the subcommittee of the industry uniform accounting 
committee on bases of allocation. 

Utilization of time study and unit counts in lieu of flat percentage loadings. 

Jurisdiction of the NAIC uniform accounting subcommittee over cost analysis 
of other than insurance expense exhibit. 

(The members of the above NAIC subcommittee are not as yet known to us.) 

The question of catastrophe reserves for earthquake and windstorm losses, 
which was referred to this special committee on statistical data by our executive 
committee, has been discussed in our letter to you under date of August 17, 1954. 


L.A. V. 


OFFICE MEMORANDUM 
Date: September 15, 1954. 
To: Mr. J. Raymond Berry, general counsel. 
From: D. H. Bayles. 


MeTHoD OF PAYING EXAMINATION Costs TO INSURANCE COMPANY EXAMINERS 


States where statutes provide that examination costs be paid by companies di- 
rectly to State 


Alabama: Code of Alabama, title 28, sections 52-53. 
Arkansas :* Arkansas Statutes, sections 66-710. 

California : Insurance laws, sections 736 and 737. 

Iowa: Code Annotated, sections 507.4, 507.5—507.9. 

Kansas: General Statutes, section 40.223. 

Kentucky : Revised Statutes, section 304.035. 

Louisiana: Revised Statutes, title 22, section 1305. 
Maryland: Annotated Code, article 48A, section 55. 
Michigan : Statutes Annotated, section 24.6. 

Minnesota : Statutes Annotated, sections 60.09, 60.105. 
Nebraska: Revised Statutes, sections 44-107.02, 44-107.03, 44-116 to 44-118. 
New Jersey : Statutes Annotated, section 17 : 23-4. 

New York: Insurance Law, section 32. 

North Dakota :? Revised Code, section 26-0108. 

Rhode Island : General Laws, 1938, chapter 151, section 23. 
Texas: Insurance Code, article 1.16. 

Vermont : * Statutes, 1947, sections 9148 and 9149. 
Wisconsin : Statutes, section 200.04. 





1 Provides only that “all expenses of an examination and publication [of a surety com- 
pany] shall be paid to the auditor [commissioner] by the company examined.” No pro- 
vision made as to the transmission of payment of examiners for expenses of examination 
of other kinds of insurers. 

*Provides that “any sums paid to the employee or the department or commissioner as 
expense money may be paid directly to the employee * * *."" However, compensation to 
examiners shall be paid out by the department and sums — to commissioner by com- 
panies examined for such compensation shall be paid into the State treasury. 

*Provision made that domestic companies pay examination expenses direct to State. 
However, sec. 9149, re foreign companies, does not specifically set forth to whom examina- 
tion costs are to be paid by such foreign companies. 
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States where statutes provide that examination costs be paid by companies di 
rectly to examiners and not to State 


Arizona: Arizona Code, section 61-308. 
Missouri: Annotated Statutes, section 374.220. 
Oregon : Compiled laws, section 101-136. 

South Dakota : * Code, section 31.0206. 

Utah : Code Annotated, section 31-3-6. 
Virginia : Code, section 38.1-176. 
Washington: Revised Code, section 48.03.060. 


States where statutes are silent as to whom a company may or shall make pay. 
ment for examination costs 


Alaska Illinois North Carolina 
Colorado Indiana Ohio 
Connecticut Maine Oklahoma 
Delaware Massachusetts Pennsylvania 
District of Columbia Mississippi Puerto Rico 
Florida Montana South Carolina 
Georgia Nevada Tennessee 
Hawaii New Hampshire West Virginia 
Idaho New Mexico Wyoming 


ReEporT OF LAWS SUBCOMMITTEE ON THE SUBJECT OF REPORTING INSTALLMENT 
PREMIUMS ON TERM POLICIES 


Your subcommittee met and reviewed the subject of reporting installment pay- 
ments on term policies. This has again become a subject of controversy, becanse 
companies are not reporting uniformly, and the NAIC, at their June 1954 meet. 
ing, appointed a special subcommittee of the fire and marine committee to re 
study the question of reporting installment premiums on term policies in finan- 
cial statements, and the withdrawal of the 1951 recommendation. In June 1951, 
the NAIC recommended that the income in each year’s statement should reflect 
the actual amounts charged to and payable by the assured during the year on 
term policies written on an installment payment basis. 

As a result of the 1951 recommendation, most States adopted the so-called an- 
nual rule, while a few, including California, Connecticut, and Pennsylvania, ap- 
proved an optional basis of reporting. In spite of the so-called lack of uniform. 
ity in reporting, this subcommittee was able to find only four groups of com- 
panies who are reporting the full term premiums in the first year, but there are 
probably others of which we have no knowledge, however, we can safely say that 
most companies are now reporting on an annual basis. 

A review of the position of the national board on this subject reveals that in 
October 1950 a subcommittee of the laws committee recommended the adoption 
of the annual rule. This subcommittee report was not approved by the laws 
committee, and the general counsel was instructed by both the laws and execu- 
tive committees to oppose any attempt to change the required or traditional 
methods of reporting unearned premium reserve. However, after the 1951 NAIC 
recommendation to report on an annual basis became effective, the national 
board did not register any opposition and since that time has acquiesced, and in 
May 1954 the general counsel was instructed to take the position at the NAIC 
meeting in Detroit in June, favoring continuation of the present annual treat- 
ment. 

Your subcommitee, in its study of this subject, has not only reviewed the na- 
tional board commitee minutes and the NAIC proceedings but also reviewed the 
detail reports furnished the national board by its member companies, outlining 
their positions on the treatment of installment premiums. The relationship of 
this question to Federal income taxes was thoroughly discussed. Each item of 
the June 1954 NAIC resolution was studied with the thought that the questions 
raised in that resolution, would need an answer from the industry at the De 
cember 1954 NAIC meeting. 


* Provides merely that “all necessary traveling, hotel, and board expenses shall be bn 

by the company being examined directly to the commissioner or person authorized by 
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The action of this subcommittee on the questions raised by the NAIC resolu- 
tion was as follows: : 

1. The resolution contained the following paragraph : 

“Whereas the recommendation of the subcommittee was in the nature of a tem- 

rary measure to serve until a decision was made on the appropriate size and 
treatment of term discounts which were held to be inextricably intertwined with 
the whole question of installment premiums.” ; 

It was the general consensus of this subcommittee that the methods of report- 
ing installment business was not “inextricably intertwined” with the question 
of size and treatment of term discounts. On the contrary, the general feeling 
was that a modification of the discount on term business would have no bearing 
on whether you should report and reserve installment business on a so-called full 
term reserve basis or on a so-called annual basis. 

2. The resolution also contained the following paragraph : 

“Whereas it now is apparent that the recommendation adopted in June 1951 
results in inadequate reserves for unearned premiums as brought out by the 
letter from the New York department suggesting corrective measures.” 

The “corrective measures” suggested by the New York department refers to 
the calculation of the unearned premium reserve based on a single year’s premiums 
as required under the 1951 recommendation. It does not mean that the depart- 
ment is recommending the setting up of a reserve on the full term premium. 
It was the unanimous feeling of the committee that the reserve for unearned 
premiums must be adequate and that an addition should be made to the reserve 
to take care of this technical underreserving which has resulted from a mis- 
interpretation of the requirements of the 1951 recommendation. The correction, 
however, should be so worked out that the proper reserve can be arrived at 
on a formula basis. 

Arrangements were made for a conference with the representatives of the 
New York Insurance Department to discuss this subject. Attached is a copy 
of the repo t of that meeting. This subcommittee is now working with the 
department on the preparation of a formula which will result in an adequate 
unearned premium reserve but will not result in a large amount of additional 
work for the statistical departments of member companies. 

3. The resolution also contained the following paragraph: 

“Whereas it now appears that under the statutory provisions of some States 
reporting cannot be made on the basis of the June 1951 recommendation and 
that other accounting difficulties have resulted from the application of the 
recommendation.” 

An attempt was made to secure from the commissioners the statutory pro- 
visions referred to in this paragraph as well as the reference to accounting 
difficulties. We have not been able to secure any information in this connection 
and so far have not discovered the reason for its being included in the resolution. 

As a result of the study made by this subcommittee, its members arrived at 
the following conclusions: 

1, The subcommittee is unanimously opposed to any change in the 1951 recom- 
mendations which would call for a mandatory full term reserve. 

2. The subcommittee is unanimously opposed to the optional treatment of 
reserving term business. 

Representatives of companies favoring the setting up of full term reserves 
or optional treatment were present at one of the subcommittee’s meetings to 
explain the positions of their respective companies and the reasons for their 
positions. 

It was agreed that uniformity of treatment is desirable, not only for statis- 
tics and rate making but a requirement if the industry is to maintain their 
present position for Federal income taxes. The difficulties which the industry 
had with the Treasury Department because of the different ways of handling 
nonlicensed reinsurance, nonadmitted assets and schedule P, are typical ex- 
amples caused by lack of uniformity. The convention form of annual statement 
was changed so that those items would be reported on a uniform basis and also 
reflect therein the proper income. 

The Federal income tax angle was an important factor in the subcommittee’s 
conclusions. The chief difference for income tax purposes between the annual 
rule and the full term rule for reporting installments, is the item of commis- 
sion. Under the annual rule, the company takes as a deduction only the 1 year’s 
commission actually paid. Under the full term rule, the company takes a de- 
duction not only the 1 year commission paid but also 4 years’ commission which 
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has not been paid. This position will be difficult to defend for income tax pur- 
poses and the committee believes that the opening of this subject may reopen the 
question of prepaid expenses and the revision of section 204 (now sections 83) 
and 832, 1954 revenue code). 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, September 30, 1954, 
Report of the special committee of chief executives. 
To THE CHAIRMAN, EXECUTIVE COM MITTEE. 


Deak Siz: The special committee of chief executives met on July 8, 1954 
at which time it was voted unanimously that the laws committee of the Na. 
tional Board of Fire Underwriters be requested to advise this committee of the 
various subjects to be studied by special counsel on “matters of general policy 
growing out of current problems arising in connection with State regulatory 
acts” and, specifically, “current questions involving claimed right to partig) 
subscribership in fire insurance rating organizations” pursuant to the report of 
this special committee to the executive committee dated April 29, 1954. 

Respectfully submitted. 


H. W. MILuer, Chairman. 


FIREMAN’S FUND INSURANCE Co., 


San Francisco, October 13, 1954. 
Mr. J. RAYMOND BERRY, 


General Counsel, The National Board of Fire Underwriters, 
New York, N.Y. 


DEAR Mk. Berry: I reviewed the memorandum addressed to the committee on 
laws which you enclosed with your letter of October 11 and found it a most 
interesting document. I assume it to be a presentation of your personal views 
and observations prepared, as you suggest, to be helpful to the committee. §o 
considering it, I would offer the following comments. 

Under “Historical background,” who were the companies who advocated in- 
dependence? A few of us fought a losing battle, agreeing to the legislation that 
would tie our hands and leave open the pricing of their products to the direct 
writers, but I fail to recall any stock fire companies who were not in favor of 
some concert of action in the making of fire rates. 

In discussing the basic conflict of views with respect to the all-industry laws, 
is it not a fact that it was intended that the members or subscribers who desired 
relief from the application of rates and rules promulgated by organizations of 
which they were members or subscribers could obtain that relief through the 
deviation medium? The statement made under item 2 of the paragraph in ques- 
tion would imply that it was originally intended that relief could be obtained 
through the withdrawal or resignation route with respect to certain classes. 

In the paragraph at the bottom of page 2 and carrying over to page 3 reference 
is made to the fact that the casualty companies invaded the fire insurance field. 
I think a more accurate statement would be that the fire companies, through 
their marine or special lines department, invaded the casualty field. I hold 
no brief on either side of this question, but it would seem to me that it would 
be well to have the blame shared by companies writing all classes. 

On page 5 reference is made to the California situation. In my opinion the 
statement is not an accurate one because the big bulk of the business here for all 
classes, and especially fire written by stock companies, is written in conformity 
with the promulgations of the Pacific Fire Rating Bureau. In addition, when 
one makes reference to “conformity” it has to be defined as to what it applies. 
True, there have been many diversions but they have been of the multiple peril 
variety and in total a very small percentage of the fire premium income of the 
stock companies has to date been affected. 

With regard to the courses of action available to the so-called organization 
companies, has not one important one been overlooked, possibly two? I have 
in mind the change in the bylaws of the rating organizations which would re 
quire full membership or subscribership. Such a change would have to be filed 
with the insurance superintendents of the severa] States who would consider 
the proposal and its application. The first reaction is that the insurance com- 
missioners would reject such a change. However, to be realistic about it, grave 
danger and possibly chaos could result from such a rejection. Specifically, it 
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could be pointed out that with such a filing the deviation section in the all-indus- 
try statutes gave complete freedom of action to the company who desired to 
deviate. Accordingly, it could be presumed that the partial subscribership pro- 
cedure was a competitive device anticipating a commercial advantage without 
restraint. Next, it could be pointed out that if an individual company was in 
a position to make its own rates on certain classes, it should equally be able 
to make its rates on all classes. Third, it would not affect the small company 
who wrote only certain classes for the change could be so worded that service 
could be granted to anyone who was a member or subscriber for all classes 
underwritten. Fourth, it could be pointed out that any disapproval of such 
a change could only result in other companies becoming partial subscribers, 
possibly for additional classes than those currently receiving special consid- 
eration—all with the end result that chaos would be bound to ensue and the in- 
surance departments would be required to step in to a most unfortunate pic- 
ture. This threat, it would seem to me, would occasion the insurance depart- 
ments approaching the independent group and urging that they accept full 
subscribership and follow the deviation procedure if relief was desired. 

In the absence of favorable developments along these lines, the other possible 
alternative would be the eventual abandonment or sale of existing rating organi- 
zations to those who desired to follow the independent course and the setting up 
of a new rating organization, presumably with existing personnel and certainly 
with complete organization company support, thus creating in effect two rating 
organizations. In this manner, similar to the first course outlined, relief would 
be granted to those companies who desired to follow the organization pattern, 
whereas the independents would operate through their own rating body. 

Whether or not these alternatives are worthy of recording in any revised 
memorandum that you decide to submit to the laws committee, I don’t know, 
put they are sent to you with the view that the subject in question is so complex 
that it is my feeling that no memorandum which anyone could prepare would 
be complete. As an example, from the commercial aspect of the problem, agents 
or brokers are very much in the picture. To the extent that they may act 
independently is an item that cannot be overlooked in hoping for some sound 
solution. You are correct when you suggest that the matter is one that demands 
senior executive consideration. In such a statement I would include the direc- 
tion of the legal aspects as well as the commercial aspects. While our companies 
voted approval of the governing committee’s recommendation to the New York 
Fire Insurance Rating Organization, it was and is my view that the issue should 
not have been determined at that level. 

To all of these observations I would like to add just one general comment. 
The shades of a decade ago are rapidly being drawn across the questions now 
before us. We turned then to outside legal counsel to determine and direct our 
course of action. 

In my opinion that was one of the greatest mistakes we ever made. I trust 
that with respect to the subject now before us, important as it be, the senior 
executives will agree that they must make the decisions, both in principle and 
as to procedure, and call upon lawyers to implement those decisions only when 
and if necessary. 

I am sorry that I will be unable to attend the committee meeting next week 
but I trust Vice President Dillard will be present and if necessary he can 
supplement the views expressed herein, all with the hope that the matter will 
receive early consideration in the hands of those who are charged with the 
responsibility of providing leadership for the organization phase of our business. 

Sincerely yours, 
JAMES F.. Crarts, President. 


AETNA INSURANCE GROUP, 
Hartford Conn., October 15, 1954. 
Mr. J. RayMonp Berry, 
General Counsel, National Board of Fire Underwriters, 
New York, N.Y. 


Dear Mr. Berry: We are pleased to have the opportunity of commenting on 
the matter of legislation, as outlined in the memorandum attached to your letter 
of October 11, since in our opinion there is no question of greater importance 
facing the insurance business. 

We urge that stock insurance companies seriously endeavor to agree upon a 
legislative program upon which they can unite, based upon the considered con- 
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clusion that such a program is the best one available for the joint interests of all 
stock companies. 

We have given this matter a great deal of consideration and toward the end 
of accomplishing the foregoing submit the following suggestion. 

Through the medium of a small working committee, carefully selected by the 


executive committee, the entire problem of legislation be reviewed with one op. | 


jective; namely, what type of legislation would best serve the interests of the 
stock insurance business. We recognize the difficulties presented in determi 
this conclusion, but we are persuaded that a historical review of what hag 
transpired since the SEUA decision will indicate definite patterns in this dire. 
tion. 

We would suggest that the conclusions of this special committee be submitteg 
to the executive committee for consideration and, providing general agreement 
was reached on the submission, it would then seem politically expedient to 
invite support from nonboard companies, representatives of agents’ and brokery’ 
organizations, and other bodies that may be identified with the stock insurange 
business. It is evident that any house divided within itself cannot succeed jp 
any legislative program. Therefore, every effort should be made to secure 
united support. 

The Aetna insurance group is prepared and willing to lend its support to any 
reasonable program that promises to meet the situation. 

Very truly yours, 
C. L. ALLEN, President, 
APPENDIX 1 


Every member of or subscriber to a rating organization shall adhere to the 
filings made on its behalf by such organization except that any such insurer 
may make written application to the commissioner for permission to file a 
deviation from the class rates, schedules, rating plans or rules respecting any 
kind of insurance, or class of risk within a kind of insurance, or combination 
thereof. Such application shall specify the basis for the modification and a 
copy thereof shall also be sent simultaneously to such rating organization, 
The commissioner shall set a time and place for a hearing at which the insurer 
and such rating organization may be heard and shall give them not less than 
10 days’ written notice thereof. In the event the commissioner is advised by 
the rating organization that it does not desire a hearing he may, upon the con- 
sent of the applicant, waive such hearing. In considering the application for 
permission to file such deviation the commissioner shall give consideration to 
the available statistics and the principles for ratemaking as provided in section 
3 of this act. The commissioner shall issue an order permitting the deviation 
for such insurer to be filed if he finds it to be justified and it shall thereupon 
become effective. He shall issue an order denying such application if he finds 
that the resulting premiums would be excessive, inadequate or unfairly diserimi- 
natory. Each deviation permitted to be filed shall be effective for a period of 
1 year from the date of such permission unless terminated sooner with the 
approval of the commissioner. 


APPENDIX 2 


Subject to rules and regulations which have been approved by the commis- 
sioner as reasonable, each rating organization shall permit any insurer, nota 
member, to be a subscriber to its rating services for any kind of insurance, 
subdivision, or class of risk or a part or combination thereof for which it is 
authorized to act as a rating organization. Notice of proposed changes in such 
rules and regulations shall be given to subscribers. Each rating organization 
shall furnish its rating services without discrimination to its members and sub 
scribers. The reasonableness of any rule or regulation in its application to 
subscribers, or the refusal of any rating organization to admit an insurer as a sub- 
scriber, shall, at the request of any subscriber or any such insurer, be reviewed by 
the commissioner at a hearing held upon at least 10 days’ written notice to such 
rating organization and to such subscriber or insurer. If the commissioner 
finds that such rule or regulation is unreasonable in its application to subscribers, 
he shall order that such rule or regulation shall not be applicable to subscribers. 
If the rating organization fails to grant or reject an insurer’s application for 
subscribership within 30 days after it was made, the insurer may request a 
review by the commissioner as if the application had been rejected. If the 
commissioner finds that the insurer has been refused admittance to the rating 
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gation as a subscriber without justification, he shall order the rating 
zation to admit the insurer as a subscriber. If he finds that the action of 


he rating organization was justified he shall made an order affirming its action. 


APPENDIX 3 


Any member of or subscriber to a rating organization may appeal to the com- 
missioner from the action or decision of such rating organization in approving 
or rejecting any proposed change in or addition to the filings of such rating 
organization and the commissioner shall, after a hearing held upon not less than 
10 days’ written notice to the appellant and to such rating organization, issue 
an order approving the action or decision of such rating organization or direct- 
ing it to give further consideration to such proposal, or, if such appeal is from the 
action or decision of the rating organization in rejecting a proposed addition to 
its filings, he may, in the event he finds that such action or decision was unreason- 
able, issue an order directing the rating organization to make an addition to its 
filings, on behalf of its members and subscribers, in a manner consistent with 
his findings, within a reasonable time after the issuance of such order. 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, October 21, 1954. 
To Messrs. John A. North, chairman, K. E. Black, John R. Cooney, K. B. Hatch, 
w. A. Hebert, J. V. Herd, John A. Barry, Bruno C. Vitt, J. C. Hullett, 
ex officio. 

GENTLEMEN: The committee on laws at its meeting yesterday considered the 
attached memorandum. After discussion it was voted that the memorandum be 
approved for the purpose of being sent to your committee in line with the action 
taken at your July 8 meeting. 

Also enclosed are copies of two letters on this subject received from execu- 
tives. 

Yours very truly, 
J. RayMonp Berry, 
General Counsel. 


OcrToBeER 11, 1954. 
To Members of the Committee on Laws: 


This memorandum is prepared in order to assist the laws committee in carrying 
out the assignment delegated to it by resolution adopted by the special commit- 
tee of chief executives on July 8, as follows: 

“Voted unanimously that the laws committee of the National Board of Fire 
Underwriters be requested to advise this committee of the various subjects to be 
studied by special counsel on ‘matters of general policy growing out of current 
problems arising in connection with State regulatory acts’ and, specifically, 
‘current questions involving claimed right to partial subscribership on fire insur- 
ance rating organizations’ pursuant to the report of this special committee to the 
executive committee, dated April 29, 1954.” 


HISTORICAL BACKGROUND 


In 1944 at the time of the South-Eastern Underwriters Association decision, the 
stock fire insurance business was reasonably well united in the belief that con- 
cert of action was desirable, and perhaps necessary, in certain fields of the stock 
fire business, particularly the field of rating. There were a few however who 
openly advocated independence of action in all fields, and hinted that there had 
been in the past more independence of action than appeared on the surface. 

Out of this basic conflict of views came the all-industry rating laws which (1) 
permitted those who so desired to act in concert and to bind (subject to certain 
limitations) those who desired to act in concert with them; (2) permitted those 
who so desired to act in concert as to some parts of their rating and to remain 
independent as to other parts; and (3) permitted those who so desired to be or 
remain totally independent. 

The disposition of the rating bureau companies was to encourage, so far as 
reasonably possible, all fire insurers—stock, independent, and mutual—to use 
the services of the rating bureaus. In order to carry out this purpose, and at 
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the same time give what was then viewed as some necessary flexibility, a devia. 
tion section* and a partial subscribership provision* were incorporated ip 
law together with a provision for an appeal to the commissioner from action og 
the rating organization refusing to file a proposed change in, or addition to, its 
filings.’ 

Comparable provisions were made in the casualty rating law, differing some. 
what in scope but not in principle. Historically, the casualty business had 
relied on rating organization services less than did the fire insurance business, 
In the casualty field not only were a greater number of companies independent, 
but a greater percentage of the premium volume was represented by independents, 

Following the adoption of the rating laws, there was no immediately recog. 
nizable trend of departure from earlier practices. However, the wave of ratj 
legislation was followed quite closely in time by a wave of multiple line under. 
writing legislation. Then, as casualty companies came into the fire insuranee 
field, their relative feeling of independence of rating organizations began tp 
make itself felt. Moreover, some stock fire insurance companies which haq 
been independently inclined, began to chafe under the restraints of the rating 
laws. Their feelings were reflected in an increased number of deviations ang 
in efforts to interpret the deviation section as permitting deviations based oy 
alleged saving in a particular item of expense (example: commissions). (Com. 
panies which favored strict interpretation of the deviation section resisted efforts 
to loosen that section. 

One independent-minded group of insurers eventually resigned as members 
of the fire insurance rating organizations and became subscribers. Currently, 
this same group has notified various rating organizations that it desires to be 
a subscriber as to only part of the rating organization’s services and will make 
(in fact has made) so-called independent filing as to the classes for which it jg 
no longer a subscriber. In doing this, it has used, and is continuing to use, 
certain material developed by the rating organizations or by advisory organiza. 
tions which, in turn, are supported by the members of the rating organizations, 
It is this use of rating organization material to support so-called independent 
filing which is the basis for current attempts to compel the independent group 
to use the deviation section rather than make independent filings. 

While the above has been evolving, a number of so-called bureau companies 
(companies which are generally members of fire insurance rating organizations) 
in the exercise of their multiple-line underwriting powers have been experiment- 
ing with multiple-peril policies. These experiments have taken varying forms, 
the two basic ones being the specified peril policy and the so-called all-risk 
policy. Some of the bureau companies have been sharply divided on whether 
these multiple line contracts are combinations of existing forms of insurance 
which should be rated by existing rating organizations, or whether they repre. 
sent a new kind of insurance for which a new rating organization is required. 

One such new rating organization is now functioning, supported by bureau 
companies. That rating organization is currently using material of fire rating 
organizations without their formal consent and against the wishes of some 
members of those rating organizations. 

Independent specialty companies which have recently entered the fire insnr- 
ance field are making independent filings and they too are using material pro- 
duced by the established fire insurance rating organizations without formal 
consent on the part of those rating organizations. 

Some of the insurance departments have evinced a belief that more competition 
in the insurance business would be in the public interest. They have therefore 
shown a disposition to permit deviations with scanty supporting information 
and have permitted independent filings with even less support—particularly 
where the filer claims there is an absence of statistical data due to the novel 
rating concept on which the filing is based. 

The regional organizations have been unable to restrain the movement toward 
independence of action. Most of their influence in this direction was lost with 
the S.H#.U.A. decision. Furthermore, those most prone to independent action 
either never were members of the regional organizations, or, having been 
members, resigned. 

The rating bureaus have tried, with not too much success, to slow down the 
movement by making liberalized filings on behalf of such members and sub- 
scribers as may choose to use such filings. 


1 See app. 1. 
2 See app. 2. 
* See app. 3. 
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The statutory fire insurance policy laws which have tended to preserve order 
nave in some places been amended to permit more freedom of form. Here 
again bureau companies were sharply divided as to the wisdom of these 
amendments. 

A further development, the impact of which has not yet been felt, is the 
compilation of statistical data on premiums and losses in insurance departments, 
plus the anticipated compilation of highly detailed expense figures under regula- 
tion 30. When these data and figures become available they will lessen the need 
of those independently minded to depend upon or follow the rating organiza- 
tion’s lead. 

The foregoing recital has attempt to set forth the salient facts in a seeming 
mark toward independence of action in matters of rate and form under the 
rating laws. It should be noted, however, that the trend toward independent 
action goes beyond rate and forms and has shown itself even in divergent treat- 
ment of annual statement items. The alternative courses outlined below are 
addressed only to the rating law problems inasmuch as they were the subject 
of executive committee discussions, 


COURSES AVAILABLE 


Course 1—NSelling rating bureau material to independents 


Viewed in the light of the foregoing historical recitation, the use of rating 
bureau material (specifically the use of town and city grading) by insurers 
without rating bureau permission is but one step in an apparent march toward 
independence of action. If so, cost is not a basic part of the problem. This 
conclusion is confirmed by the willingness of some independents to pay a fair 
share of the cost of developing this material, and by the interest, if not willing- 
ness, shown by others in doing the same thing. To put it another way, it is 
probable that rating bureaus could work out mutually satisfactory arrangements 
for the use of their material. But while this would relieve the bureau companies 
of any unfair cost burden, it would not slow down the movement toward in- 
dependent action; on the contrary, it might well accelerate such movement. 
Therefore, course 1—making the user pay—is of value only to distribute the 
cost more equitably. 


Course 2.—Prohibiting the use of rating bureau material by injunction 


The prospects of lasting success in this effort have been heretofore covered 
in a lawyers’ memorandum furnished to the committee on laws. Additionally, 
company executives should not overlook the possibility of a long-fought, expen- 
sive, judicial victory being undone the next month by a legislative defeat. 
However, this course could be used for the purpose of delineating the right 
(if any) of use by stock companies of rating data developed by independents. 
Course 3.—Seeking legislation 

The purpose of the legislation would be to discourage independence of action. 
Obviously such legislation would have to go beyond compelling independents to 
contribute to expense. Such legislation could follow the North Carolina pattern 
requiring compulsory membership in rating organizations. However, this would 
still leave the problem of deviations unsolved since the North Carolina law 
permits deviations. Those independently minded would use the deviation sec- 
tion (as they do now) as to both rate and form. If present-day departmental 
attitudes should continue, fully as much independence could be anticipated under 
the deviation section as under independent filings. 

The deviation section might be eliminated by legislative action and all in- 
surers tied to the same rate and form. However, it should be remembered that 
the deviation section was insisted upon by the stock fire business when the 
rating laws were originally drawn and executives should consider the possible 
repercussions of such a reversal of position. Nevertheless, it is quite clear that 
independence of action will not be stopped by legislation which requires any- 
thing less than compulsory membership in a rating organization without any 
provision for deviation. How this could be accomplished from a pure business 
standpoint (apart from legislation) in a period of multiple line development will 
not be discussed in this memorandum. Suffice it to say that the North Carolina 
law, even with its deviation section, today presents serious problems to the 
multiple line underwriter and to the insurance department. 

The proposed legislation would be of no value in accomplishing its purpose 
unless all carriers were bound. The chances of successful enactment of such 
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legislation would be very slim. Unless there is a change in their current thing. 
ing, even some of the strongest bureau companies would oppose such a restrie. 
tive pattern. The nonbureau companies would certainly oppose since they were 
the ones who insisted that the all-industry bill contain provisions to the effect 
that its purpose was not to discourage competition. 

How other than primarily fire insurers would feel about such legislation ig g 
question on which opinions may differ; but the feelings of such insurers cannot 
be ignored since they would be directly affected by such legislation. We know 
that heretofore they have not shown the disposition toward uniformity whic, 
has been shown by the fire business. 

How the public would feel is also a matter on which opinions might differ, 
In the absence of any serious insurance failures the press could be expected to 
frown on such legislation; in the event of serious failures, the press woulg 
probably favor something more drastic with initiative in the hands of the State 
rather than in the hands of insurers. 


Course 4.—Taking no action (letting well enough alone) 


The wisdom of this course obviously depends largely on the relative effective. 
ness or relative futility of courses 1, 2, or 3. 


APPLICATION OF THE FOREGOING HISTORY AND DISCUSSION OF COURSES TO THE 
QUESTIONS FOR SPECIAL COUNSEL 


Obviously the legal questions involved in each course are peculiar to that 
course. For example, the power of a rating bureau under existing law to sel] 
to nonmembers and nonsubscribers and partial subscribers portions of the rating 
bureau’s material (course 1) is a question not present in either course 2 or 8, 
It is quite probable that no legal advice would be needed if course 1 were to be 
followed. We are informed casualty rating material has been sold for years, 
Furthermore, legislation would appear feasible if a legal question did arise. 

Course 2 clearly involves legal questions not present in courses 1 or 3. But, 
before the answers to the legal questions on this course can have any value, an 
executive or business decision needs to be made as to the desirability and effective- 
ness of such a course, assuming success in court. Desirability involves con- 
sidering the effect of such success on present bureau practices and the wishes 
of some independent-minded bureau companies. 

Course 3 raises other legal questions, but basically it involves practical business 
and legislative considerations. 

Therefore, what course the business shall take is primarily a matter for execu- 
tive decision. After that decision is made, legal advice may be of assistance in 
pointing the way to carry out such a decision. 

The history and outline of alternative courses given herein is not detailed 
or complete. However, we believe it covers the salient points sufficiently to 
point up later discussion. We are not unmindful of the possibility that such 


discussion may result in decision on the fourth course, i.e., that no action be 
presently taken. 


MINUTES OF MEETING OF THE SPECIAL COMMITTEE ON EXAMINATIONS BY INSURANCE 
DEPARTMENTS OF THE NATIONAL BoarD OF FIRE UNDERWRITERS, HELD IN THE 
SMALL COMMITTEE Room, OcToseER 26, 1954, aT 3 P.M. 


Present: Messrs. John R. Barry (chairman), Joseph G. Niederlitz (represent- 
ing D. R. Ackerman), John H. Dillard (representing James F. Crafts), Charles A. 
Loughin (chairman, committee on laws), and Hugh Garland. 

Advices of their inability to attend were received from Messrs. Bowersock, 
Chubb, Matthai, and Long. 


There were also present : Messrs, L. A. Vincent, J. Raymond Berry, and Ray BL 
Hughes. 


EXAMINATIONS BY INSURANCE DEPARTMENTS 


The chairman stated his purpose in ealling the meeting was to obtain the 
committee’s views with respect to the desirability of arranging a meeting with 
other branches of the business prior to the midwinter meeting of the NAIC, 

A general discussion of the question resulted in unanimous agreement on the 


desirability of meeting with other segments of the business at the earliest po® 
sible date. 
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It was agreed that the staff should arrange for a meeting of this committee 
with representatives of the independents, mutuals, and casualty companies, 
preferably during the week of November 15, and that a copy of the staff sum- 
marization of criticisms and corrective measures relating to insurance depart- 
ment examinations be furnished to each of the participating groups with a re 
quest that they each furnish to our committee a summarization on this subject 
of the things which are bothering their membership. 

There being no further business, the meeting adjourned at 4 p.m. 


ADJOURNMENT 


(Copy for L.A.V.) 
OcToBeER 29, 1954. 
NAIC Special Subcommittee of Fire and Marine Committee to Reconsider the 
Question of Reporting Installment Premiums on Term Policies. 
Mr. Ray Murpuy, 
General Counsel, Association of Casualty & Surety Companies, 
New York, N.Y. 


Dear Ray: In connection with the above matter, a subcommittee of this organi- 
gation made the following recommendations to our executive committee: 

1. The subcommittee is unanimously opposed to any change in the 1951 recom- 
mendations which would call for a mandatory full term reserve. 

2. The subcommittee is unamimously opposed to the optional treatment of 
reserving term business. 

When these recommendations came before the executive committee, Mr. Joseph 
Matthai said he knew of several casualty companies which were reserving on a 
full reserve basis and suggested that I get in touch with you, and you in turn 
might want to refer this matter to your committee on blanks and uniform ac- 
counting, with the hope of avoiding any contrary position by our two organiza- 
tions before the insurance commissioners. 

Our subcommittee’s recommendation, of course, had only to do with reserving 
on fire lines and you will notice the commissioners’ subcommittee is a sub- 
committee on the fire and marine committee. 

Our committee will be happy to meet with anyone you may designate at a 
time which is mutually convenient. I hope if a meeting is to be had it can be 
arranged within the next 2 weeks. 

Yours very truly, 
J. RAYMOND Berry, General Counsel. 


FIREMAN’S FuND INSURANCE Co. 
San Francisco, Calif., November 1, 1954. 
Mr. H. W. MILLER, 
President, Commercial-Union Group, New York, N.Y. 


Deak Harry: After I agreed to present my views on the partial subscriber- 
ship issue to the so-called Miller committee through you, I was advised that 
General Counsel Berry had sent each of the members of that committee a copy 
of my letter of October 13, which contained in the first paragraph on page 2 the 
suggestions I had in mind. Hence, I will not repeat them in this communication 
but I will take the opportunity of recording a few observations. 

I have been in each of the four major regions of the country during the past 
month. Notwithstanding the fact that the general counsel of the national board 
has passed the word down that the several rating organizations are free to act, 
there is an obvious desire for guidance, at least to the extent of supporting or 
opposing proposals that may be advanced. As to whether or not any action 
might affect the position of the New York Fire Insurance Rating Organization, 
I have checked with Chairman Barry and it is his view that affirmative action 
outside New York would not hinder; in fact, it might even be very helpful to 
the position of the member companies. 

With respect to any concern over a change in the bylaws of the rating organi- 
zation eliminating a partial subscribership status, it should be borne in mind 
that filings would have to be made with the insurance departments in almost 
every State and the merits of the case considered by the insurance officials. 

It is my present view that the issue should not be allowed to rest wholly 
upon the merits of the New York case. I believe we have a perfect right to do 
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whatever we can legally to support our commercial position and I don’t think 
we should delay letting the officers of the several rating organizations knoq 
that we want them to give early consideration to any relief measures which are 
sound and legally supportable. If some central source in our industry faijs 
to act in this matter, whether it be on the suggestion I have advanced or 
other, I would anticipate that there would be other diversions and that 
current restraint might well lead to the very condition of chaos all of us I believe 
desire to avoid. If by chance I have misjudged the desire of the companies, 
then I would suggest that the sooner we all know about it the better. 

You will note that I have sent a copy of this letter to Mr. Barry, for if by 
chance he has any contrary view to the one I have expressed to you with respect 
to the New York organization I would want you to be advised. 

Sincerely yours, 
JAMES CRarFts, 





NOVEMBER 1, 1954, 

NAIC Special Subcommittee of Fire and Marine Committee to Reconsider the 

Question of Reporting Installment Premiums on Term Premiums. 

To Members of Subcommittee on Installment Premiums (Messrs. J. G. Nieder. 
litz (chairman), Great American Insurance Co.; John R. Barry, Corroon & 
Reynolds ; Philip S. Brown, Hartford Fire Insurance Co.; H. Clay Johnson, 
Royal Liverpool Insurance Group; Francis Van Orman, American Insurance 
Co.; C. A. Loughin (chairman, committee on laws, Home Insurance Co.), 


GENTLEMEN : Pursuant to the action of the executive committee, we have con- 
ferred with general counsel of the Association of Casualty & Surety Companies, 
and a subcommittee of their uniform accounting committee would like to meet 
with us to discuss the above report. 

The only date on which the casualty representatives will be free is November 
16. We will therefore have a meeting on November 16, at 11 a.m. in the executive 
committee room of the board. 

We trust you will find it convenient to attend. 

Yours very truly, 
J. RAYMOND Berry, General Counsel. 


LUMBERMEN’S MUTUAL CASUALTY Co., 
Chicago, November 5, 1954. 
Mr. J. RAYMOND BERRY, 
General Counsel, The National Board of Fire Underwriters, 
New York, N.Y. 

Dear Ray: I am sorry that neither Mr. Johnson nor I will be able to be with 
you on November 18, this for the reason that some scheduled meetings in Chi- 
cago will require us to be here on that day. 

My suggestions at the moment for your consideration are these: 

(1) Full credibility should be given to past examinations unless fraud or 
obvious inaccuracy require attention. For instance, in an examination a few 
years ago, the examiners went over every security purchase and sale of the 
company since organization over 40 years before, notwithstanding the fact that 
purchases and sales are reported in each annual statement and the reports are 
checked out in every examination. The excuse given in this case was that 
none of the prior examinations had stated that purchases and sales since or- 
ganization had been checked out. 

(2) The examination should be limited to matters pertinent to a determina- 
tion of compliance with law and maintenance of the financial structure, reserves, 
capital and surplus required by law. Narratives now are inclined to present 
statements of details of agency contracts, of reinsurance coverages and of 
administrative routine. 

(3) Inquiry into the necessity for the full zone system is suggested. The 
setup now is a temptation to assume that each zone has a responsibility for 
participating in an examination, a responsibility that the obvious facts would 
demonstrate to be unnecessary. For instance, here is a company against which 
there never has been a complaint filed with an ifisurance department, which has 
a financial statement that would make certain its ability to pass the requirements 
of the laws. The temptation is to send an examiner on every company if it is 
big enough to qualify. The primary responsibility should be reposed in the 
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tate of domicile. It is well known that if there is trouble other examiners 
i want to. 

on ete are much too long. In a recent examination I observed listing 

j asoaite in three different places. It would seem that a repetition in an 

examination report of such a schedule as schedule T, “Business by States, 

which appears in each annual statement is completely unnecessary. 

(5) The root of the whole problem is the fee system. The NAIC has a rule 
requiring that each examiner shall be a full-time and regular employee. The 
ustom is to designate examiners on an out-of-State examination and then 
€ y them $35 a day or some similar amount, plus some such amount as $15 a 
er for expenses. This is accomplished by having the men go off the State 
payroll for a time and the companies being examined are instructed to pay the 
examiners personally each week. It would seem to be the usually applicable 
rule of law that the salaries of all State employees be established by the State, 
that their salaries and expenses should be paid for out of appropriations made 
for the purpose and that no payments should be made personally to the exam- 
jners, rather the cost of examination should be reimbursed on a cost basis by 
the company examined. . 

Aside from this, the industry and the real function of the insurance superin- 
tendent would be better served by eliminating examination at companies’ ex- 

nse because the expenses are well covered by taxes. Thus we would leave 
examinations to be made, where required in the judgment of the insurance com- 
missioner. Everyone knows that on such a basis all complaints against the long- 
drawn-out and unnecessary features of examination reports would be eliminated 
quickly. 

Sincerely, 
CHASE M. Sm1TH, General Counsel. 


MINUTES OF MEETING OF THE SPECIAL COMMITTEE OF CHIEF EXECUTIVES OF THE 
NATIONAL BOARD OF FIRE UNDERWRITERS, HELD IN THE BOARD Room, 85 JOHN 
SrreeT, NEw YORK, NOVEMBER 9, 1954, AT 2:30 P.M. 


Present: Messrs. K. B. Hatch, Wm. A. Hebert, H. W. Miller, John A. North, 
Bruno C, Vitt and J. R. Berry (representing Mr. W. J. Reynolds). 

Advices of their inability to attend were at hand from Messrs. K. E. Black, 
J. C. Hullett, and J. V. Herd. Mr. John R. Cooney was neither present nor 
represented. 

ELECTION OF CHAIRMAN 


Mr. Miller called the meeting to order and stated that since his original 
appointment to this committee chairmanship he had been elected chairman of the 
executive committee of the national board to which this committee reports 
and that he felt it would be preferable to have some other member serve as 
chairman. Following discussion of this point, Mr. Miller requested that the 
committee accept his resignation as chairman but advised that he would be 
pleased to serve as a member and, on moton duly made and seconded, it was 
unanimously voted to accept his resignation as chairman of the committee. 

Upon motion, duly made and seconded, it was unanimously voted that Mr. 
John A. North be elected chairman of the committee. Mr. North accepted, stated 
that he realized the importance of this committee assignment. 


EMPLOYMENT OF SPECIAL COUNSEL 


Mr. Miller reviewed the action taken at the last meeting of this special com- 
mittee on July 8 which resulted in a request to the laws committee for an out- 
line of the item or items which should be referred to special counsel. He 
called attention to a letter of October 13 from Mr. James F. Crafts, president of 
the Fireman’s Fund Insurance Co., which was sent to the members of this 
committee under date of October 21 with memorandum from the laws committee 
dated October 11. 

In commenting on the position taken by this committee, Mr. Miller referred 
to the view which obtained that such studies as might be undertaken by special 
counsel would require considerable time and it was not contemplated that there 


would be direction from the national board in action that might be taken in the 
respective States. 
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He then read Mr. Crafts’ letter of November 1 and Mr. Barry commented on 
his conversations with Mr. Crafts, particularly with reference to the Pacig. 
Fire Rating Bureau’s readiness to adopt changes in bylaws effectuating 
provisions of the New Jersey insurance law relative to partial subscribergp; 

Reference was made to the situation which has developed In the State ¢ 
Arkansas and of the need for decision by the Arkansas committee as to 
which should be taken rather than having direction from this committee, 

The question of possible changes in the constitutions and bylaws of boards 
and bureaus and of necessary changes in statutes was discussed. The COn- 
sensus developed that the national board not retain special counsel until de 
termination has been made by the business as to the course to be followed; 
further, that the national board not attempt to direct steps taken by the py. 
reaus in specific situations which are developing with respect to both partial 


subscribership and independent filings using bureau data. It was the unapj. | 


mous view that before recommendation could be made to the executive commit 
tee relative to review of the constitutions and bylaws of boards and bureaus 
looking toward clarification of the question of partial subscribership, or the nge 
by others of data compiled by such organizations, it would be necessary to re 
solve the question of the national board’s position as an advisory organization, 

It was unanimously voted to ask the general counsel for an expression to 
this committee as to whether it is within the concept of the constitution ang 
bylaws of the National Board of Fire Underwriters for this organization to pro 


ceed with a study of the rating laws and the constitutions and bylaws of the 


rating bureaus relative to the question of partial subscribership and independent 
filings by companies that are not subscribers to rating bureaus but are em. 
ploying the data developed by such bureaus. 


ADJOURN MENT 


The meeting was adjourned at 3:45 p.m. 
L. A. VINCENT, Secretary. 





PRoposeD STATEMENT OF NATIONAL BOARD’S POSITION REGARDING RELATIONSEP 
BETWEEN UNIFORM ACCOUNTING AND RATEMAKING 


The conflict between the industry and the NAIC on the captioned question 
appears to be still unresolved in view of the meeting which has been calle 
for November 27 by Commissioner Maloney, chairman of the NAIC subcom- 
mitte, the agenda for which includes items interrelated with ratemaking prob 


lems and involving the same basic issues as those arising out of the NAIC con- | 


mittee report tabled at the Miami convention last year. 

Although industry has at various times opposed the NAIC on the question 
at issue it has never stated its complete position as to the underlying principles 
and it would appear desirable at this time that the industry do so for the follow- 
ing reasons: 

1. Many commissioners (including some on the subcommittee) are reason- 
ably sympathetic to the industry position. 

2. The commissioners do not clearly understand the position of the indus 
try as to what specifically it is opposing and, more importantly, through 
what channels it is willing to cooperate in developing figures which may 
be necessary or desirable for ratemaking purposes. 


3. If industry sets forth clearly at this time its position on the broad prin- 


ciples underlying the question it can avoid discussion of the more technical 
items on the agenda. 

4. Even if discussion of the technical items on the agenda becomes wu- 
avoidable it would be better to have it take place in the light of a clear 
statement of the industry’s position on the underlying principles. 

It would appear futile for the industry at this late date to argue that there is 
no relationship between uniform accounting and ratemaking. Not only would 
such argument be unrealistic but it also would be contrary to fact as applied 
to regulation 30 in New York (which was adopted pursuant to section 189 e- 
acted in 1946 as a part of article VIII of the New York Insurance Law dealing 
with “rates and rating organizations) and also as applied to Pennsylvania. 

Moreover, it would appear useless for the industry to continue to argue (as 
it did at the Miami convention) that rate approval is a matter reserved to the 
individual States and that any activity of the NAIC in developing standards or 
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approving definitions is not only unnecessary but bound to result in confusion. 
In the first place, this argument seems to ignore the fact that the industry has 
acquiesced for many years in the attachment of the countrywide expense exhibit 
to the convention form of annual statement. In fact, the statistical plan for 
expenses adopted by the national board in 1951 makes express reference to the 
adoption by the NAIC of “Uniform classifications of expenses and the insurance 

nse exhibit, countrywide” and cites this as the forerunner of the national 
poard’s statistical plan dealing with the expense phase. Thus, it would appear 
that the industry as a whole (e.g., the national compensation counsel and the 
national bureau, both of which have utilized the countrywide expense exhibit as a 
pasis for measuring certain expense loadings reflected in rate filings), and the 
national board in particular, have utilized the countrywide expense exhibit in 
developing statistics for ratemaking purposes. 

It would appear, therefore, that industry can no longer take the extreme view 
that expense figures in broad areas cannot be compiled on a reasonably homo- 
geneous countrywide basis to serve a useful purpose in ratemaking. Industry 
can, however, take a middle course and delineate the respective boundaries of 
uniform accounting and ratemaking. For example, the industry quite logically 
could argue that ratemaking must of necessity vary by line (or by specific cover- 
age within a line) and by type of carrier and that, accordingly, all expense data 
developed cannot be uniform for all lines of business or for all types of carriers 
and that no useful purpose would be served by seeking uniformity as to the al- 
location of all items of expense. 

Consistent with this view, industry could agree in principle that certain clas- 
sifications of expense and certain allocations of expense to broad groupings 
can be made the proper subject of uniform rules (e.g., the allocation of expense 
to major lines of business in the expense exhibit and to certain broad functional 
groupings such as “investment” or “loss adjustment”). This would permit the 
industry to resist strenuously any attempt on the part of the NAIC to go beyond 
these broad groupings or to obtain uniformity merely for uniformity’s sake. 
This would automatically limit the uniform accounting jurisdiction of NAIC and 
reserve to the individual States those subjects which industry regards as being 
within the exclusive domain of “ratemaking” (e.g., industry would resist any 
NAIC proposal to require rate filers to submit for review definitions of special 
expense groups not part of the countrywide expense exhibit but upon demand by 
individual States, it could agree to have rate filers submit such definitions to 
the States in response to annual recurring calls). 

As a result of the foregoing, the following is suggested as a statement of the 
national board’s position on the question of the relationship between uniform 
accounting and ratemaking: 

I. That rate approval is a subject which resides within the exclusive juris- 
diction of the individnal State authorities and, therefore, industry is opposed to 
any action by the NAIC which would restrict the freedom of rate filers or the 
freedom of State authorities in the field of ratemaking. 

II. That there is a recognized degree of relationship between uniform account- 
ing and ratemaking but it should be confined to those broad areas which are 
susceptible of uniform treatment. 

Ill. That the countrywide expense exhibit serves a useful purpose in reflecting 
allocation of expense within broad groupings (e.g., major lines of business and 
certain broad functional groupings) but such exhibit shouid not be made to re- 
flect expense allocations within narrower areas. 


Tue NATIONAL BoarD OF FIRB UNDERWRITERS, 
New York, November 16, 1954. 
To the Special Committee on Statistical Data (Messrs. H. Clay Johnson, chair- 
man, D. R. Ackerman, C. L. Allen, J. R. Barry, Philip S. Brown, H. B. 
Collamore, James F. Crafts, K. B. Hatch, Charles P. Jervey, Gilbert Kingan, 
Charles A. Loughin, E. A. Henne, J. Victor Herd, ex officio) : 

GENTLEMEN : Reference is made to the telegraphic call issued to the above- 
named committee for two meetings, one to be held by the committee alone on 
November 23 and the other to be held in conjunction with committees repre- 
senting other branches of the business on November 24, the purpose of both 
meetings being to give consideration to the agenda issued in connection with the 
forthcoming meeting on November 27 of the NAIC subcommittee on uniform 


47932—60—pt. 6——-31 











3624 THE INSURANCE INDUSTRY 


accounting and ratemaking. Both meetings will be held in the offices of 
National Board of Fire Underwriters, 12th floor, 85 John Street, New Yon, 
City. 

At our committee meeting on Tuesday, November 23, at 2 p.m., it wil be 
necessary for us to decide upon the national board’s position in reference to 
the basic question of the relationship between uniform accounting and rate. 
making as a preliminary to our consideration of any of the items appearing 9 
the NAIC agenda. With this in mind, your chairman has prepared a Proposed 
statement of the national board’s position, of which a copy is enclosed for your 
prior consideration. This statement is not intended to prevent any individng 
expressions of points of view by members of the committee at the Meeting on 
November 23, but it has been prepared merely in the interest of saving time and 
focusing attention upon the basic issues. If any committee member has a 
different view of the subject or wishes to suggest amendments or Modifications 
of the statement of position, it would be helpful to have the same submitteg 
in writing prior to the date of the meeting on November 23 in order that sug 
suggestions may be available in written form for consideration by the entip 
committee at that time. 

The second meeting of this committee will be held jointly with the othe 
branches of the business and this meeting will also be held in the offices of the 
National Board on the 12th floor as noted on Wednesday, November 24, at 11 am, 
The following organizations have been invited to send representatives to the 
Wednesday meeting: 

Association of Casualty and Surety Companies, National Bureau of Cagp. 
alty Underwriters, National Association of Insurance Agents, National 
Association of Casualty & Surety Agents, American Association of Managing 
General Agents, Mutual Insurance Statistical Association, National Associa. 
tion of Insurance Brokers, National Association of Independent Insurers, 

We trust you will find it possible to attend these important meetings. 

Yours very truly, 

L. A. VINCENT, General Manager, 

P.S. For your information, there is also enclosed copy of the agenda for the 


eee 


meeting on November 27 of the commissioners’ subcommittee on uniform ae. | 
| 


counting. 
OFFICE MEMORANDUM 
NOVEMBER 16, 1954. 

From: J. Raymond Berry, general counsel. 
To: L. A. Vincent, general manager. 

I have looked over the proposed bulletin. I don’t see anything in it that would 
give us any trouble. 

As to the context, I am not familiar with how closely companies keep track 


of business losses. Frankly, I would have thought the place to get the infor | 


mation in A and B would be from the agents. 
J. RB. 


OrFICE MEMERANDUM 
NOVEMBER 17, 1954. 
To: General Manager Vincent. 
From: General Counsel Berry. 


Subject: Re special committee on direct writing activities of Lloyds and other 


unlicensed insurers. 


The revise, with your red pencil of November 15, 1954, raises totally dif 


ferent questions from the standpoint of law. I do not know what is to be done 


with the information sought in A and B. If it is to be used only for legal pur | 


poses, then you have nothing to fear, but it could be used in illegal ways and 
you and your organization would be right in the middle. 


Apart from the legal question I am puzzled by B. B deals with licensed direct 


writers. A deals with unlicensed direct writers. I don’t see how the same 
data can be given in B as is given in A—“basis on which such unlicensed direct 
operator secured the line.” 


I am not clear either on whether companies are expected to give the name | 


of other admitted companies in B, or perhaps even their own names. Concel¥- 
ably, a company in answering B might be handing up the name of a fellow 


member of this organization. This sounds improbable and yet it could bea | 
source of dissension among your members. B sounds as if you are calling for | 
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such information, because certainly in C you are calling for the information as 
to the answering company’s activities. 

I lose track of the line of inquiry being pursued in C. The answer to C might 
be interesting for other purposes but I don’t see any connection with the purpose 
for which your committee was formed. My ignorance may be due to the fact 
that I did not hear the discussion at the committee meeting. 

J. RAYMOND Berry. 


Rerort OF SUBCOMMITTEE To Stupy INSTRUMENTALITIES OF ALIEN GOVERNMENTS 
BEING LICENSED AS INSURERS IN UNITED STATES 


Your subcommittee met on November 10. (1) It received a report from general 
counsel on the hearing in Florida on proposed admission of Caisse Centrale de 
Reassurance, and (2) it considered what steps should be taken to protect the 
pusiness against government competition. 

Application has been made by the attorneys for the Caisse Centrale de Reas- 
surance for an alternative writ of mandamus to compel the insurance commis- 
sioner to issue a license. This application will be resisted by the assistant 
attorney general assigned to the insurance department. He will have assistance 
of counsel for the Agents’ Association and all interested branches of the business 
will furnish both to the assistant attorney general and counsel for the agents, 
a memorandum of the points that they desire to have raised in the mandamus 
proceeding. 

The committee considered the question of licensing instrumentalities of foreign 
governments. While this could be met by narrowing the definition of insurer 
eligible for license, it was felt such an amendment immediately raised policy 
and drafting problems which might delay, if not defeat, remedial legislation. 
As an alternative it was agreed that the general counsel would draft amend- 
ments to the retaliatory laws of Florida, Montana, and North Dakota (the three 
States where the problem is most pressing), which amendments would permit 
the insurance commissioner, in his discretion, to refuse to license a company 
from another State or foreign government where the approach of that state 
or foreign government to the business of insurance and the regulation of the 
business was so different from the approach of the licensing State as to make 
substantial equalization of burdens and obligations impossible from a practical 
standpoint. 

It was further the consensus of the committee that amendments of the same 
type should be drafted for all States having retaliatory laws and that consid- 
eration’ should be given to the drafting of retaliatory laws for those States which 
do not now have such laws. 


NOVEMBER 17, 1954. 


MINUTES OF A REGULAR MEETING OF THE COMMITTEE ON LAWS OF THE NATIONAL 
BoarD OF F1RE UNDERWRITERS HELD IN THE Boarp Room, 85 JoHN STREET, NEw 
York, ON NOVEMBER 17, 1954, aT 11 a.m. 


Present: Messrs. C. A. Loughin, chairman, Olin L. Brooks, Philip Brown, 
Raymond N. Caverly, H. B. Collamore, J. K. Hooker, H. Clay Johnson, Joseph 
G. Niederlitz, John A. North, S. Dwight Parker, P. J. Priore, F. Elmer Sammons, 
Francis: Van Orman, W. H. Tribou (representing C. L. Allen), Hugh Harbison 
(representing Millard Bartels), Richard Winslow (representing D. C. Bower- 
sock), F. John Barclay (representing William T. Harper), Peter J. Korsan 
(representing K. B. Hatch), E. S. Coons (representing Harry W. Miller) ; also 
J. Deegan, National Fire Insurance Co., and James McGuirk, Royal-Liverpool 
Group, aS well as General Counsel Berry, General Manager Vincent, Assistant 
General Manager Bielaski, and Ray E. Hughes of the staff. 

Advices of their inability to attend were at hand from Messrs. Frank F. 
Dorsey and Harry W. Miller. 


ARIZONA—FIREMEN’S PENSION TAX LITIGATION 


Reference was made to litigation instituted by the South Phoenix Volunteer 
Fire Department, claiming they have not received proper allocation of the fire- 
men’s pension taxes, and asking that companies be ordered to restate their fire 
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insurance premiums for the entire State. The matter is again before us and 
the suggestion of the general counsel is to let it take its course. The committe 





concurred in this recommendation. Hi 
man 

OKLAHOMA—ALL-INDUSTRY INSURANCE ORGANIZATION adm: 

e 

Efforts are being made to form an all-industry insurance organization jp SF 
Oklahoma—primarily an organization for public relations. General coungg ame! 
expressed considerable doubt as to the wisdom of participating in this sety to li 
and suggested that if companies were solicited to get in touch with him. appr 

the ! 
SOUTH CAROLINA—TAX ON INVESTMENT INCOME Stat 

Reference was made to the demand from the South Carolina Tax Commissiop Po 
for a compromise payment, which the commission claims should have been mage type 
or returns should have been filed for some years back. The matter has beg, tion 
referred to local counsel and companies have been bulletined to take no action not! 
pending our further advices. Di 

WEST VIRGINIA—CORPORATION LICENSE LITIGATION = 

Further discussion was had with counsel representing the fire, casualty, ang matt 
life companies in this litigation and the fee agreed upon was $25,000 and expenses ee 
to be shared equally by these interests. On motion duly made and seconded, 
it was voted to approve payment on this basis. wae 

MASSACHUSETTS—PROPOSED LEGISLATION a 

The committee had before it a proposed amendment to the rating laws and cons 
providing for all-risk and combination policies. Inasmuch as this matter is instt 
now before the executive committee it was the sense of the meeting that it be com 
referred to that committee. 

It was further suggested that copy of the proposed legislation be sent to 
members of the laws and executive committees, advising that consideration will | Tt 
be given to this matter at our December 15 meeting and on the 16th by the | adjo 
executive committee. 

CALIFORNIA—ANTITRUST INVESTIGATION 

The antitrust division advised counsel for the Board of Fire Underwriters | 
of the Pacific that they have not completed their investigation. Counsel was | 
assured he would hear from them before any action is taken on their part. | CRIT. 

CODES—WYOMING AND HAWAII—RATING LAWS 1 

In connection with proposed insurance codes general counsel inquired the the | 
position of the committee on rating laws—whether it was the desire that we 
have a combined fire and casualty law or two separate laws, one for fire and one 3. 
for casualty. [2 

It was the sense of the meeting that was a proper subject for committee of | Exa 
chief executives, a subcommittee of the executive committee, of which Mr. North lang 
is chairman. [3 

It was voted, on motion duly made and seconded, that the laws committe the « 
would assume, in the absence of policy direction from the executive committee, in tk 
it would be in order for general counsel to continue to advocate the all-industry 6. 
pattern of rate regulation in these two jurisdictions, which are under considera- regu 
tion at this time. (4 

INDIANA—TAXES dire 

The commissioner of Indiana is planning on an extensive revision of the tax Min 
law. The present law provides for a 3-percent tax on gross premiums, les Di 
losses paid and a fire marshal tax of three-fourths of 1 percent on fire and auto EB: 
fire premiums. The commisioner proposes a 2-percent tax on direct premiums Ne 
( ignoring losses) and one-half of 1 percent on premiums for fire insurance and 
that portion of other business properly allocable to the peril of fire. Pi 

It was the sense of the meeting that we not oppose the proposal of the comt- (re 
missioner. ant 

y 
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SUBCOMMITTEE REPORTS 


Companies owned or controlled by alien governments.—In the absence of Chair- 
man Hatch, general counsel read the attached report, dealing with the proposed 
admission of Caisse Centrale de Reassurance in Florida. It was agreed that 

eral counsel draft amendments to the retaliatory laws of Florida, Montana, 
and North Dakota (the three States where the problem is most pressing ) which 
amendments would permit the insurance commissioner, in his discretion, to refuse 
to license a company from another State or foreign government where the 
approach of that State or foreign government to the business of insurance and 
the regulation of the business was so different from the approach of the licensing 
State as to make substantial equalization of burdens and obligations impossible 
from a practical standpoint. 

It was further the consensus of the committee that amendments of the same 
type should be drafed for all States having retaliatory laws and that considera- 
tion should be given to the drafting of retaliatory laws for those States which do 
not now have such laws. 

Discussion brought out that the Association of Casualty and Surety Compa- 
nies might have some objections to this course. 

On motion duly made and seconded, it was voted to adopt the report and the 
matter of approach be left with general counsel to work out a united front with 
the casualty interests and with the agents. J 

Reporting installment premiums on term policies.—Chairman Niederlitz stated 
our subcommittee met with representatives of the casualty association on 
November 16 and reported in detail their position. 

Pursuant to the action at our last meeting a copy of the subcommittee report 
was sent to members of the laws and executive committee. This report will be 
considered by the executive committee at a special meeting on November 23 and 
instructions given to counsel as to the position to be taken before the insurance 
commissioners’ meeting the first week in December. 


ADJOURN MENT 


There being no further business to come before the committee, the meeting 
adjourned at 12:55 p.m. 
J. RAYMOND Berry, Secretary. 


ASSOCIATION OF CASUALTY & SURETY COMPANIES, 
New York, November 18, 1954. 


CRITICISMS AND SUGGESTIONS RELATING TO COMPANY EXAMINATIONS—CONSENSUS 
BASED ON REPLIES TO MR. MURPHY’S LETTER OF NOVEMBER 1, 1954 


1. Generally speaking, companies have not experienced great difficulties with 
the present system of zone examinations. 

2. Cannot and should not dispense with zone examinations. 

8. Examiners should not delve into Federal income tax matters. 

[2.]+ 4. Time should not be spent on matters covered in previous reports. 
Examination should be confined to the period under review. [—get Chase Smith 
language] 

[3.] 5. Examiner in charge should have complete discretion and control. [to 
the end that the manual (p. 8 of manual—change to put teeth in it) be interpreted 
in the spirit of examination rather than of detailed audit.] 

6. Special tax examinations should be eliminated. Should be handled during 
regular examination. 

[4. Reduction of detail—ask for subcommittee.] [1. Payments to be made 
direct to State where the law permits. ] 


MINUTES OF MEETING oF SPECIAL COMMITTEE ON EXAMINATIONS BY INSURANCE 
DEPARTMENT OF THE NATIONAL Boarp OF FIRE UNDERWRITERS, HELD IN THE 
Executive CoMMITTEE Room 127TH, Fioor, 85 JoHN STREET, AT 2 P.M. ON 
NovEMBER 18, 1954 


Present: Messrs. John R. Barry, chairman, John A. North, J. J. Magrath 
(representing Percy Chubb), J. G. Niederlitz (representing D. Ackerman). 

Also present: Messrs. Hugh Garland, L. A. Vincent, J. Raymond Berry, and 
Ray BP. Hughes of the national board staff. 





1 Matter in brackets are written notes to original text. 
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Present: Messrs. H. P. Stellwagen, L. W. Sanders, A. Linde, L. Moeckel, Jo 
R. Irving, A. S. Kuenkler and G. Lafrentz representing the Association of 
Casualty & Surety Companies. 

Also present: Messrs. Ray Murphy and R. N. Gilmore of the association staff 

Present: Messrs. Vestal Lemmon and Spalding Southall representing the 
National Association of Independent Insurers. 


EXAMINATIONS BY INSURANCE DEPARTMENT 


Chairman Barry opened the meeting at 2 p.m. by outlining the pUrpose for 
which this meeting was called, namely, to ascertain if all branches of the fire 
and casualty business could agree on certain recommendations to be made to the 
National Association of Insurance Commissioners special examinations com- 
mittee at the December meeting of the commissioners, on the question of 
insurance department examinations. 

He then read a letter from Mr. Chase Smith outlining his thoughts on the 
subject. 

Messrs. Ray Murphy and H. §. Stellwagen of the casualty association, and 
Vestal Lemmon and Spalding Southall of the National Association of Independ- 
ent Insurers all outlined the views of their respective associations. 

After some discussion of the question, General Counsel Berry suggested 
that we all appear to be in agreement on the following proposals: 

(1) Payment of examination fees directly to the State rather than to 
the examiner. 

(2) Confining the examination to the period under review, and 

(3) Giving examiner in charge for home State full authority over the 
conduct of an examination. 

Fourth and fifth items were suggested along the following lines: 

(4) Limit zone examinations to three zones, and 

(5) Recommend a reduction in examination details. 

Further discussion of items 4 and 5 lead to the elimination of item 4 of further 
consideration at this time, and the consolidation of item 5 with item 8 to elimi. 
nate certain objections that had been raised to item 5 along the lines that item 
5 was an attempt to tell the examiners how they should conduct their examina. 
tion. 

After further discussion it was regularly moved and seconded that the follow. 
ing three recommendations be submitted to the commissioners at their December 
1954 meeting: 

(1) Payment covering insurance department examinations should be made 
directly to the State, where the laws permit. 

(2) Examiner’s time should not be spent on matters covered in previous 
reports. Examination should be confined to period under review, and full 
credibility should be given to past examinations unless fraud or obvious 
inaccuracy require attention. 

(3) Examiner in charge should have complete direction and control of 
the examination to the end that the examination manual be interpreted in 
the spirit of examination rather than of detailed audit. 

Upon vote the motion was unanimously carried. 

It was then regularly moved and seconded that the above three items be 
included in a formal written report to be furnished to the commissioners, it 


being understood that the written report would not only present these three 


recommendations, as representing the present position of the business; but also, 
this report would advise the commissioners that we were presently studying 
other points such as the reduction in the number of zones participating in zone 
examinations, and that we hoped to have further recommendations for commis 
sioners at their Los Angeles meeting. Upon vote, the motion was unanimously 
earried. 

It was finally agreed that General Counsel Berry would prepare a written 
report for signatures of representatives of the Association of Casualty & Surety 
Companies, National Association of Independent Insurers, and American Mutual 
Alliance, as well as the National Board of Fire Underwriters. 


ADJOURNMENT 
There being no further business, the meeting adjourned at 4 p.m. 
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(Copy for Mr. Berry) 


MINUTES OF MEETING OF THE SPECIAL COMMITTEE ON STATISTICAL DATA, NATIONAL 
Boarp OF FirE UNDERWRITERS, HELD IN THE Board Room, 85 JOHN STREET, 
New YorK, NOVEMBER 23, 1954, aT 2 P.M. 


present: Mr. H. Clay Johnson, chairman, and Messrs. C. L. Allen, J. R. Barry, 
Philip S. Brown, H. B. Collamore, K. B. Hatch, Charles P. Jervey, Gilbert 
Kingan, Charles A. Loughin, Milton W. Mays (representing Mr. E. A. Henne), 
and Joseph G. Niederlitz (representing Mr. D. R. Ackerman). 

There were also present: Messrs. James B. Clancy and F. 8S. Perryman of 
the Royal-Liverpool Insurance Group; J. M. Donovan of the Travelers Fire 
Insurance Co.; William H. Tribou of the Aetna Insurance Co.; J. H. Finnegan 
of the national board staff. 

Advices of his inability to attend were at hand from Mr. James F. Crafts. 

In calling the meeting to order, the chairman stated that the memorandum 
of November 16 which accompanied the call for the meeting had been furnished 
the members of this committee for the purpose of focusing attention for dis- 
cussion. A copy is attached. 

He then read a telegram received from Mr. James F. Crafts of San Francisco 
advising of his inability to be present or represented and pointing out that the 
question of uniform accounting and ratemaking is not on the agenda of the 
Maloney subcommittee and that fact had been confirmed to him by Commis- 
sioner Maloney. Mr. Crafts asked that his views be conveyed to this committee 
and called attention to the purpose of the Maloney committee which was ap- 
pointed specifically to dispose of open items on the agenda of the NAIC Uniform 
Accounting Committee. 

General discussion centered around the bulletin which was addressed to mem- 
bers of the committee under date of November 16 and the enclosed suggested 
statement of position as regards the relationship between uniform accounting 
and ratemaking. While the committee was in general agreement as regards the 
desirability of adopting a statement of general principles defining the allowable 
limits of uniform accounting, the consensus favored a modified statement which 
would emphasize the statistical purpose of a countrywide expense exhibit and 
the desirability of confining rules covering the distribution of expense to broad 
groupings susceptible of uniform treatment. 

The desirability of having established countrywide the expense phase of the 
national board statistical plan as the basis for expense data needed for the 
fire and allied fire lines was recognized. It was further recognized that there 
are two spheres of operation: (1) on the national level through the National 
Association of Insurance Commissioners and (2) through the individual States 
in which uniform accounting regulations have been adopted by statute, namely, 
New York and Pennsylvania. 

Accordingly, the following modified statement of principles was adopted by the 
committee to serve as a basis for discussion with other industry representatives 
at the meeting scheduled for the following day: 

1. That a countrywide expense exhibit’ serves a useful purpose in develop- 
ing credible expense statistics. 

2. That a countrywide expense exhibit should be subject to reasonable rules 
covering the distribution of expenses. 

3. That such rules should be confined to those broad groupings which are 
susceptible of uniform treatment. 

4, That those groupings susceptible of uniform treatment are major lines of 
business and certain broad functional groupings and not narrower groupings. 

5. That ratemaking and rate approval are subjects which reside within the 
exclusive jurisdiction of the filing companies and the individual State authori- 
ties, respectively, and therefore the industry is opposed to any action by the 
NAIC which would interfere with the freedom of the companies or State au- 
thorities in this field. 

ADJOURNMENT 


There being no further business, the meeting, upon motion, was adjourned. 
L. A. VINCENT, Secretary. 





*NoTs.—This term does not mean the countrywide expense exhibit presently attached 
to the convention form of annual statement. 
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EXcerPT FROM MINUTES OF COMMITTEE ON LAWS FOR NOVEMBER 23, 1954 
OHIO—MULTIPLE LINE LEGISLATION 


The final draft of this legislation as presented by the agents is not in qa form 
which all interests will accept. The division of the business may result in po 
legislation. General counsel will pursue the matter with the local COMMittee 
in an effort to obtain agreement. 


CALIFORNIA—-AMENDMENT TO RATING LAW 


General counsel read a letter from the Board of Fire Underwriters of the 
Pacific setting forth five questions with respect to the California Insurance Code 
In view of the general nature of the questions and the subsequent oral advices 
that no specific amendments have been drawn, general counsel was instructeg 
to advise the manager of the board that it would be impossible to answer the 
questions and to suggest the submission of the specific amendments contemplated, 


ARKANSAS—PROPOSED LEGISLATION 


Reference was made to letter from local counsel advising of proposed legis. 
lation for the forthcoming session. Among others is a proposal that the aij. 
industry rate bill be amended to provide that the rating bureau be governed 
by residents of Arkansas. Local counsel is attempting to have this proposal 
dropped. 


MASSACHUSETTS—PROPOSED LEGISLATION 


The proposed amendment to the rating laws in Massachusetts, providing for 
all-risk and combination policies, was amended before it was introduced and 
members of the laws and executive committees were furnished with a copy of 
the bill as amended. The committee reiterated its former position that this 
legislation be referred to the executive committee. 


COMPANIES OWNED OR CONTROLLED BY ALIEN GOVERN MENTS 


In Florida, where a mandamus action has been started by Caisse Centrale 
de Reassurance to compel the commissioner to issue a license, the attorney gen- 
eral has filed answer and motion to dismiss. Hearing date has been set for 
January 17. 

REPORT OF SUBCOMMITTEE ON TAXATION 


Chairman Niederlitz reported on two items: 

Mississippi income tax regulations. In reviewing this item, it was recog- 
nized that the establishment of a direct basis of income taxation in Mississippi 
under recently adopted regulations represented a new approach in State income 
taxation of insurance companies which could adversely affect present bases of 
paying this tax, as well as the marine profits tax in other jurisdictions. The 
subcommittee believes it would not be desirable to oppose or test the new regu- 
lations at this time for the following reasons: 

(1) Comparatively few States levy income taxes on insurance companies; 
and 

(2) Failure to act at this time would not in any way jeopardize our 
rights to oppose the direct basis of net income taxation at some future 
date should that course seem advisable. 

The subcommittee therefore recommended that no action on this matter be 
taken at this time. It is understood that Mississippi intends to take action to 
make adjustments in 1952 and 1953 income tax returns, which will mean addi- 
tional assessment or refund, as the ease may be. 

It was voted to adopt the recommendation of the subcommittee. 

The subcommittee also reviewed the pamphlet and brochure recently dis 
tributed quite generally through the stock fire and casualty insurance business 
by a group which calls itself the National Committee on Insurance Taxation. 

It was the sense of the meeting that a copy of the attached report be distrib- 
uted to the laws and executive committee, the matter to be considered at the 
January meeting of both committees, and in the interim ask members for their 
comments. 
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NEW YORK CITY GROSS RECEIPTS TAX 


General counsel advised that New York City has assessed a member com- 
y under the New York City gross receipts tax covering a number of items 
which are not peculiar to that company, such as salvage, war damage profits, 
jntercompany reinsurance, and overriding commissions, and recommended that 
the laws committee assume jurisdiction over this problem. On motion duly 
made and seconded, it was voted to approve the recommendation of general 


counsel. 
BILLS APPROVED FOR PAYMENT 


On motion duly made and seconded, it was voted to approve payment of the 
following bills, amounting to $1,379.95: 


meee (hearing Hemet) INC q....-- cen nenne ees enone sawennes $365. 65 

Guateraia Insurance Federation... 02 nonce on nenesne 250. 00 

Seampene Insurance Agency... nnn enw 764. 30 
ADJOURNMENT 


There being no further business to come before the committee, the meeting 


adjourned at 1 p.m. 
J. RAYMOND Berry, Secretary. 


Excerpt FroM MINUTES OF SPECIAL MEETING OF THE EXECUTIVE COM MITTEE 
NOVEMBER 23, 1954 


REPORT OF SUBCOMMITTEE ON INSTALLMENT PREMIUMS 


Reference was made to the action of the last meeting in voting to defer action 
on the report of the laws subcommittee on reporting installment premiums on 
term policies for a special meeting of the executive committee to be called before 
November 29, and to the fact that a copy of the report of the laws subcommittee 
on this subject had been sent to members of the executive committee under date 
of October 21, 1954. 

At the request of the chairman, Mr. Joseph G. Niederlitz, chairman of the laws 
subcommittee reported that the subcommittee had met with representatives 
of the Association of Casualty and Surety Companies on November 16; that 
the points set forth in their report of September 17, 1954, had not been altered 
as a result of this meeting. 

Chairman Hiller read letter, dated November 19 from Mr. Joseph F. Matthai 
regretting his inability to attend and expressing his views. 

Mr. Niederlitz proceeded to elaborate on the reasoning behind the conclusions 
of the subcommittee. 

Divergent views were expressed following which motion was made by Mr. 
Vitt, seconded by Mr. Herd, that the optional treatment be adopted. Upon a show 
of hands, the motion was lost by a vote of 13 to 7. 

Motion was then made by Mr. Loughin, seconded by Mr. Allen, that as a means 
of implementing the machinery that we use with the commissioners, points 1 and 
2 at the bottom of page 2 of the report be adopted, to wit: 

1. The subcommittee is unanimously opposed to any change in the 1951 
recommendations which would call for a mandatory full term reserve. 

2. The subcommittee is unanimously opposed to the optional treatment of 
reserving term business. 

The motion was carried, Messrs. Heacock, Herd, and Jervey voting in the 
negative. 

It was stated that this action would enable general counsel to take a position 
at the forthcoming meeting of the National Association of Insurance Commis- 


sioners, if necessary, bearing in mind it is not a unanimous vote of this execu- 
tive committee. 


NOVEMBER 29, 1954. 
Hon. Grorce A. BowLes, 


Chairman, Subcommittee on Examination Manual (Changes E2), 
New York, N.Y. 

Str: Pursuant to oral understanding reached between industry representa- 
tives and your subcommittee, at a meeting held on June 5, 1954, in Detroit, the 
committee of the National Board of Fire Underwriters met with representatives 








3632 THE INSURANCE INDUSTRY 


of Association of Casualty & Surety Companies, National Association of Inde. 
pendent Insurers, and American Mutual Alliance in New York on November 15, 
1954. 

After a full discussion of the subject of insurance department examination 
procedures, it was unanimously agreed that the above-named organizations 
would submit the following three recommendations for your consideration: 

1. Where the laws permit, all payments covering insurance department 
examinations should be made directly to the State. 

2. Examiners’ time should not be spent on matters covered in previous 
reports. Examinations should be confined to period under review and fy 
credibility should be given to past examinations, unless fraud or obvious jp. 
accuracy requires attention. 

3. Examiner in charge should have complete direction and control of the 
examination to the end that the examination manual be interpreted in the 
spirit of examination rather than of detailed audit. 

It was the consensus of those present that each of these three items jp. 
volved fundamentals devoid of technical considerations and were recommenda. 
tions of a noncontroversial nature which could be acted upon at this time by the 
commissioners on a policymaking level. 

This industry group has under consideration many other criticisms and sug- 
gestions which cover both policymaking and technical questions and which re 
quire its further study before it can make any report thereon to the commis. 
sioners. One such item which received the serious consideration of the business 
was the reduction in, or elimination of, the present number of participating 
zones. However, further study of this item was indicated. 

It is expected that this industry group will be prepared to make a further 
report to your committee listing additional recommendations of the business at 
the June 1955 meeting of the commissioners in Los Angeles. 

Respectfully submitted. 

ASSOCIATION OF CASUALTY & SURETY CoOMPANIEs, 
NATIONAL ASSOCIATION OF INDEPENDENT INSURERS. 
AMERICAN MUTUAL ALLIANCE. 

NATIONAL BOARD OF FIRE UNDERWRITERS, 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, N.Y., December 1, 1954. 

Memorandum 

Miss McAnprews: Miss Diskin has telephoned to say that Mr. Herd tele 
phoned her from Pinehurst and asked her to have us sent over to her by tomorrow 
afternoon all excerpts we have in the committee on laws and the executive con- 
mittee on the subject of “Partial Subscribership.” 

I will do the executive committee, including excerpts from reports of the 
committee on laws. 

Will you please let me have any excerpts from the minutes of the laws con- 
mittee—original and two copies on marley bond so it will all be alike. 

Many thanks. 


J.D. R. 


MEMORANDUM 


Pursuant to the action of the special committee of chief executives at meeting 
on April 28, 1954, the chairman appointed a subcommittee to interview the 
suggested legal firm as follows: H. W. Miller (chairman), K. E. Black, J. V. 
Herd, J. C. Hullett, and W. J. Reynolds. 

A meeting of that subcommittee was called for 2 p.m. on Tuesday, May 4, at 
which time there were present: H. W. Miller (chairman), Charles A. Loughin 
(representing K. E. Black), J. V. Herd, and L. A. Vincent. Advices of their 
inability to attend were at hand from J. C. Hullett and John A. North. 

In view of the small number in attendance, it was decided that it would not 
be a meeting of the committee, but Chairman Miller outlined the program which 
he contemplated laying before the group, namely, the development of a memo 
randum covering subjects to be laid before special counsel and then designating 
a small committee to call on the law firm that had been chosen. 
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Mr. Loughin commented on the original resolution which resulted in the 
appointment of the special committee of chief executives, pointing to the need 
for review of the entire problem or problems with stress being laid on any 
emergency items such as partial subscribership. 

There was discussion covering the following points: 

(1) Mr. Miller stated that a broadside approach did not seem to be the 
proper one and that it did not appear timely to attempt to act in the present 
State cases which had developed or were developing; Mr. Loughin com- 
mented in this connection on the question of unfair trade practices and that 
we should not attempt to direct the rating bureau actions. 

(2) Examination of the national board’s constitution and the question 
of whether that should be done by outside counsel. 

(3) The question of antitrust laws. 

(4) The question of partial subscriberships. 

It was the view of those present that the first meeting with the legal firm 
would be to explore the basis on which the firm (Cravath, Swain & Moore) 
would undertake such study as is to be outlined and discuss the general approach 
and the availability of talent, such first approach to be made by other than legal 
representatives of the business. The thought was advanced that officers of the 
national board would be the proper persons. Subsequent visits and conferences 
developing the study to be made would be undertaken by a group such as the 
chairman of the law committee, together with other representatives of the busi- 
ness. The names suggested at that time were Carey of the America Fore and 
Johnson of the Royal-Liverpool. 

It was decided that this would not constitute a meeting and no minutes would 
be kept since so few members of the committee were available for the discussion. 


L. A. V. 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, December 6, 1954. 
To the special committee of chief executives (Messrs. John A. North, chairman; 
K. E. Black, John R. Cooney, K. B. Hatch, Wm. A. Hebert, J. C. Hullett, 
H. W. Miller, W. J. Reynolds, Bruno C. Vitt, J. Victor Herd, ex officio). 


GENTLEMEN: Attempts to arrange a meeting of this committee for the after- 
noon of December 8 or the morning of December 9 as per telephone calls with 
each member have been unsuccessful. As of this morning we are unable to 
have more than five members of the committee available for either of those 
dates. 

Accordingly, Chairman North has asked that we furnish each member a copy 
of the memorandum prepared by General Counsel Berry pursuant to the action 
taken by this committee at its meeting of November 9 on the question “as to 
whether it is within the concept of the constitution and bylaws of the National 
Board of Fire Underwriters for this organization to proceed with a study of 
the rating laws and the constitutions and bylaws of the rating bureaus relative 
to the question of partial subscribership and independent filings by companies 
that are not subscribers to rating bureaus but are employing the data developed 
by such bureaus.” A copy is attached. 

Arrangements will be made for a meeting of this committee at an early date. 

Vesy truly yours, 
L. A. VINCENT, General Manager. 


DECEMBER 2, 1954. 
To the Subcommittee of Chief Executives: 


You have asked our opinion on the following: Is it “within the concept of the 
constitution and bylaws of the National Board of Fire Underwriters for this 
organization to proceed with a study of the rating laws and the constitutions 
and bylaws of the rating bureaus relative to the question of partial subscriber- 
ship and independent filings by companies that are not subscribers to rating 
bureaus but are employing the data developed by such bureaus?” 

‘ one constitution of the national board, among other things, provides as 
ollows : 
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“PURPOSES 


“To promote harmony, correct practices and the principles of sound under. 
writing; to inculcate the immutable law of average; to devise and give effeg 
to measures for the protection of the common interests, and the promotion of 
such laws and regulations as will secure stability and solidity to capital ep. 
ployed in the business of fire insurance and protect it against unwise and unjug 
legislation. 

“To influence and encourage the introduction of improved and safe methods 
of building construction; the adoption of fire protective measures and State 
fire marshal departments in accordance with the established plan of the board; 
the efficient organization and equipment of fire departments, with reliable, ade 
quate and high pressure water systems; to establish rules designed to regulate 
hazards constituting a menace to life and property; to establish standards for 
the construction of buildings and for the installation of hazardous and protectiye 
devices; to establish and maintain stations for testing materials and sych 
devices.” 

* * * = * * * 


“To gather and record such statistics, establish such classifications of hazards 
and losses and make such compilations thereof as may be for the interest of 
members, beneficial to the public and calculated to reduce the fire waste of the 
country.” 


* * * * * * * 


“To conserve and promote the interests of its members and their policyhold. 
ers by any and all proper and lawful means. 

“The board shall not have nor exercise jurisdiction or control over rates of 
premium chargeable for insurance or commissions or compensation to be paid 
to agents and brokers.” 

Were it not for the statement in the constitution: ‘The board shall not have 
nor exercise jurisdiction or control over rates of premiums chargeable for in- 
surance * * *,” 
there would be no difficulty in reaching a conclusion that the study proposed in 
the question is within the province of the National Board ; but, it may be argued 
that inasmuch as the proposed study involves rating laws and constitutions and 
bylaws of rating bureaus, it conflicts with the above constitutional negation of 
jurisdiction in the national board over rates of premiums. We, therefore, tum 
to the background and history of this provision of the constitution to ascertain, 
if possible, the intent of the draftsmen and the practice of the board since these 
words were incorporated in the constitution. 

For the first quarter century of its existence, the national board had in the con- 
stitution as its first purpose: “To establish and maintain as far as practicable 
a system of uniform rates of premium.” 

In attempting to accomplish this purpose the board regulated rates of pre 
mium—first by board action, and later by attempted control of local board ac 
tion. Those efforts apparently were not too successful, and in 1901 the above 
provision was deleted from the constitution. 

In 1917 the present language was inserted in the constitution on recommenda- 
tion of a committee on revision of the constitution and bylaws. In reporting 
the committee’s recommendation at the annual meeting, the chairman of this 
committee said: “It is recommended to the committee that we introduce a pro- 
vision excluding from our purposes the making of rates and fixing the con- 
pensation to agents. That has heretofore been only negatively covered by our 
constitution and bylaws being silent on the subject. We could point to the cir- 
cumstances that formerly we included those objects, but that we had by definite 
action eliminated them. But, still, some members of the board have asked that 
we include a declaration that we do not have jurisdiction over ratemaking and 
compensation to agents. So, in answer to that demand we have incorporated 
this: ‘The board shall not have nor exercise jurisdiction or control over rates 
of premiums chargeable for insurance or commissions or compensation to be 
paid to agents and brokers.’” (Proceedings of the 51st annual meeting of the 
National Board of Fire Underwriters, p. 148.) [Emphasis supplied.] 

Note that the spokesman of the committee which drew the amendment believed 
the words “jurisdiction or control over rates of premium” (the words presently 
in the constitution) to be synonymous with “jurisdiction over ratemaking” and 
“the making of rates.” The minutes of the meeting at which this amendment 
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to the constitution was adopted showed no criticism or dissent from this in- 
ee trom the above statements and conduct, contemporaneous with this 
aeapent, the proceedings of the National Board of Fire Underwriters since 
1901 show that while the board stayed away from ratemaking it did not stay 
away from studying, advising on, and even acting on matters which arose from, 
or were connected with, rates or ratemaking. tga 

From 1901 the national board, despite the amendment to the constitution of 
that year which deleted any reference to ratemaking, had a standing committee 
provided for in the bylaws called a committee on clauses and forms. Based on 
the reports of this committee, the executive committee would approve and recom- 
mend certain forms for adoption by underwriters. 

In 1924 the bylaws were amended by merging the clauses and forms commit- 
tee into a new standing committee called the committee on standard rating 
schedules and forms. This standard rating schedules and forms committee came 
into existence as a result of certain negotiations entered into by a committee of 
the national board with the National Convention of Insurance Commissioners. 
The commissioners strongly favored a central rating organization, and had called 
upon the National Board of Fire Underwriters to consider the problem. A com- 
mittee of the national board reported : a 

“This committee has studied and carefully considered the suggestion made at 
the St. Louis convention, that the companies establish a bureau whose jurisdic- 
tion shall be national and which shall assume supervision over fire insurance 
rates, forms, and practices, and are thoroughly in sympathy with any practical 
movement which will result in uniformity in these matters and thereby reduce 
expense.” (Proceedings of the 58th annual meeting of the National Board of 
Fire Underwriters, May 22, 1924, p. 51.) 

In exchange for the efforts of the National Convention of Insurance Commis- 
sioners directed toward the repeal of certain laws which interfered with the 
development of uniform rating practices, the national board committee agreed 
to recommend to the board the formation of this new standing committee on 
standard rating schedules and forms. Pursuant to this recommendation, the 
bylaws were amended and such a committee was brought into existence. 

The objects of the committee were stated to be the following: 

“The object of this committee shall be to promote the universal use of a 
standard rating schedule throughout the United States, and the use of uniform 
forms and clauses in connection therewith, and to cooperate in every ethical way 
with the National Convention of Insurance Commissioners in securing the repeal 
of all legislative enactment which presently prohibit the accomplishment of the 
desired results, availing itself of such cooperation as may be necessary on the 
part of other standing committees of the national board.” (These recom- 
mendations were adopted unanimously. ) 

In 1925, at the annual meeting (proceedings of the 59th annual meeting of the 
National Board of Fire Underwriters, May 28, 1925, p. 57), the executive com- 
mittee report contained the following : 

“* * * Through a special committee known as the conference committee of the 
insurance commissioners, discussion has been had with committees of the com- 
missioners’ convention looking toward uniformity in the statutory provisions of 
the various States in respect of coinsurance, valued policy, antitrust and rate 
supervision ; and a special meeting with the fire insurance committee of the con- 
vention will be held in June to discuss a model rating law, prepared by our com- 
mittee in December last, at the request of the insurance commissioners * * *,”’ 

The executive committee was evidently referring to the committee on standard 
rating schedules and forms, because in this same proceeding, on page 137, we 
find the following : 

“While this entire matter is under consideration by the commissioners, that 
body requested the National Board of Fire Underwriters to cooperate by pre- 
paring a model rating law, for review by the insurance commissioners at their 
meeting in March of this year, which was accordingly done. Included in the 
appendix to this report is a copy of the suggested rating law which will receive 
the attention of the fire insurance committee of the commissioners’ convention at 
a meeting to be held in Chicago next month, and will also be the subject of a 
conference between our special committee on conference with the insurance com- 
missioners’ convention and the fire insurance committee of that body.” 

In 1926, the president in his annual address (proceedings of the 60th annual 
meeting of the National Board of Fire Underwriters, May 27, 1926, p. 38), after 
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referring to unfavorable underwriting results and the fact that the hationa] 
board could not deal directly with carrying out many of the changes that would 
be required if the underwriting position of the companies was to be bettered, 
nevertheless, concluded as follows: 

“* * * Hence it is in accordance with the best traditions of the organizatio, 
that it should undertake to bring about the adoption by the companies of a 
cooperative program designed to remedy an underwriting situation which Plainly 
has become hazardous for the entire business.” 


In 1945, following the South Hastern Underwriters Association decision, the : 


executive committee passed a resolution which read, in part, as follows: “Be 4 
resolved, That the law committee be instructed to weigh the situation created 
by the South Eastern Underwriters Association Supreme Court decision ag j 
affects the interests of the members of the National Board of Fire Underwriters 
and that such committee report its findings and recommendations * * *,” 

In 1946 (proceedings of the 80th annual meeting of the National Board ¢ 


Fire Underwriters, May 23, 1946, p. 151) the laws committee reported on the ; 


last quoted resolution as follows: 


“In this connection, a subcommittee of your laws committee, composed of 


lawyers of member companies, in conjunction with general counsel and specigj 
counsel, embarked upon a study of the problem facing the capital stock fire jp. 
surance business as a result of the South Eastern Underwriters Association 


decision. This study extended over a period of several months and resulted jp | 


the publication of two pamphlets containing reports of this subcommittee, 
Copies of these reports have been sent to each member and subscriber to the 
work of the committee on laws. A wide demand for these reports also devel. 
oped from other branches of the business, insurance commissioners and attorn 
throughout the United States who are studying the problems growing out of the 
South-Eastern Underwriters Association decision. 

The two pamphlets referred to, which embodied the results of this study, are 
well known to our members. They have been widely quoted and drawn upon 
by insurance commissioners and others. It should be noted, however, that the 
study embodied in these pamphlets included, among other things, a study of 
some of the rules of regional organizations, rating organizations and agents 
organizations; an outline of alternative approaches to fire insurance rating 
legislation with an opinion as to the legal sufficiency of same; recommended 
statutory provisions which would be advisable in any legislation relating tp 
rating organizations. 


— 


The above examples by no means constitute all of the material which would | 
shed light on the interpretation heretofore placed on the provision of the | 


national board constitution which we are now considering. It suffices to say 
that contemporary declaration and national board practice support the conelv- 
sion that while the national board was barred from ratemaking, it was not 


barred from studying business problems merely because those problems touched ' 


on ratemaking. 

Turning back now to the original question submitted for opinion—the rating 
laws referred to in the question are laws in the drafting and enactment of 
which this organization, through its appropriate committees, took an active part, 
following the 1945 and 1946 action referred to above. The constitution and 
bylaws of the rating organizations referred to in the question submitted, are, 
we believe without exception, documents adopted or amended as a result of the 
enactment of those rating laws. 

In view of all of the foregoing, it is our opinion that a study of the rating 
laws and of the constitution and bylaws referred to in the question is within 
the constitutional powers of the National Board of Fire Underwriters, and is 
consistent with prior action taken by this organization under that constitution 


A consideration of the setting in which this question is propounded confirms | 


the above conclusion. If the results of the work of this board in connection with 


improved building construction; more efficient firefighting; grading of cities; | 


classifications of risks, ete.—results obtained at considerable expense to mem 


bers—are to be available at no expense to competing nonmembers, the problem | 


of justification for such continued expense must be faced. One answer to that 
problem might seriously affect the continued activity of this organization in 
those fields. To hold that the constitution of an organization barred that organi- 
zation from studying a question which threatened the continuance of an activity 


of that organization, would be a perversion of the constitutional purpose. 
Respectfully submitted, 


J. RAyMOND Berry, General Counsel. 





nm -—- oe & 


ne an a 





aes 


THE INSURANCE INDUSTRY 3637 


THE NATIONAL BoArp OF F1rE UNDERWRITERS, 
New York, December 10, 1954. 


To the Special Committee of Chief Executives (Messrs. John A. North, chairman, 
K. BE. Black, John R. Cooney, K. B. Hatch, Wm. A. Hebert, J. C. Hullett, 
H. W. Miller, J. R. Berry, Bruno C. Vitt, J. Victor Herd, ex officio). 
GENTLEMEN : Chairman North has asked that we call a meeting of this special 

committee for Tuesday, January 4, 1955, to be held in the office of the national 

poardatila.m. Luncheon will be served. 

You have received the memorandum dated December 2, 1954, prepared by 
General Counsel Berry at the request of this committee. Chairman North tried 
to arrange a meeting on December 8 or 9 without success. In order to save time 
at the January 4 meeting, he has asked us to send the following questions to 
the committee members. The answers you submit will form the basis of dis- 
cussion at the next meeting. 

4. Are you in full accord with the conclusions recited in the last two para- 

phs of General Counsel Berry’s report to the committee of December 2? 

2. Do you favor a change in the constitution and bylaws of rating organiza- 
tions to prohibit partial subscribership by class? 

8. Do you favor amending the rating laws in the various States? : 

4, If your answer to question 3 is in the affirmative, do you think the provisions 
of the New Jersey law are adequate and might be used as a model in other 
States for amending their rating laws pertaining to partial subscribership and 
ownership of property? (Ref.17:29a-3) (New Jersey) 

5. Would you approach the question of amending the constitution and bylaws 
of various rating associations through the regional and/or appropriate advisory 
organizations or dirctly to the various rating organizations? 

6. Do you think General Counsel Berry should be asked to suggest the word- 
ing of such amendments and changes in constitution and bylaws or should we 
obtain outside counsel, or should we suggest the local counsels of rating organ- 
izations be called upon for this legal service? 

7. Are you disposed to favor prompt advices from this committee following 
approval of the executive committee of the NBFU, or is it safer to continue 
study of the matter for several more months? 

Your prompt replies would be appreciated and reference to the above question 
numbers will save repetition of the question itself. 

Very truly yours, 
L, A. VINCENT, General Manager. 


Report oF SUBCOMMITTEE ON TAx PROBLEMS 


Your subcommittee on tax problems met on Thursday, December 2, 1954, to 
consider the following agenda : 
1. New Mississippi income tax regulations ; and 
2. Material distributed by the national committee for insurance taxation 
(the Allstate Federal income tax proposal). 

In reviewing the first item on the agenda, it was recognized that the establish- 
ment of a direct basis of income taxation in Mississippi under recently adopted 
regulations represented a new approach in State income taxation of insurance 
companies which could adversely affect present bases of paying State income 
taxes, as well as State marine profits taxes in other jurisdictions. 

Your committee believes it would not be desirable to oppose or test the new 
Mississippi regulations at this time for the following reasons: 

1. Comparatively few States levy income taxes on insurance companies, and 

2. Failure to act at this time would not in any way jeopardize our rights to 
oppose the direct basis of net income taxation at some future date should that 
course seem advisable. We therefore recommend that no action on this matter 
be taken at this time, but it should be understood that Mississippi intends to 
take action to make adjustments in 1952 and 1953 income tax returns, which 
will mean an additional assessment or refund, as the case may be. 

Your committee reviewed the pamphlet and brochure, recently distributed quite 
generally throughout the stock fire and casualty insurance business by a group 
which calls itself the national committee for insurance taxation. The organ- 
izing group of this committee consists of 16 independent casualty companies, 
including Allstate Insurance Co., and 1 small fire company not a member of 
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the National Board of Fire Underwriters. These 17 companies are all Stock 
companies. They have reported aggregate premium writings for 1953 of 
million, which is equal to about 3.9 percent of the total premiums written by fire 
and casualty insurers in the United States. 

The tax proposal and statistical survey distributed by this group is, in effect, 
the same as that distributed by the Allstate Insurance Co. The new survey jg 
brought up to date by including the year 1953. It proposes the Allstate tax 
formula of a 1-percent tax on premiums, plus regular corporate rates on inyegt. 
ment income and capital gains, in lieu of regular tax rates on underwriti 
income as well as investment income and capital gains now provided for jy 
sections 831 and 832 of the Internal Revenue Code. 

This proposal, when sponsored by Allstate Insurance Co., was discussed at 
laws committee meeting on February 18, 1953, and on April 15, 1953, without 
developing any sentiments favorable to the abandonment of the present methoq 
of taxation which has formed the basis for taxing fire and casualty companies 
for more than 30 years. 

In order to be salable to the Treasury Department such a tax formula must, 
in the final analysis, stand or fall on its ability to produce commensurate revenye 
for the Treasury Department. It is not enough to say that over a 12-year period 
a premium tax of 1 percent, plus regular rates on investment income and capital 
gains, would have produced almost as much taxes as was actually collected by 
the Government. The Treasury Department is interested in seeing that the 
revenue estimate already used in next year’s budget will not be jeopardized, 

Total net premium writings of $9,226 million for 1953, shown on page 8 of the 
brochure, taxable at 1-percent rate, would produce $92 million of revenue. [If 
a like amount is added to cover investment income of the companies, we arrive 
at a figure of approximately $185 million on income produced under the proposed 
formula, as compared with a total of Federal income taxes reported for 19§8 
of $248 million, as shown on page 9 of the brochure—or a deficit of some 60-odd 
million dollars. This indicates a tax rate of between 11% percent to 2 percent 
of net premiums written is required if the proposed formula is to produce con- 
mensurate revenue for the Treasury Department. 

This proposed formula likewise appears to be inadequate if the results of the 
last 5 years were used as a basis of comparison. 

The national committee lists the advantages of their proposal as follows: 

1. It would apply to all three kinds of fire and casualty companies alike, 
thereby eliminating tax inequities among the competing stock, mutual, and recip 
rocal insurers. 

2. It would decrease the tax sustained by both the stock and mutual con- 
panies because the 1-percent tax on premiums would be included in the premium 
rate base. : 

3. It would produce about the same revenue for the Treasury Department as 
existing laws. 

4. It would produce a much more stable basis of taxation than the present 
laws. 

5. It would eliminate the practical tax difficulties incident to establishing 
reserves for losses. 

6. It would be simple. 

While we have made no detailed analysis of the proposal at this time, the 
following comments would seem appropriate: 

1. The main object of the proponents of this plan is to attain uniformity of 
taxation between stock, mutuals, and reciprocal insurers. We do not believe 
that a uniform tax law applied to all segments of the business would neces- 
sarily promote equality in taxation, because each of the three groups of in- 
Surers operates on a different basis. A uniform tax basis could prove just 
as inequitable and unworkable when applied to all segments of the business as 
was the uniform accounting regulations of the insurance commissioners. New 
inequities would be likely to arise, not only between different segments of the 
business, but also within each group. The basic philosophy of the Federal 
income tax law is to levy a tax based on the ability to pay. Under the pro- 
posed legislation the low income companies would pay a higher tax: the high 
income companies would benefit by paying lower taxes. The greatest bene 
ficiary of this new tax proposal would be Allstate Insurance Co. This company 
which writes a large premium volume on a very small capital, would have the 
lowest tax cost per dollar of premium writings of any company in the busi- 
ness. Had the proposed basis been in effect in 1952, the Allstate Insurance Co, 
would have saved $7,400,000 in tax for a single year. 
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In years such as 1954, when companies generally have either a small under- 
writing profit or an underwriting loss, they would pay substantially higher 
taxes under the proposal than under the present law. It is fairly evident that 
the principal proponent of the change is not without selfish motives irrespective 
of the element of competition with mutual and reciprocal insurers. _In any 
case, your committee has heretofore deliberately avoided becoming involved 
directly or indirectly in controversy with the mutuals over any possible com- 

itive advantage or disadvantage arising solely from the different methods 
of taxing mutuals. ; 

Incidentially, it is believed that some of the mutuals have not been too happy 
with their premium tax method in years of poor underwriting results and 
decreasing surplus. / 

2 We do not believe that the 1 percent premium tax can be passed on to the 
policyholders in increased rates. We must face the fact that both the premium 
tax and the tax on investment income and capital gains require a disbursement 
of cash. There is no compensating cash receipt for the premium tax even if 
it was considered as an expense for ratemaking purposes by the insurance 
commissioners. The manner in which rates are adjusted would generally pre- 
elude the inclusion of any part of this tax in the rates, as a practical matter. In 
some States the pure loss ratio alone is taken into account. In others the ex- 
pense factor and the profits factor are strictly limited. Perhaps in some States 
for some classes of business there might be a delayed recovery, but the road 
between actual payment of taxes and the recovery of any portion of those 
taxes through rate adjustments, is a long and winding one. In considering the 
proposed tax formula on its merits, the recovery of the 1 percent premium tax 
through rate adjustments is pure illusion and that for all practical purposes 
it would be almost impossible to achieve. 

If the proponents of the plan were successful in having the premium tax 
passed on to the policyholders through increased rates, the business would be 
faced with almost certain action by the insurance commissioners reducing the 
present profit allowance by the amount of the premium tax so taken into the 
rates. 

3. Assuming that the figures shown in the NCIT study are correct, the tax 
revenue produced under the proposed formula for 1953 would be much less than 
that produced under present tax laws. This would necessitate the use of a 
premium tax rate of from 1% percent to 2 percent if the proopsal is to yield 
commensurate revenue to the Treasury. 

With respect to items 4, 5, and 6, the proposed method would produce a fairly 
level source of tax revenue during good and bad years. It would eliminate some 
of the difficulties we now have in determining underwriting profits. The ques- 
tion of overreserving would no longer be a problem for tax purposes, and we 
would not be called upon to defend our use of so-called prepaid expenses for 
tax purposes. Installment premiums would no longer be a problem as far as 
income taxes were concerned, but would still present problems for premium tax 
purposes. 

While the NCIT lists the advantages, they do not comment on the disad- 
vantages of their proposal. Without further critical analysis of the data con- 
tained in the brochure, we believe the disadvantages of the proposal should be 
explored. In this connection we offer the following comments: 

1, In our opinion there is a real danger that a shift to a premium tax would 
result in disallowance of the 85 percent credit for dividends received from stock 
fire and casualty companies by other corporations, including other stock fire 
and casualty companies. It will be recalled by members of the laws commit- 
tee that a threat to disallow this credit in the original draft of the 1954 tax 
bill (H.R. 8300) was removed only after it was pointed out to Congress and 
the Treasury that stock fire and casualty companies were subject to the regular 
corporate rates on all their income, both underwriting and investment . By the 
same token, there would be an even greater danger that individual recipients 
of dividends from stock fire and casualty companies would be denied the relief 
from double taxation granted by the 1954 code (an exclusion of $50 from gross 
income, plus a credit against the individual’s tax equal to 4 percent of the divi- 
dends received). Disallowance of the 85 percent credit would increase taxes 
substantially where dividends are paid by fire and casualty subsidiaries to their 
parent companies. Moreover, disallowance of the 85 percent credit and denial 
of relief to individuals stockholders would reduce the attractiveness of insur- 
ance company stocks as investments for both individual and corporate holders. 
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2. The 1-percent premium tax rate would have to be increased to 1% or? 
percent if the proposal is to yield commensurate revenue to the Treasury Depart. 
ment. This would greatly reduce the attractiveness of the plan to those who 
see in it a potential tax savings. A 2-percent premium tax would likewise be 
more difficult to sell to the insurance commissioners as an allowable expense of 
doing business for ratemaking purposes. Certainly it would lose any appea) it 
might otherwise have for any mutual companies. 

3. A 1-percent premium tax imposed when maximum tax rates are in effect 
can prove a disadvantage if regular corporate income tax rates are ever reduced, 

4. The NCIT proposal would increase the competitive advantage of direct 
writers in general, and Allstate Insurance Co. in particular. 

5. The new provisions in the revenue act which liberalize the carryover logs 
provisions would be lost to the business. Under the proposal there would be q 
substantial tax in underwriting loss years on both premiums and investment 
income; whereas under present law an underwriting loss not only entails no 
tax, but also may be used to reduce or eliminate the investment income. Fy. 
thermore, existing law permits the carryback and carryover of losses, so that an 
underwriting loss of one year may not only eliminate the investment income of 
that year, but in cases may be applied against either underwriting or invegt. 
ment income of one or more other years. 

6. The benefits of filing a consolidated return would be lost in those cages 
where the underwriting loss of one company can be applied against the profits 
of another. 

7. There is no guarantee that the Treasury Department would not assegg an 
excess profits tax on the industry on top of this tax during wartimes. 

8. The present method conforms with the general principle of taxation accord. 
ing to ability to pay. It confines payment of taxes to years in which profits are 
realized. It follows the broad scheme applicable to taxpayers generally, and 
does not set the insurance business apart as one requiring special treatment, 
Under present methods our companies have paid and will continue to pay their 
fair share of the tax burden. 

9. There is no assurance that a premium tax would not be increased from the 
proposed 1 percent or the 2 percent needed to produce adequate revenue to the3 
percent or 4 percent rates that are now levied by one or more of the various 
States. We believe that once the stock companies have singled themselves out 
for special treatment, they would very likely be subjected to continual arbitrary 
upward adjustments of rates. 

10. It is entirely possible that a serious transition year problem would result 
from changing from an income to a premium tax basis. The Government very 
logically might insist upon some sort of runoff of the premium, loss, and ex- 
pense reserves outstanding at the end of the year when the change was made, 
These reserves have been deducted as they accrued and the companies, in fact, 
have had the tax benefit of the deduction. 

We believe that this might involve a problem of considerable proportion which 
could be resolved at best by an arbitrary compromise. At worst, it might 
involve a dual method of taxation until the profit accruing from the runoff of 
reserves was accounted for. 

11. British companies would be faced with a problem peculiar to themselves. 
Under British law these companies now receive credit against their British 
assessments, for income taxes paid in the United States. This privilege accrues 
under the United Kingdom-United States Tax Treaty which has been in effect 
since 1945. It is understood, however, that the credit provision in the British 
law applies only to income taxes and that premium taxes are not allowable asa 
credit; although, of course, premium taxes are deductible in computing the net 
income subject to British income tax. The difference is that U.S. income tax is 
now recouped 100 percent against the British assessment; whereas a U.S. pre 
mium tax would reduce the British assessment only to the extent of the appli- 
eable British tax rates—say 60 percent. 


12. In connection with foreign tax credits, domestic companies might also | 
suffer. Under present law, section 901, domestic companies may credit against | 


their U.S. income tax liabilities, the amounts of income tax incurred in foreign 
countries. This means that the foreign tax is recouped 100 percent with certain 
limitations against the U.S. tax. Again, however, it is extremely doubtful that 
credit for a foreign income tax could be applied against a U.S. premium tax. 
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Because of the importance of this problem to the business, we have attempted 
to present for your consideration both the favorable and unfavorable aspects 
of the proposal. ; 

Respectfully submitted. 


J. G. NIEpERITZ, Chairman. 
DeceMBER 15, 1954. 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, December 16, 1954. 
Report of the Special Committee on Insurance Accountants Association. 
Mr. H. W. MILLER, 
Chairman, Executive Committee. 


Deak Siz: Your special committee appointed in January 1950 has been con- 
ferring with officers and a special committee of the Insurance Accountants As- 
sociation in connection with a study by that association of its basis of 
membership. 

We are pleased to report that the IAA is now prepared to revise its con- 
stitution and bylaws to provide two classes of membership: (1) Company mem- 
pers being the accredited representatives of companies members of the National 


‘Board of Fire Underwriters, and (2) individual members in or related to the 


insurance business. Other related changes place the control of the organiza- 
tion in the company membership and provide for at least two meetings a year 
which will be attended only by the company members. 

This represents a step in the fulfillment of the program approved by the ex- 
ecutive committee of the national board in February 1950. A further step 
recommended at that time looking toward the possible formation of an asso- 
ciation of accountants representing both fire and casualty in view of the trend 
toward multiple line operations has not been undertaken, it being the view of 
this special committee that it will be necessary to make effective the first phase 
of the organization of the Insurance Accountants Association before considering 
this further step. 

Respectfully submitted. 

EVERARD P, SMITH, Chairman. 


AMERICA ForE INSURANCE GROUP, 
New York, N.Y., December 28, 1954. 
FTC investigation of accident and health advertising—Question of FTC’s juris- 
diction. 
Mr. Rospert N. GILMORE, Jr., 
Assistant Counsel, Association of Casualty & Surety Companies, New York, N.Y. 


Dear Mr. GitmMoreE: As agreed during our conversation yesterday I enclose 
copies of the two reports I have made to Mr. Herd in this matter. 
Very truly yours, 
Wo. L. Bates, Vice President. 


DECEMBER 22, 1954. 


FTC INVESTIGATION OF ACCIDENT AND HEALTH ADVERTISING—QUESTION OF 
FTC’S JURISDICTION 

Mr. J. V. Herp, 

Executive Vice President. 


This supplements my attached memorandum dated December 7, 1954. Yester- 
day I attended a meeting of the subcommittee commissioned by the Joint Com- 
mittee on Health Insurance to develop and recommend to the accident and 
health section of the industry a program for dealing with this jurisdictional 
— without provoking further Federal regulation of the insurance. 

resent : 

All members of the subcommittee: Clarence Myers, president, New York 
Life, chairman; B. M. Anderson, vice preseident and counsel, Connecticut 
General Life Insurance Co.; Eugene Thore, counsel, Life Insurance Associa- 
tion of America; John Hanna, general manager, Conference of Accident and 
Health Underwriters; Robert R. Neal, joint Washington counsel for Con- 
ference and Bureau of Accident and Health Underwriters; W. L. Bates. 
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Also present : 
J. F. Follman, Jr., general manager, Bureau of Accident and Health Under. 
writers; Robert Creighton, counsel, American Life Convention; Robert y 
Gilmore, assistant counsel, Association of Casualty & Surety Cos. ; 


After full discussion of the legal pros and cons of the question of 
jurisdiction, of NAIC’s indicated disposition to challenge it as three of the 
individual companies cited by FTC have done already and of the strong presump. 
tion that any such challenge would not only prove futile but might precipitate 
adverse interpretation of the McCarran Act, or reconsideration by Congress op 
Public Law 15, the following consensus was established— 

1. (Unanimously.) That the Accident and Health Trade Association shoug 
not go on record as contesting FTC's assertion of jurisdiction over accident ang 
health advertising. 

2. (By vote of 4to1.*) That neither should they remain silent on the question 
lest the action of individual companies in disputing FTC’s jurisdiction be consiq. 
ered the disposition of the industry and prove equally provocative of Congress. 

3. (By vote of 4 to 1.7) To recommend to the Joint Committee on Health Ingyr. 
ance at a meeting to be held in Washington on January 26, 1955— 

(a) That each of the seven component accident and health trade associa. 
tions authorize an application to be made to FTC in the name of the joint 
committee for a trade conference in accordance with the attached “Pro. 
cedure.” 

At the conference the industry representations would be prepared to con- 
cede FTC’s jurisdiction over accident and health advertising and would 
expect to secure from the Commission in turn two things: First, a clear 
understanding that the Commission would confine its regulation of insurance 
to that limited no man’s land part of the operation and secondly, a system 
of ground rules for the protection of companies in their current advertising 
of accident and health insurance. (Many of the charges of misleading 
accident and health advertising already brought by FTC appear to some 
innocent bystanders to be unwarranted, even specious, so that most any 
advertising of the insurance will be at the peril of the advertiser until the 
situation is clarified thus. ) 

(b) That preliminary to step (a) above a meeting be held with NAIC in 
order to fully acquaint the Commissioners with the purpose and need of the 
step and possibly secure their approval of or participation in it. 

Washington counsel and others at the meeting indicated that neither the 
FTC nor NAIC commissioners are comfortable in their present. position 
and that both may now be receptive to isolation and disposition of the gsub- 
ject as proposed in 3(a) above. 

Wo. L. Bates, Vice President. 


DECEMBER 7, 1954. 
Federal Trade Commission investigation of accident and health advertising 


Mr. J. V. HERD, 
Executive Vice President. 


This is to call to your attention the long-range risks to State regulation of 
insurance that are involved in this investigation, particularly if FTC’s authority 
to make it is challenged, successfully or not, by the accident and health section 
of the industry or by NAIC. 

During attendance at a meeting on December 3, 1954, of the Joint Committee 
on Health Insurance I listened to divergent views as to FTC’s attitude and juris- 
diction in this matter, also as to the merits of the 17 complaints against com- 
paniest hat it publicized last October. Already some of the companies com- 
plained against have contested the Commission’s jurisdiction and reportedly 
are selecting test cases to decide that issue. 

The joint committee (see attached letterhead—an organization which was 
brought into existence by the American Life Convention, Life Insurance Asso- 
ciation of America, Life Insurance Conference, Bureau of Accident and Health 
Underwriters, Health & Accident Insurance Conference, Association of Casualty 





1The dissenting vote by Mr. Anderson of the Connecticut General is perhaps ascribable 
to the relatively greater security of his own company because Connecticut insurance laws 
reportedly provide for extraterritorial control over companies domiciled in that State, 
which would vitiate, in his case, one of the FTC’s strongest claims to jurisdiction ; namely, 
absence of home State control outside. 
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ompanies and American Mutual Alliance, jointly to deal with the 
Oe eiation's reinsurance bill) is preponderantly made up of life and health 
jnsurance men. Therefore, it is not a forum the fire and casualty companies 
would pick for debate and perhaps decision of the issue, considering possible 
legislative developments from it. 198 

At the meeting opinion seemed to be about equally divided on the question of 
FTC’s jurisdiction, but the majority of those who expressed themselves seemed 
to be in favor of contesting it, perhaps because of the importance which the 
Accident and Health Committee of NAIC, meeting on December 1, 1954, had 
assigned the question of jurisdiction, as between FTC and State insurance 

nts. 

or Gimnority at the meeting counseled that it was advisable not to dispute 
with FTC over jurisdiction lest a decision against the Commission cause it to 
seek wider powers for itself from Congress, or to recommend to Congress that 
the McCarran Act be reviewed in the light of a contention by the Commission 
that accident and health advertising is not being adequately regulated by the 
States. However, the wisdom of these admonitions were not sufficiently ap- 
preciated by those at the meeting, it seemed to me. 

Accordingly, when the meeting authorized the appointment of a subcommittee 
of five members to develop and recommend a program designed to deal realis- 
tically with the jurisdictional question and the disposition of the complaints 
(25 more are expected momentarily), I accepted appointment to the subcommit- 
tee in order that views of the Association of Casualty & Surety Companies and 
of the national board in these matters might be assured of expression at the 
subcommittee table. (It was indicated that the subcommittee would be called 
to meet in about 10 days’ time. ) 

Mr. Dorsett was represented at the December 3, 1954, meeting by Mr. Gilmore 
of the association staff who left before the subcommittee was appointed. I 
have advised Mr. Dorsett of my appointment. 

I am sending this memorandum in triplicate, in case you may want to send 
copies to Mr. Dorsett and to Mr. Berry of the national board. 

I have ascertained from the secretary of the joint committee that it will be 
quite all right for me to be accompanied at the forthcoming subcommittee meet- 
ing, in case you think either Mr. Murphy or Mr. Berry should attend. Please 
advise. 

Wm. L. Bates, Vice President. 


A quotation of Commissioner Mason, appearing in the Journal of Commerce 
this morning, indicates that FTC will be receptive to a conference, if one is in- 
vited by accident and health insurers. I have the idea that FTC might have 
been inclined to dispose of these cases thus initially, except that the lively public 
interest in the subject, engenered by the bad press of the accident and health 
writers, had dictated its conplaint procedures. Now that all the accident and 
health complaints received by 10 State insurance departments and by the Senate 
Judiciary Committee during January and February, of this year have been 
surveyed by NAIC and found to be few in number, and those few of little real 
importance (FTC itself could not contribute cases to the survey—c.f. page B4 of 
attached NAIC minutes), perhaps the commission has come to consider that it 
overestimated the actual basis of the apparently wide public concern and, wanting 
to get the investigation in proper perspective to the true situation, prompted 
Mr. Mason to say what he did. I hope so. 


(Copy to L. A. Vincent) 
DECEMBER 28, 1954. 
FTC investigation of accident and health advertising—Question of FTC’s juris- 
diction. 

Mr. J. V. Herp, 
Eevecutive Vice Presid ent, America Fore Insurance Group, 
New York, N.Y. 

Dear Vic: I have received copies of Mr. Bates’ memorandums of December 7 
and December 22, with reference to the above. 

I note in the December 22 memorandum, under point 3, the following language: 
“At the conference the industry representations would be prepared to concede 
FTC’s jurisdiction over accident and health advertising and would expect to se- 
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cure from the Commission in turn two things: First, a clear understandip 
that the Commission would confine its regulation of insurance to that lime 
ited no man’s land part of the operation and secondly, a system of ground rules 
for the protection of companies in their current advertising of accident and 
health insurance.” 

I suggest this is a pretty broad concession for the business to make, particu. 
larly when some of those regulating the business at State level are not prepared 
to make it. The language “concede FTC's jurisdiction” needs to be defined, I 
understand some accident and health companies are contesting FTC's jurisdic. 
tion on the ground that they are not in interstate commerce. That I think we all 
oe concede is a mistake and would lead to an amendment to the McCarran 

ct. 

To “concede jurisdiction” in a field of mail-order insurance where the adver. 
tisements go into jurisdictions in which the company is not licensed is a totally 
different situation and breaks down into two major subsituations: (1) where 
the home State has no statute regulating advertising nationwide, and (2) where 
the home State does have such a statute, as for example, New York. Under the 
first situation I would advise against contesting jurisdicticn, but under the see 
ond I would strongly advocate contesting jurisdiction. 

There is a third situation where the advertiser is admitted in all of the States 
in which its advertisement goes; the home State has a statute regulating all ad. 
vertising of its home company. In that situation I would recommend contesting 
jurisdiction. I realize some people are loath to do it, because some States haye 
fallen down on the regulation, but if we are going to run away from every show. 
down just because State regulation has failed to regulate in accordance with its 
powers, we will never stop running, and Federal regulation is right around the 
corner. 

Best regards. 

Sincerely, 
J. RAYMOND Berry, General Counsel. 


DECEMBER 30, 1954. 
Mr. Moses G. HusBsBaArD, Jr., 
Utica, N.Y. 


DEAR MOsE: I would greatly appreciate it if you could send a copy of briefs 
filed by you on the jurisdictional question. I would also like to know when the 
case is going to be argued, as I would be interested in attending. 

With all good wishes for a happy new year, I am 

Sincerely, 
J. RAYMOND BERRY, General Counsel. 


MINUTES OF MEETING OF THE SPECIAL COMMITTEE OF CHIEF EXECUTIVES OF 
THE NATIONAL BOARD OF FIRE UNDERWRITERS, HELD IN THE Boarp Room, 
85 JOHN STREET, New YorK, JANUARY 4, 1955, AT 11 A.M. 


Present: Messrs. John A. North (chairman), J. R. Barry, K. E. Black, K. B. 
Hatch, W. A. Hebert, H. W. Miller, Bruno C. Vitt, J. Victor Herd (ex officio), 
and General Counsel J. R. Berry. 

Advices of his inability to attend were at hand from Mr. J. C. Hullett. Mr. 
John R. Cooney was neither present nor represented. 

The chairman opened the meeting, referring particularly to the California 
situation. The legislative committee in that State will meet this week and the 
Board of Fire Underwriters of the Pacific is requesting advices from the Na- 
tional Board of Fire Underwriters relative to any position which might be 
recommended in connection with the question of partial subscribership. Mr. 
Black commented on the long-range study which is indicated and stated that 
it should be kept in mind that the problems involved may not be susceptible 
to ready or quick solution. 

The chairman referred to the questions which were sent to the members of 
this committee under date of December 10. The replies received show a strong 
consensus in accord with the conclusions recited in the last two paragraphs of 
General Counsel Berry’s report of December 2, viz: 

In view of all of the foregoing, it is our opinion that a study of the rating 
laws and of the constitution and bylaws referred to in the question is within 
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the constitutional powers of the National Board of Fire Underwriters, and is 
consistent with prior action taken by this organization under that constitution. 

A consideration of the setting in which this question is propounded confirms 
the above eonclusion. If the results of the work of this board in connection 
with improved building construction, more efficient fire fighting, grading of 
cities, Classifications of risks, etc.—results obtained at considerable expense to 
members—are to be available at no expense to competing nonmembers, the 
problem of justification for such continued expense must be faced. One answer 
to that problem might seriously affect the continued activity of this organization 
in those fields. To hold that the constitution of an organization barred that 
organization from studying a question which threatened the continuance of an 
activity of that organization would be a perversion of the constitutional purpose. 

All present were recorded as concurring in these conclusions. 

With reference to questions 2 and 3, there was general discussion involving 
the position of a company member of two rating bureaus dealing with the 
same classes of business; the use of national board gradings by companies mem- 
pers of the national board not members of a rating bureau and the question of 
filed rates or formula becoming public record that could be used by companies not 
members of a rating bureau in the respective jurisdictions. It was the view that 
a company member of the national board could use national board gradings 
whether or not a member of a specific rating bureau. 

Discussion developed a difference of philosophy as to whether indivisible premi- 
ums constitute a new kind of business. It was the consensus that a solution to 
the problem of partial subscribership must be sought— 

(a) with each company reserving its position on the philosophy of so-called 
indivisible premiums, and 

(b) without involving the questions of membership by a company in two 
rating organizations for the same kinds of business and use by one rating 
bureau of data from another rating bureau. 

It was the view of those present that clarification or definition of partial sub- 
scribership is necesary to establish that a company cannot become a subscriber or 
member of a rating bureau for only certain of the classes of risks which it writes 
under the kinds of insurance rated by that bureau. 

In presenting the foregoing to the executive committee for concurrence, it is 
recommended that steps be taken first in such States where laws might permit 
changes in the constitution and by-laws of rating organizations to prohibit par- 
tial subscribership by class. Changes in the respective State laws are not 
contemplated at this time, such legislative steps to be undertaken as a further 
step in the study. 

The committee recessed for lunch at 1:10 p.m. and reconvened at 2 p.m. at 
which time consideration was given to question 6. It was the unanimous view 
that general counsel of the National Board of Fire Underwriters be requested to 
draft recommendations setting forth the type of provision to be recommended for 
amendments and changes in constitution and bylaws of rating organizations and 
that such recommendations be forwarded to the local organizations through re- 
gional or advisory organizations and to the advisory committees of any inde- 
pendent rating bureaus which are not So covered. 

It was the view of the committee that prior to the meeting of the executive 
committee on January 27, a subcommittee comprising Chairman North and Mr. 
K. E. Black confer with representatives of the legal firm of Cravath, Swaine & 
Moore to determine whether that firm would be available as special counsel. It 
was suggested that General Counsel Berry make the initial contact for such 
visit by the special committee. 

It was the view that since this matter is in the field of law and legislation the 
general counsel of the national board direct these studies and that special counsel 
be available in an advisory capacity to the general counsel and this committee. 

The meeting adjourned at 2:20 p.m. 

L. A. VINCENT, Secretary. 





Tue COMMERCIAL TRAVELERS 
MoutTvat AccripENT ASSOCIATION, 
Utica, N. Y., January 6, 1955. 
Mr. J. RaymMonp Berry, 
General Counsel, National Board of Fire Underwriters, New York, N.Y. 
Dear Ray: Replying to your request of December 30, I will be glad to comply 
as soon as briefs have been prepared. 
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Under the arrangement that we had with the hearing examiner of the Frc 
we argued orally before him the problems involved in the jurisdictional question, 
with the understanding that a written brief would be filed subsequently, We 
are to have a total of 30 days for that purpose after the minutes of the hea 
on the motion have been received by us and I anticipate that such minutes should 
be in our hands within the next few days. 

Do you per chance have any ideas on the subject that might be helpful? jy 
so, I would be glad to have them. 

With all best wishes for the new year, Iam, 

Cordially yours, 
Moses G. Hussarp, General Counsel, 


(Copy for Mr. Berry) 


THE NATIONAL BoArD OF FIRE UNDERWRITERS, 
New York, January 17, 1955. 
To: The Special Committee of Chief Executives (Messrs. John A. North, chair. 
man, J. R. Berry, K. E. Black, John R. Cooney, K. B. Hatch, W. A. Hebert, 
J. C. Hullett, H. W. Miller, Bruno C. Vitt, J. V. Herd, ex officio). 


GENTLEMEN: Chairman North has asked that copies of the enclosed draft of 
the report of the special committee of chief executives be sent to each member 
of the committee for review, comment, and suggestions. 

It will be appreciated if you will favor us with any comments or suggestions 
you may have so they may be considered for the final report to be presented 
at the meeting of the executive committee on Thursday of next week, January 27, 

Very truly yours, 
L. A. VINCENT, General Manager. 


DRAFT OF REPORT OF THE SPECIAL COMMITTEE OF CHIEF EXECUTIVES 


JANUARY 27, 1955, 
Mr. H. W. MILLER, 
Chairman, Executive Committee. 


Dear Sir: Your special committee of chief executives met on January 4, at 
which time report from General Counsel Berry dated December 2, 1954, was 
presented on the question ‘as to whether it is within the concept of the constitu- 
tion and bylaws of the National Board of Fire Underwriters for this organization 
to proceed with a study of the rating laws and the constitutions and bylaws of 
the rating bureaus relative to the question of partial subscribership and inde 
pendent filings by companies that are not subscribers to rating bureaus but are 
employing the data developed by such bureaus.” That report had previously 
been circulated to the members of the special committee. 

The committee concurred in the report, specifically the conclusions recited in 
the last two paragraphs thereof ; viz: 

In view of all of the foregoing, it is our opinion that a study of the rating 
laws and of the constitution and bylaws referred to in the question is within 
the constitutional powers of the National Board of Fire Underwriters, and is 
consistent with prior action taken by this organization under that constitution. 

A consideration of the setting in which this question is propounded confirms 
the above conclusion. If the results of the work of this board in connection 
with improved building construction; more efficient firefighting; grading of 
cities; classifications of risks, ete.—results obtained at considerable expense to 
members—are to be available at no expense to competing nonmembers, the prob 
lem of justification for such continued expense must be faced. One answer to 
that problem might seriously affect the continued activity of this organization 
in those fields. To hold that the constitution of an organiaztion barred that 
organization from studying a question which threatened the continuance of an 
activity of that organiaztion, would be a perversion of the constitutional purpose. 

The committee discussed the position of a company member of two rating 
bureaus dealing with the same classes of business; the use of national board 
gradings by companies’ members of the national board not members of a rating 
bureau and the question of filed rates or formula becoming public record that 
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jurisdictions. It was the view that a company member of the national board 
could use national board gradings whether or not a member of a specific rating 
pureau. s , tae ee 

Discussion developed a difference of philosophy as to whether indivisible pre- 
miums constitute a new kind of business. It was the consensus that a solution 
to the problem of partial subscribership must be sought 

(a) with each company reserving its position on the philosophy of so-called 
indivisible premiums, and 

(b) without involving the questions of membership by a company in two 
rating organizations for the same kinds of business and use by one rating 
pureau of data from another rating bureau. 

It was the view of those present that clarification or definition of partial sub- 
scribership is necessary to establish that a company cannot become a subscriber 
or member of a rating bureau for only certain of the classes of risks which it writes 
under the kinds of insurance rated by that bureau. 

It is recommended that steps be taken first in such States where laws might 
permit changes in the constitution and bylaws of rating organizations to pro- 
hibit partial subscribership by class. Changes in the respective State laws are 
not contemplated at this time, such legislative steps to be undertaken as a fur- 
ther step in the study. 

It was the view of your committee that general counsel of the National Board 
of Fire Underwriters be requested to draft recommendations setting forth the 
type of provision to be recommended for amendments and changes in constitution 
and by-laws of rating organizations and that such recommendations be for- 
warded to the local organizations through regional or advisory organizations and 
to the advisory committees of any independent rating bureaus which are not so 


covered. 
In accordance with the resolution adopted at a special meeting of the executive 
committee on April 7, 1954, we have consulted the legal firm of and 


we recommend to the executive committee retainer of that firm as special 
counsel in compliance with the resolution of the special committee adopted 
by the executive committee on March 25, 1954. 

Since the subjects before your special committee are matters pertaining to 
the field of law and legislation, it is recommended that general counsel of the 
national board direct these studies and that special counsel be available in an 
advisory capacity to the general counsel and this committee. 

Respectfully submitted. 

JOHN A. NortH, Chairman. 


AMERICA FORE INSURANCE GROUP, 
New York, N.Y., January 17, 1955, 
Mr. J. Raymonp Berry, 
General Counsel, National Board of Fire Underwriters, 
New York, N.Y. 

Deak Mr. Berry: You may be interested to have the enclosed extra copy of 
a Memorandum prepared by Mr. Kimble of the staff of the Life Insurance Asso- 
ciation of America on the question of what jurisdiction has Federal Trade Com- 
mission over accident and health advertising. 

This was received today by all members of the joint committee on health in- 
surance from Clarence J. Myers, chairman of the Subcommittee on Federal 
Trade Commission for consideration in advance of the meeting in Washington 
on January 26, 1955. 

Very truly yours, 
Wo. L. Bates, Vice President. 





(Copy to L.A.V.) 
JANUARY 18, 1955. 
Mr. Wo. L. Bates, 
Vice President, America Fore Insurance Group, 
New York, N.Y. 


Deak Mr. Bates: This is to acknowledge receipt of and to thank you for 
the copy of memorandum prepared by Mr. Kimble on the question of what juris- 
diction has Federal Trade Commission over accident and health advertising. 

Yours very truly, 
J. RAYMOND Berry, General Counsel. 
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(Copy to L.A.V.) 
JANUARY 19, 1955, 
Mr. Moses G. HUBBARD, 
General Counsel, the Commercial Travelers Mutual Accident Association, 
Utica, N.Y. 


DeaR Mose: I have your letter of January 6 in which you ask if I have any 
ideas on this subject. 

It seems to me the key allegation in the complaint—in an effort to establish 
jurisdiction—is the charge that the respondent has entered into contracts with 
insureds in States where “the business is not regulated by State law to the 
extent of regulating the practices of respondent alleged in this complaint to pe 
illegal.” 

If the FTC can establish that “regulated by State law” means regulated at 
the State of residence of the insured, then I guess it can establish jurisdiction 
because some of the States don’t have a little “Fair Trade Act.” But I hope 
it will be urged, with all the firmness which you command, that the McCarran 
Act does not say in what States the business has to be regulated, but merely 
that if it is regulated by State law to that extent it is free from Federal lay, 
Thus, if the State of domicile of the company has a complete pattern of regula. 
tion, that fact would establish regulation sufficient to comply with the McCarran 
Act. It may leave a weakness in State regulation but I am not sure that weak. 
ness is any greater than it is under the pattern of regulation which the FT¢ 
seeks to impose. 

In the one case the complaining policyholder has to come to New York to get 
his satisfaction. In the other case he has to go to Washington. Perhaps I am 
biased but my own feeling is you would get a better break in New York than 
Washington. Certainly there is no proof that he would get any better treat. 
ment in Washington than he would in New York. 

Best regards. 

Sincerely, 
J. RAYMOND BERRY, General Counsel, 


OFFICE MEMORANDUM 
JANUARY 18, 1955, 
To: General Manager Vincent. 
From: General Counsel Berry. 
Subject: Proposed report of the special committee of chief executives, January 
27, 1955. 

In view of the decision by the court of appeals in refusing to review the 
appellate division’s action, which in turn refused to disturb the action of the 
New York Insurance Department in In re Insurance Co. of North America; 

And further in view of the fact that neither the appellate division, nor the 
court of appeals, wrote any opinion which would in any way change the lan- 
guage of New York Deputy Superintendent Murphy’s decision ; 

Question: Should you not bring this development to the attention of the 
chairman of the special committee of chief executives to see whether or not he, 
or the committee, want to review the decisions contained in their report, or 
want to supplement their report, in light of developments since the time the 
report was drawn? 

J. RAYMOND Berry. 





MINUTES OF A REGULAR MEETING OF THE COMMITTEE ON LAWS OF THE NATIONAL 
BoarD OF FIRE UNDERWRITERS, HELD IN THE BoarD Room oN JANUARY 19, 
1955, AT 11 a.m. 


Present: Messrs. C. A. Loughin, chairman; John A. Barry, Millard Bartels, 
Olin L. Brooks, Philip Brown, Raymond N. Caverly, H. B. Collamore, Frank F. 
Dorsey, J. K. Hooker, H. Clay Johnson, Joseph G. Niederlitz, John A. North, 
Francis Van Orman, William H. Tribou (representing C. L. Allen), Duke Corney 
(representing Wililam T. Harper), E. 8S. Coons representing H. W. Miller), also 
J. Deegan of National Fire Insurance Co., and James McGuirk of the Royal- 
Liverpool group, and Peter Korsan (representing K. B. Hatch), as well as 
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General Manager Vincent, General Counsel Berry, and Raymond E. Hughes, 
of the law department. | 

Advices of their inability to attend were at hand from Messrs. H. W. Miller, 
w. A. Rattelman, and BE. Elmer Sammons. 


DEATH OF DON C. BOWERSOCK 


Mr. Priore, chairman of the subcommittee appointed to draw an appropriate 
resolution in the death of Mr. Bowersock, read the following resolution : 

“The sudden death of Donald C. Bowersock was a heavy blow to the business 
of insurance and a particularly heavy blow to the Committee on Laws of the 
National Board of Fire Underwriters. 

“He had been a member of this committee for 6 years. He brought to the 
committee a lifetime of training in insurance practice and years of study of the 
history and traditions of the business. This background, coupled with a keen, 
incisive mind, high courage, and seasoned judgment, made him an outstanding 
contributor to the work of this committee. While he has left us for another 
life, his memory and the record of his accomplishments will always be with 
us: To that end, be it 

“Resolved, That this memorial be incorporated in the minutes of the Committee 
on Laws of the National Board of Fire Underwriters; and be it further 

“Resolved, That a copy of this resolution be sent, with expressions of sympathy, 
to Mrs. Donald C. Bowersock and to the companies he served as president.” 


NATIONAL COMMITTEE ON INSURANCE TAXATION 


Pursuant to action at our last meeting, we sent to members of the executive 
and laws committee copy of the report of our subcommittee on taxation, to- 
gether with questions seeking information as to the application of the proposed 
plan of National Committee on Insurance Taxation on the business. Those 
members who have responded are opposed to the plan. 

General counsel asked for instructions as to the position our representative 
in Washington should take if called upon to state a position with reference 
to the proposal of the above committee. It was the sense of the meeting that 
if called on to take a position, it be one of opposition to the proposal. A fur- 
ther expression of membership sentiment will be sought if and when the pro- 
posal is pressed in the Congress. 


COMPANIES OWNED OR CONTROLLED BY ALIEN GOVERNMENTS 


Our subcommittee which studied this question recommended that this problem 
be approached by amendment to the retaliatory laws. It developed the Casualty 
Association is opposed to our suggested approach. Our program will be held 
up pending conference with the committee of the Casualty Association. 

In Tennessee, the insurance commissioner has caused to be introduced legis- 
lation which would prohibit any insurance company or insurance entity, which 
is financially owned or controlled by any alien or foreign government outside the 
continental limits of the United States, from doing any kind of insurance 
business in the State. 

In Montana, a similar bill has been drafted by the attorney for the agents. 


LITIGATION 


Caisse de Centrale Reassurance.—Hearing on the mandamus action in Florida 
scheduled for January 17 has been postponed. 

Saskatchewan Guarantee & Fidelity Co—The commissioner of North Dakota 
denied application of this company for admission, following which mandamus 
proceedings were instituted. The Saskatchewan company has withdrawn its 
application for writ, without prejudice. Authorization was given for the em- 
ployment of counsel to assist the attorney general in this litigation—his office 
being inadequately staffed to handle the matter. Since our meeting Saskatche- 
wan has reapplied for admission. 

Kentucky surcharge—NMotion to dismiss the complaint is now before the court 
for decision. All briefs have been filed. We regret to advise that Judge Galphin 
of the firm of Ogden, Galphin & Abell, our counsel, died following an operation. 
The firm will continue to represent us. 
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INSURANCE CODES 


Insurance codes will be presented at the coming sessions of Hawaii and Puerto 
Rico. General counsel had been working with companies operating in Pye 
Rico and will discuss with local counsel and the insurance department the 
amendments we have heretofore suggested. 

In Wyoming, a recodification of the insurance laws—which is not yet aya. 
able—will be considered at the present session of the legislature. 


FEDERAL REVENUE ACT 





14 PERCENT CREDIT AGAINST U.S. TAX FOR BUSINESS FRoy 
FOREIGN SOURCES 


The report from the citizens advisory committee to the Committee on Banking 
and Currency, recommends that the corporate rate on income from all foreign 
subsidiaries and branches be reduced to the level now permitted under the 
Western Trade Corporation Act. If this recommendation is followed, we wij 
not face the discriminatory treatment of our foreign operations which appeared 
in the 1954 Revenue Act as originally proposed. 


STATE LEGISLATION 


The major legislative problem this year seems to be an extra strong driye 
to increase taxes. In Mississippi, a bill before the special session would jp. 
crease our premium tax 20 percent. In North Carolina agents’ license fees 
are increased from $2.50 to $5 and the tax on domestic companies is increased 
from 1 percent to 24% percent under the proposed Revenue Act of 1955. Tax 
increases are called for in legislation in a number of other States. 


FEDERAL TRADE COMMISSION 


General counsel referred to the recent activities of the FTC in connection 
with the health and accident business and advised of an invitation received 
from the Bureau of Accident and Health Underwriters to attend a meeting 
of the Joint Committee on Health Insurance in Washington on January 26, 
It was the sense of the meeting that general counsel sit in on this meeting as 
an observer and report back. 


INVESTIGATIONS—HURRICANE LOSSES 


We are facing legislative investigations in Massachusetts and Rhode Island 
growing out of the hurricanes in 1954. An assistant with newspaper training 
has been employed for the session to assist our local representative in 
Massachusetts. 

Chairman Loughin suggested—inasmuch as the disaster committee had super- 
vised loss activities following these hurricanes—it was the sense of the meeting 
that the disaster committee have a special meeting to go over this matter in all 
its phases to the end that the problem of the business and the position of the 
companies may be presented fully to those investigating the business, 


ARIZONA-——REQUEST FROM ARIZONA AGENTS’ ASSOCIATION 


Reference was made to a request from the Board of Fire Underwriters of the 
Pacific for a contribution to help defray legal expenses of the Arizona Agents’ 
Association in litigation as to the right of the school boards to purchase mutual 
insurance. It was the sense of the meeting that we should not contribute. 


JANUARY 20, 1955. 
Partial subscribership—rating associations. 
Mr. JAMES F. CrAFTs, 
President, Fireman’s Fund Insurance Co., 
San Francisco, Calif. 


DEAR JIM: Yours of January 7 was waiting for me when I returned from a 
trip to Minneapolis and St. Paul last week. This week I have spent half the 
time in New York and it is a fortunate thing that there was someone here to 
look after the Phoenix because apparently I am spending too little time on the 
job I am being paid for. 
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This question of partial subscribership in our rating associations is, as you 
say, the most important that has been under consideration by our business in 
recent years. Our committee has also learned that fact. I do not sense any 
timidity on the part of the committee. I do sense a desire to be obsolutely 
right this time in whatever we do. 

Last Monday Vic Herd, Ken Black, and I visited the law firm of Cravath, 
Swaine & Moore, who have no insurance background, but an excellent one in 
the field of antitrust and free-trade-practice law. We have not yet received 
their consent to work with us on the all-important problems for which we need 
their type of legal advice. We may have to look elsewhere if they decline, 
put I fear that this is a legal problem fully as much as it is a competitive one. 

Yesterday afternoon after the meeting of the laws committee of the national 
poard I had about an hour’s session with J. Raymond Berry, general counsel 
of that organization, and we reviewed the report which I will make to the 
executive committee of the NBFU next Thursday, in light of the fact that the 
Supreme Court of New York has denied the petition of the New York Fire 
Insurance Rating Organization to appeal beyond the ruling of the insurance 
department in their case. Thus, this denial makes the ruling of the insurance 
department the law of the land at the moment, and if we proceed rapidly to 
revise the constitution and bylaws of the rating associations restricting partial 
subseribership, just as you and I would like to do, the New York case will 
undoubtedly rear its ugly head wherever the insurance commissioner is obliged 
to approve or disapprove. 

We have tried to analyze the various courses which seem available. There 
is one, and that is to sell the rating bureau material to independents or sub- 
scribers who do not use all of the services, making them pay for what they are 
not assessed for by fee. This has long been the practice of the National Bureau 
of Casualty Underwriters. They have sold their rates and their manuals to 
nonmembers and nonsubscribers. Thus, they have solved the question as far 
as that part of the house is concerned. In our case it would accomplish nothing 
more than the distribution of cost more equitably. 

Another course is to prevent the use of rating bureau material by injunction 
when any user, such as nonmembers or partial subscribers, attempted to use 
material for which he was not being assessed and an injunction to prevent such 
use became necessary. This could conceivably be a wrong effort and expensive 
legal process with the result that judicial victory could be undone in the next 
legislative session of any State. 

A third course would be to seek legislation. Such legislation to discourage 
independence of action and require that members or subscribers in the rating 
associations comply with its constitution, bylaws, and rules of practice already 
approved by the insurance department. There is one case at present, and that 
is the State of North Carolina. Even with this legal restriction in North 
Carolina, the privilege of deviation is permitted, and thus it is only a partial 
answer but, nevertheless, a second look at the North Carolina law may be 
necessary. Incidentally, the business opposed the North Carolina law when it 
was introduced in the legislation because it was a reversal of the philosophy of 
the all-industry bill. The North Carolina law also presents serious problems to 
the multiple-line underwriter, as you so well know; therefore, in its present 
form it is not the perfect answer. 

The New Jersey law has so far discouraged the North America from reducing 
their subscribership to a partial basis and the Allstate has made no attempt to 
use our dwelling rates in New Jersey as a basis for fire insurance as they 
are not writing it in that State at the moment. Whether the New Jersey 
law would stand the pressure of a test, we do not know. It is ambiguous in 
some places. 

We have been unable to get any factual information from the rating associa- 
tions which would establish the question of ownership of property. A few like 
the State of Washington and the former trusteeship of the Western Actuarial 
Bureau in Chicago might be examples to the contrary. What we think the 
North America fears is complete expulsion from the rating bureaus, thus making 
it necessary to spend a great deal of money in building up their own schedule 
rating service and rate plans. The class rating of dwellings is comparatively 
simple and could be started from any level; in fact, any company could get 
our rates by simply picking up an assured’s policy on this class of business and 
applying it by judgment, but the schedule rating business is different. Millions 
of dollars have gone into this as have man-hours, engineering knowledge, maps, 
surveys, inspections, and all the rest. These would not be easily acquired by an 
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independent, and so the property right or ownership of these records and their 
use is a very vital question. 

The National Board of Fire Underwriters has spent literally millions of 
dollars in grading cities and towns but there is no proof that their Schedules 
have been copyrighted or that the use of their engineering data must be con- 
fined to members. Their reports are freely given to every city they survey ag q 
public service. It would be difficult to deny the material to a nonmember who 
wanted to use the grading plan for their own purposes even though the national 
board members are footing the bill. 

A lot of our trouble stems from the fact that California has no rate-filing 
law and some day the California Code has got to be rewritten if we are tp 
remove a source from which so many competitive and unsound practices seep 
to emanate. In the meantime, you have said that we are bleeding at the pores 


and our committee is trying to find a solution wherever we can to stop the bleeg. | 


ing temporarily and then proceed to cure the patient. If we move rapidly ag yoy 
suggest and change the constitution and bylaws of the rating associations with. 
out regard to the legal impact, we may find ourselves in litigation in a dozen or 
15 territories before we can ever get around to the point of corrective legis. 
lation which would back up what we want to do. To that extent you may haye 
discerned some timidity but it could be based on sound fundamental thinking. 
I believe all members of our committee are willing to take some business risk jp 
this matter, but we don’t want to start jumping in every direction before the 
stage is set. We have been defeated at every turn in New York. That is an 
important State for insurance legislation which would be followed by many 
others. The ruling of the insurance commissioner which is now the law Dro- 
hibits the rating bureau from denying a partial subscriber, such as the North 
America, by any future change of its constitution and bylaws. There you have it. 

The presentation of my report to the executive committee on January 27 cannot 
embody the complete answer to our problem, but if we secure approval of the first 
constructive steps to be then reported, we can proceed and select places where 
we think we can get some reformation on this all important matter. 

I have taken this time to acquaint you with the committee’s reaction to the 
fast-developing situation so that any move made on the Pacific coast will not 
embarrass the country as a whole. As the chief executive on the coast, you can 
have tremendous influence in bringing California into a nationwide pattern of 
corrective legislation and improvement in our rating association rules. 


I agree wth the substance of your letter of January 7. I do not quite go along | 


with the speed of action suggested because I believe a good offense is the best 


defense. We have not yet perfected all the plays for the offense. Your con- | 


tinued assistance in this vital subject is solicited. 
Sincerely yours, 
JOHN A. Nortu, President. 


SpecraL CoMMITTEE OF CHIEF EXECUTIVES REPORT TO THE EXECUTIVE COMMITTEE 


JANUARY 27, 1955. 
Mr. H. W. MI“teEr, 


Chairman, Executive Committee. 


Deak Sir: Your special committee of chief executives met on January 4, at 
which time report from General Counsel Berry dated December 2, 1954, was 
presented on the question “as to whether it is within the concept of the'con- 
stitution and bylaws of the National Board of Fire Underwriters for this organ- 
ization to proceed with a sttudy of the rating laws and the constitutions and 
bylaws of the rating bureaus relative to the question of partial subscribership 
and independent filings by companies that are not subscribers to rating bureaus 
but are employing the data developed by such bureaus.” That report had 
previously been circulated to the members of the special committee. 

The committee concurred in the report, specifically the conclusions recited in 
the last two paragraphs thereof ; viz: 

In view of all of the foregoing, it is our opinion that a study of the rating 
laws and of the constitution and bylaws referred to in the question is within the 
constitutional powers of the National Board of Fire Underwriters, and is con- 
sistent with prior action taken by this organization under that constitution. 

A consideration of the setting in which this question is propounded confirms 
the above conclusion. If the results of the work of this board in connection 
with improved building construction ; more efficient firefighting ; grading of cities; 
classifications of risks, ete.—results obtained at considerable expense to mell- 
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bers—are to be available at no expense to competing nonmembers, the problem 
of justification for such continued expense must be faced. One answer to that 

oblem might seriously affect the continued activity of this organization in 
en fields. To hold that the constitution of an organization barred that organ- 
jzation from studying a question which threatened the continuance of an activity 
of that organization, would be a perversion of the constitutional purpose. 4 

The committee discussed the position of a company member of two rating 
bureaus dealing with the same classes of business; the use of national board 
gradings by companies members of the nationl board not members of a rating 
pureau and the question of filed rates or formula becoming public record that 
could be used by companies not members of a rating bureau in the respective 
jurisdictions. It was the view that a company member of the national board 
could use national board gradings whether or not a member of a specific rating 
a developed a difference of philosophy as to whether indivisible pre- 
miums constitute a new kind of business. It was the consensus that a solution 
to the problem of partial subscribership must be sought. ; 

(a) with each company reserving its position on the philosophy of so-called 
indivisible premiums, and ; 

(b) without involving the questions of membership by a company in two 

rating organizations for the same kinds of business and use by one rating 
bureau of data from another rating bureau. : 

It was the view of those present that clarification or definition of partial 
subscribership is necessary to establish that a company cannot become a sub- 
seriber or member of a rating bureau for only certain of the classes of risks 
which it writes under the kinds of insurance rated by that bureau. , 

It is recommended that steps be taken first in such States where laws might 
permit changes in the constitution and bylaws of rating organizations to pro- 
hibit partial subscribership by class. Changes in the respective State laws are 
contemplated but such legislative steps as may become necessary are a further 
step in the study and are not contemplated at this time. 

It was the view of your committee that general counsel of the National Board 
of Fire Underwriters be requested to draft recommendations setting forth the 
type of provision to be recommended for amendments and changes in constitu- 
tion and bylaws of rating organizations and that such recommendations be for- 
warded to the local organizations through regional or advisory organizations 
to the advisory committees of any independent rating bureaus which are not 
so covered. 

In accordance with the resolution adopted at a special meeting of the execu- 
tive committee on April 7, 1954, we have consulted one legal firm to ascertain 
its availability and we recommend to the executive committee authority to re- 
tain that firm or an acceptable alternate as special counsel in compliance with 
the resolution of the special committee adopted by the executive committee on 
March 25, 1954. 

Since the subjects before your special committee are matters pertaining to the 
field of law and legislation, it is recommended that general counsel of the na- 
tional board direct these studies and that special counsel be available in an 
advisory capacity to the general counsel and this committee. 

Respectfully submitted. 


JOHN A. Nortu, Chairman. 


(Copy sent to Mr. Crafts. Copy for Mr. Berry) 


JANUARY 29, 1955. 
Report, Special Committee of Chief Executives to Executive Committee, National 
Board of Fire Underwriters, January 27, 1955. 
Mr. Frank C. BEAZLEY, 
Vice President, The Phoenix Insurance Co., 
San Francisco, Calif. 


Dear Frank: After the executive committee meeting on January 27, I stopped 
at our New York metropolitan office and sent you a wire reading as follows: 

“Unanimous approval by executive committee national board my report today. 
Letter outlining details will follow next week.” 


Because I have had considerable correspondence with Jim Crafts on the same 
subject, I sent him a similar telegram. 
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It would make too long a letter to repeat the full context of my report, but I 
think I think I can give you the substance of it and quote those sections that 
would be helpful to you people on the coast. 

The first part of the report reviewed the early steps of our committee ang the 
action taken which confirmed a long report from General Counsel Berry dateg 
December 2, 1954. The nature of this report was to convince the executive com. 
mittee of the national board that we had the constitutional authority to study ang 
advise relative to rating laws, constitutions, and bylaws of rating associatj 
and matters pertaining to rating machinery. This authority on the part of the 
national board or any committee thereof had been questioned, but Mr. Berry's 
review from the very start of the national board to the present day was so ¢op. 
vincing that I think everyone now is aware that the national board as an aq. 
visory organization can proceed with the kind of a study that our special cop. 
mittee is making. 

The following is quoted from my report and deals more specifically with the 
matter at hand: 

“The committee discussed the position of a company member of two rating 
bureaus dealing with the same classes of business; the use of national board 
gradings by companies members of the national board not members of a rating 
bureau and the question of filed rates or formula becoming public record that 
could be used by companies not members of a rating bureau in the respective 
jurisdictions. It was the view that a company member of the national board 
could use national board gradings whether or not a member of a specific rating by. 
reau. 

“Discussion developed a difference of philosophy as to whether indivisible 
premiums constitute a new kind of business. It was the consensus that a soln. 
tion to the problem of partial subscribership must be sought— 

(a) with each company reserving its position on the philosophy of go 
called indivisible premiums, and 

(6) without involving the questions of membership by a company in two 
rating organizations for the same kinds of business and use by one rating 
bureau of data from another rating bureau. 

“It was the view of those present that clarification or definition of partial sub- 
scribership is necessary to establish that a company cannot become a subscriber 
or member of a rating bureau for only certain of the classes of risks which it 
writes under the kinds of insurance rated by that bureau. 

“It is recommended that steps be taken first in such States where laws might 
permit changes in the constitution and bylaws of rating organizations to prohibit 
partial subscribership by class. Changes in the respective State laws are con- 
templated, but such legislative steps as may become necessary are a further step 


in our study upon which advice of counsel will be sought, and thus immediate ac. | 


tion on a national basis is not being specifically recommended at this time. 


“It was the view of your committee that general counsel of the National | 


Board of Fire Underwriters be requested to draft recommendations setting 
forth the type of provision to be recommended for amendments and changes in 
constitution and bylaws of rating organizations and that such recommendations 
be forwarded to the local organization through regional or advisory organiza- 


tions and to the advisory committees of any independent rating bureaus which | 


are not so covered.” 
The rest of my report had to do with negotiations with special counsel, the 


firm of Cravath, Swaine & Moore, New York, who are eminent in the field | 


of Federal Antitrust, Federal Trade Commission, and Interstate Commerce 
Commission laws, rulings, ete. Our committee was given full authority to retain 
such legal counsel or any other if it develops that this counsel cannot pursue 
the study. 

In substance you have the report which was unanimously approved after con- 
siderable discussion by the executive committee of the NBFU. 

In regard to special counsel, we do not anticipate that they will be asked to 


travel throughout the country advising various rating bureaus. For the moment | 


the only concept we have is to use special counsel as advisory to J. Raymond 
Berry and our committee. Based upon such advice, we will pursue the study of 
State regulatory laws to see what needs to be done in order to amend them to 
back up such changes of constitutions and bylaws of the rating bureaus as We 
need and, further, to advise us about the changes in certain constitutions and 
bylaws where the conditions in a particular State, such as New York for example, 
are deserving of special legal attention. 

It is also our intent to proceed at once to draft an outline of what local cout 
sels of rating bureaus should consider if their board of governors concludes 
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to follow the suggestion of revising their constitution and bylaws on the subject 
of partial subscribership. I talked about this with Mr. Berry at some length 
on Thursday following the meeting and he has set to work to comply with our 
request. We will then communicate with all rating bureaus through the proper 
advisory channels, but the execution and adopted verbiage will have to depend 
on local conditions and advice of local counsel because a tailormade job is neces- 
sary in certain States and areas. Therefore, we will treat only with the objec- 
tives and attempt to point out in the outline those features that need to be 
studied and covered. en iv'R 

Now it is conceivable that all of this will be subjected to mixed timing; for 
example, a bill has been introduced in the State of Arkansas to amend its rate 
law and thus we will hardly have time to study that situation before it receives 
legislative treatment. The same might be said for North Carolina, where they 
already have a restrictive rate law dealing with partial subscribership and 
where there is a more pressing premium tax matter in which all companies will 
be interested. Thus our legislative approach in that State would have to be 

rent. 

OP ecbeed the Pacific Fire Rating Bureau’s situation with Mr. Berry. He 
has a copy of your suggested change submitted to him by Mr. Levit. We are 
not critical of the suggestion as it attempts to meet the same objective that 
we are after. We will not have time to review this suggested change with our 
special counsel and do not believe we should delay action in your territory. We 
have confidence that Mr. Levit will advise you adequately and correctly in the 
pursuit of this objective. If men on the coast feel that there is an emergency 
situation, so to speak, requiring prompt action to protect yourselves, Mr. Berry 
and I believe that you must be the best judges of what has to be done for that 
purpose. In the meantime, we will continue our efforts to draft a suggested 
outline for rating bureaus to consider in taking similar steps, and certainly 
within the next couple of months the advice of special counsel should be able 
to assist us in the further steps we need to take to amend the statutes themselves. 

I hope that I have made this clear, and I am sending a copy of this letter 
to Jim Crafts to save writing another one because I wanted him to have the 
same information. 

With best regards. 

Very truly yours, 
JOHN A. Nortu, President. 


THE PHOENIX INSURANCE Co., 
Hartford, Conn., January 31, 1955. 
Special Committee of Chief Executives partial subscribership. 
Mr. J. RAYMOND BERRY, 
General Counsel, the National Board of Fire Underwriters, 
New York, N.Y. 


Deak Ray: The decision of Deputy Insurance Superintendent Harris in the 
proceedings of the New York Fire Insurance Rating Organization versus the 
Allstate puts us deeper in the hole in the State of New York. If we don’t move 
in other States, I am afraid the New York case may have too much influence. 

I have been obliged to keep our Pacific coast department informed and also 
Jim Crafts. A copy of the letter that I wrote to Mr. Beazley is enclosed and a 
carbon was also sent to Jim. 

Sincerely yours, 


JOHN A. Nortu, President. 


THE COMMERCIAL TRAVELERS MUTUAL ACCIDENT ASSOCIATION, 
Utica, N.Y., February 3, 1955. 
Mr. J. RaymMonp Berry, 
General Counsel, National Board of Fire Underwriters, 
New York, N.Y. 


Dear Ray: I finally completed my Federal Trade Commission brief and think- 
ing that you might be interested in it I am enclosing a copy. If you have any 
suggestions for improvement I will be glad to have them. 

With kindest regards, I am, 

Cordially yours, 
Moses G. HuspBarp, General Counsel. 


47932—-60— pt. 6-33 
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FEBRUARY 9, 1955, 
Mr. WILLIAM C. GOULD, 


Deputy Superintendent of Insurance, New York, N.Y. 


Dear Britt: Bob Gilmore of the casualty association told me of his conversa. 
tion with you today concerning the bill which the association would like to ge 
introduced in New York so as to provide for a quadrennial examination ¢ 
multiple-line company fleets, in lieu of the triennial examination which thp 
New York department presently requires. I understand that this subject was 
previously discussed by Messrs. Wagner and Gilmore with Deputy Superip. 
tendent Harris and that he has a copy of the proposed bill. 

In this connection I would direct your attention to the correspondence which 
I had with Superintendent Bohlinger on this general subject last year (viz, 
my letters of February 9, March 1, May 12, October 14, and his replies o 
February 11 and March 25). This correspendence culminated in a conference 
which I held with Superintendent Bohlinger on November 8. The results of 
that conference are embodied in a letfer which I addressed to Mr. Ray Murphy, 
general counsel of the casualty association, under that same date of which | 
am enclosing a copy. You will note that the superintendent confirmed to me that 
the New York department would look favorably upon a proposal to make the 
examination of both fire and casualty companies every 4 years and that the 
department would be willing to seek enabling legislation in New York based upon 
a NAIC recommendation to that effect. My letter to Mr. Murphy recommenda 
that this subject be urged at the December convention of the NAIC. I ap 
informed that the NAIC committee on examinations was preoccupied with many 
other troublesome aspects of State examinations and that this subject did not 
come up for consideration. I called this to Mr. Murphy’s attention toward the 
end of the year and he referred it to the legislative policy committee of the 
association, which committee recommended the preparation of remedial legis. 
lation in New York permitting quadrennial examination of multiple-line com. 
pany fleets. The bill was prepared in the form submitted to Mr. Harris pur. 
suant to this action by the casualty association committee and in the hope and 
expectancy that it would have the support of the New York department in 
accordance with the indication made to me by Superintendent Bohlinger last 
November. 

I am writing this letter to bring you up to date as to the background of this 
subject and to respectfully urge your favorable consideration of the proposed 
legislation. I shall be glad to discuss it with you personally if you should go 
desire. 

Yours very truly, 


H. Cray JouHNson, Deputy U.S. Manager. 


THE COMMERCIAL TRAVELERS 
MUTUAL ACCIDENT ASSOCIATION, 


Utica, N.Y., February 11, 1955. 
Mr. J. RAYMOND Berry, 


General Counsel, National Board of Fire Underwriters, New York, N.Y. 


DEAR Ray: I appreciate very much your phone calls this morning which have 
encouraged me no end and have revived my waning confidence in the spirit of 
courage and independence which I had heretofore thought might be found in 
most men considering themselves to be leaders in any field. I think I told you 
that I attended the executive committee meeting of the conference on Sunday 
and, in the absence of any substantial support whatever, was roundly defeated. 
There were 4 of the 13 members of the executive committee who had it noted 
on the record that they were refraining from voting but there wasn’t one who 
had the guts to stand definitely with me. After the meeting was over even some 
of those who had voted against me indicated their doubt as to the wisdom of 
the decision but indicated that since the life companies felt that additional 
complaints issued by the Federal Trade Commission against them would be dis- 
astrous they felt that they should surrender conviction to expediency. 

Now, referring to the subject of jurisdiction, there can be no doubt that the 
Federal Trade Commission takes the position that no State can regulate any 
of the activities of its own companies beyond the territorial limits of the State 
even though such activities originate within the State. At your suggestion I 
have sent Don Knowlton another copy of my brief addressed to him in New 
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York and have written him a letter emphasizing again the position of the 
Federal Trade Commission on the subject of State authority, and I have quoted 
at greater length from the Federal Trade Commission record itself than I 
did in my brief. For your information copy of my letter is enclosed. 
Thanking you for your encouraging cooperation, and with kindest regards 
and best wishes, I am, 
Cordially yours, 
Moses G. HuBBARD, General Counsel. 


(Copy to Ray Murphy, Moses Hubbard, and L. A. Vincent) 


FEBRUARY 11, 1955. 
Hon. DonaLD KNOWLTON, 
President, National Association of Insurance Commissioners, Hotel Commodore, 
New York. 

Dear Don: Moses Hubbard has sent me his brief filed with the Federal Trade 
Commission on behalf of the Commercial Travelers Mutual Accident Association 
of America. 

I have just finished reading it. I have not seen the brief filed by the FTC. 
However, if Mr. Hubbard has stated the position of the FTC correctly, then the 
issue which State regulation is facing goes far beyond false advertising of the 
accident and health business and far beyond the entire accident and health busi- 
ness, and far beyond the insurance business. It goes to all businesses which 
are under State regulation and to all States that attempt regulation of any 
business. 

On page 11 of the Hubbard brief are quotations from the argument by the 
FTC before the examiner. Two of the quotations are as follows: 

“There could be no power granted to Mr. Bohlinger to regulate the activities 
of this respondent beyond the confines of the State of New York. 

“Where do the citizens of the other 47 States look if this organization deceives 
the people into believing that buying these policies they are going to obtain 
greater benefits than are actually contained therein. Who is going to protect 
them? Mr. Bohlinger cannot. * * * Because his power goes to New York State 
lines and no further, unless we have abandoned the Constitution.” [Italic mine.] 

I called Mr. Hubbard to see whether he was sure he had correctly stated the 
position of the FTC and he assured me definitely that he had. He read some 
further excerpts from the transcript which would support his statement. 

Assuming the above quotations are an accurate statement of the FTC's posi- 
tion, then every kind of insurance is free from regulation by the home State 
as to any act done by any insurer outside the home State boundaries. To put 
it another way, FTC contends, as a constitutional requirement, insurance regula- 
tion by each of the States is completely limited to that which transpires within 
that single State, and this principle even as to domestic companies under 
the FTC contention. 

I cannot recall any statement made to the press by the FTC which would 
support the position taken by the FTC in its brief and I wonder whether com- 
missioners and the business generally realize that this is the true position of 
the FTC. I must confess that I was totally ignorant of it. If State regulation 
is to be a compartmented activity under which the official of the home State is 
completely lacking in power to regulate the activities of his domestic company 
outside the home State (and that is FTC’s interpretation of the Federal Con- 
stitution), then I cannot see State regulation long surviving—whether of the 
insurance business or of any other business. 

I understand that the joint committee on health insurance, which consists of 
some seven trade associations whose members are writing life and accident 
business, has sent to its seven members for their approval a recommendation 
that the business arrange for a trade practice conference with the FTC, limited 
to accident and health advertising. But I further understand that any such 
action would be contingent upon action of the NAIC; that is, that the “NAIC 
expresses itself as not opposing the procedure.” If I have this resolution cor- 
rectly quoted it would seem to call for NAIC action and not NAIC committee 
action. But even if it called for NAIC committee action, I would hope that the 
members of the committee before acting would be fully advised of the real 
position taken by the FTC on this question of jurisdiction. 
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To ask a commissioner or a committee, or even the entire NAIC to approve 
going into a trade practice conference with the FTC taking the position Hubbard 
says it takes, sounds to me very much like asking that you approve a surrender 
of your jurisdiction in a field which your legislatures have said they wanted you 
to occupy. I don’t remember any provision in any of the State regulatory 
statutes which gives commissioners individually or collectively such a surrender 
power. 

Best regards, 

Sincerely yours, 
J. RAYMOND Berry, General Counsel, 


THE COMMERCIAL TRAVELERS 
MUTUAL ACCIDENT ASSOCIATION, 
Utica, N.Y., February 14, 1955, 
Mr. J. RAYMOND BERRY, 
General Counsel, National Board of Fire Underwriters, 
New York, N.Y. 


Dear Ray: Your letter to Don Knowlton hits the nail right on the head ang 
I hope that it will receive from Knowlton and his associates the attention ang 
consideration that it deserves. 

It is inconceivable to me that any insurance commissioner who has any re 
spect for his State office and his responsibility in connection with it could cop. 
sent that any action be taken that could be interpreted as a surrender of tra- 
ditional State sovereignty. I will be very much interested now to see what 
attitude Knowlton and the NAIC will take with regard to the FTC and a pos. 
sible trade conference. 

Assuring you of my appreciation for your helpfulness and cooperation, and 
with kindest regards and best wishes, I am, 

Cordially yours, 
Moses G. HuBBARD, 
General Counsel. 


JVH’s MESSAGE 


What I wanted to tell Ray was—at the next meeting of the executive com- 
mittee, if Mr. Vincent and Mr. Berry see no objection to it—is to ask the execu- 
tive committee to appoint a subcommittee to give prompt consideration to the 
propery end of this nuclear exposure. Casualty Association have a report ready. 
Law committee could probably give some thought to affirmative language on the 
coverage side which woul dtie in with the war exclusion clause. If Ray feels 
that the national board is the proper place for the subpect to be studied from 
probably have the rating details worked out by the Inter-Regional. 


FEBRUARY 14, 1955. 


MINUTES OF MEETING OF THE SPECIAL COMMITTEE OF CHIEF EXECUTIVES OF THE 
NATIONAL BOARD OF FIRE UNDERWRITERS, HELD IN THE BoarD Room, 85 Joun 
STREET, New York, Fresruary 15, 1955, at 3 P.M. 


Present: Mr. John A. North, chairman, and Messrs. J. R. Barry, K. E. Black, 
K. B. Hatch, Bert A. Jochen (representing Mr. Bruno C. Vitt) and, ex officio, 
President J. V. Herd; also, General Counsel J. R. Berry. 

Advices of their inability to attend were at hand from Messrs. W. A. Hebert, 
J. C. Hullett, and H. W. Miller. Mr. John R. Cooney was unable to be present 
or represented. 

Chairman North read a letter from the legal firm of Cravath, Swaine & Moore 
which set forth the reasons that firm is unable to accept retainer as special coun- 
sel for the national board. 

The committee then reviewed the names of other law firms which had pre 
viously been considered at the meeting of April 15, 1954. Discussion reaffirmed 
the consensus that it was preferable to have a firm of attorneys who had not beep 
closely acquainted with the specific insurance problem but would be acquainted 
with the general field of regulatory laws not necessarily limited to insurance and 
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ures followed by regulatory authorities in administering such laws at 
poth State and Federal levels. 

It was the unanimous view that Mr. Black check further into the qualifications 
of the firm of Mitchell, Capron, Marsh, Angulo & Cooney and, following further 
check with the chairman of this committee and the president of the national 
poard, Messrs. Herd and Black be empowered to approach that firm. 

Mr. J. R. Barry advanced the name of Burns & Rich of New York and Boston 
for consideration by the committee if further names are needed. 

Following general discussion of related situations on the Pacific coast, in Ar- 
kansas, Louisiana, and New York, and upon suggestion by Mr. Black, it was the 
unanimous view that the committee on laws be requested to appoint .a subcom- 
mittee of lawyers to become acquainted with this subject and to sit with this 
committee to discuss the development of a pattern for use in accomplishing the 
purposes set forth in the report as approved by the executive committee at its 
January 1955 meeting. 

The committee further reaffirmed its position as outlined in its report to the 
executive committee of January 27, 1955, to pursue this program in those States 
where it can be approached through amendment to the constitution and bylaws 
of the rating bureaus. 

Mr. Barry raised the question of coordination with the casualty branch of the 
business and all were of the view that the Casualty Association be kept fully 
informed. 

The meeting adjourned at 4:03 p.m. 

L. A. VINCENT, Secretary. 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, N.Y., February 16, 1955. 
To the special committee of chief executives (Messrs. John A. North, chair- 
man, J. R. Berry, K. E. Black, John R. Cooney, K. B. Hatch, W. A. Hebert, 
J. C. Hullett, H. W. Miller, Bruno C. Vitt, J. Victor Herd, ex officio) : 


GENTLEMEN: A meeting of the special committee of chief executives will be 
held in this office on Thursday, February 24, 1955, at 10 a.m. 
The purpose of the meeting is to meet with the subcommittee of lawyers ap- 
pointed by the committee on laws at its meeting February 16. 
We trust it will be convenient for you to attend. 
Very truly yours, 
L. A. VINCENT, General Manager. 


MINUTES OF REGULAR MEETING OF THE COMMITTEE ON LAWS OF THE NATIONAL 
BoarD OF FirE UNDERWRITERS HELD IN THE BOarD Room, Fresruary 16, 1955, 
AT 11 A.M. 


Present: Mr. C. A. Loughlin (chairman), Messrs. John R. Barry, Philip Brown, 
Raymond Caverly, H. B. Collamore, Frank F. Dorsey, H. Clay Johnson, J. K. 
Hooker, J. G. Niederlitz, 8S. Dwight Parker, P. J. Priore, Francis Van Orman, 
W. H. Tribou (representing C. L. Allen), Ed Coons (representing Harry W. 
Miller), Russel Viering (representing John A. North), Hugh Harbison (repre- 
senting Millard Bartels), Hugh Garland (Corroon & Reynolds), J. Deegan (Na- 
tional Fire Insurance Co.), James McGuirk (Royal-Liverpool group), General 
Counsel Berry, General Manager Vincent, Assistant General Manager Bielaski, 
and Raymond Hughes of the law department. 

Advices of his inability to attend were at hand from Mr. Harry W. Miller. 


APPOINTMENT OF SUBCOMMITTEE OF LAWYERS 


The special committee of chief executives recommended that the laws com- 
mittee be requested to appoint a subcommittee of lawyers to become acquainted 
with the subject under consideration by the special committee and sit with it 
to discuss the development of a pattern for use in accomplishing the purposes 
set forth in its report of January 27 to the executive committee. 

Pursuant to the unanimous vote that the chairman appoint such a committee, 
Chairman Loughin appointed a committee of six consisting of Messrs. Hale 
Anderson, Millard Bartels, H. Clay Johnson, Francis Van Orman, General 
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Counsel Berry, and himself. This subcommittee will meet with the chief exec. 
tives committee prior to the next meeting of the executive committee, February 
24. 

ADMISSION OF ALIEN GOVERNMENT OWNED OR CONTROLLED INSURERS 


The committee concurred in the recommendation of the casualty association 
that this problem be approached by legislation prohibiting the licensing of 
alien government owned or controlled insurers. Copy of the report of the gyp. 
committee of the casualty association is attached. 


MULTIPLE-LINE UNDERWRITING 


Oregon.—Three bills introduced in the legislature were before the committee 
for consideration as to the position general counsel should take on this legis. 
lation. It was voted that the matter be referred to the executive committee for 
special attenion of the special committee of chief executives. 


MINNESOTA——PROPOSED STANDARD FIRE POLICY 


Consideration was given to a bill before the Minnesota Legislature pro- 
viding for a fire policy different from the New York standard form. After 
discussion, it was the sentiment of the committee that this legislation shoniq 
be opposed. 

RATING LEGISLATION 


Arkansas.—A bill departing from the all industry pattern was introduced 
at the instance of some general agents. Hearing was set for February 9, which 
did not afford an opportunity for the matter to come before this committee, 
and general counsel was called upon to take a position. Local counsel wag 
instructed to oppose. Following hearing the bill was reported unfavorably, 

Louisiana.—Agents in Louisiana plan to amend the rate law to bar deviations 
on automobiles. 

New York.—The New York State Association of Insurance Agents is working 
on a legislative program covering the subscribership section and related matters 
such as ownership of work product by a rating organization and right to hearing 
on independent filings. This committee is not in position to give any instrue- 
tions to our general counsel and no recommendations have yet been forthcoming. 
Following discussion it was the sense of the meeting that Mr. Berry discuss this 
legislation with any group of agents requesting such a discussion, but give no 
commitment as to position, pending recommendations from the special committee, 


LEGISLATION GENERALLY 


yeneral counsel reported on the general legislative situation and advised that 
a great number of tax bills, some of which raise taxes over 100 percent, have 
been introduced, but to date none has passed. 


ARIZONA—FIREMEN’S PENSION LITIGATION 


Plaintiffs have filed an amended complaint against the Arizona Insurance 
Commissioners and the casualty companies on the bonds of these commissioners. 
They seek restatement of our premium taxes and money judgment against the 
sureties on the bonds based on failure of the commissioners to compel restate 
ment. As yet our companies have not been brought into this litigation. 


FEDERAL TRADE COMMISSION 


General counsel reported in detail on the meeting of the joint committee on 
health insurance held in Washington on January 26 and developments since 
that date. 

BILLS APPROVED FOR PAYMENT 


On motion duly made and seconded, it was voted to approve payment of the 
following bills, amounting to $2,910: 


Walter D. Hanson, attorney fee and expenses, Oklahoma__-__---------- $1, 060 
Lemle & Kelleher, attorney fee, Louisiana__._._-__--__--__~- npateniimmeannaeae 1, 350 
I ae cottages cinema da oc chap 500 
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ADJOURN MENT 


There being no further business to come before the committee, the meeting 
adjourned at 1 p.m. 
, Secretary. 


MINUTES OF THE SUBCOMMITTEE OF THE SPECIAL COMMITTEE ON STaTISTICAL Data, 
NationAL Boarp or FIRE UNDERWRITERS, HELD IN THE Boarp Room, 85 JOHN 
SrreeT, New YORK, Fesruary 16, 1955, ar 2 P.M. 


Present: Mr. Philip S. Brown (chairman), Messrs. J. M. Donovan, J. C. 
Niederlitz, and F. S. Perryman (substituting for Mr. H. Clay Johnson). 

Also present were Messrs. L. A. Vincent and J. H. Finnegan of the national 
poard staff. Dr. Finnegan acted as secretary of the meeting. 


TABLE SHOWING THE EFFECT OF SPREADING CATASTROPHE LOSSES 


After consideration of the special compilation of catastrophe data supplied 
with the call for the meeting, the subcommittee decided that the small number 
of years included in the tabulation makes it impossible to permit sound con- 
clusions to be drawn. 

EXPENSES PAID VERSUS INCURRED 


After discussing the question of whether or not expenses paid would be 
preferable to expenses incurred, the subcommittee concluded that changing con- 
ditions make it necessary to consider future prospects as well as past experi- 
ence and that expenses incurred are preferable to expenses paid. 


RELATIONSHIP OF EXPENSES TO PREMIUMS WRITTEN OR EARNED 


A discussion was had of the merits of relating the total of expenses to 
premiums written or earned, after which it was concluded that practical con- 
siderations make it necessary to relate certain expense items to premiums 
written and other items to premiums earned. 


INTERREGIONAL STUDY 


Mention was made of the close relationship between the work of this sub- 
committee and that of a committee of the interregional insurance conference. 
This subcommittee expressed a desire to meet with the interregional subcom- 
mittee for the purpose of avoiding a duplication of effort. 


ADJOURN MENT 


There being no further business, the meeting, upon motion, was adjourned 
at 4:50 p.m. 
J. H. FINNEGAN, Acting Secretary. 





GENERAL PRINCIPLES 


REVISION OF RATE LEVELS, FIRE AND ALLIED FIRE LINES (AS AMENDED FEBRUARY 
16, 1955) 


The general procedure for the review of rate levels for fire and allied lines 
involves the application of the principles set forth in the underwriting profit 
formula to the line of business, i.e., peril or perils under review. Experience 
data compiled under the national board statistical plan for premiums earned, 
losses incurred, and expenses for the territory concerned provide the necessary 
data for the application of the foregoing formula, with a provision for catas- 
trophes to determine whether or not an overall adjustment of rates for fire or 
extended coverage or other allied fire lines is indicated. The rating bureau 
should adjust premium data in order to give recognition to changes in rates 
made effective during the period under review. In applying the provision for 
underwriting profit and the catastrophe factor, a tolerance zone on either side of 
the percentage allowance is considered to be equitable, and if the results come 
within that range, no change in existing rate levels is required. 
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The amount of the indicated increase or decrease in the various Classificatig 
will be affected by consideration of the classified underwriting experience 
the earned premiums and incurred losses as developed by the application of the 
national board statistical plan to the standard classification of occupan 
hazards, approved by the National Association of Insurance Commissioners i, 
June 1946. Such occupancy experience may be grouped according to filed ra 
rating schedules, or rating systems by the rating organization with the assistance 
of advisory organizations where necessary. ' 

Five years shall be considered the minimum to be employed in connection with 
classified experience for fire business. For extended coverage and other allied | 
lines the minimum period shall be 10 years. Both of these periods are Subject 
to review in the light of further experience. In the event that the Classified 
experience for an individual State shall be considered inadequate for the adjust. 
ment of rates, reference shall be made to the nationwide figures. 

Even though the application of these principles to the peril or perils under cop. | 
sideration by the rating bureau does not indicate changes in the overall rate level, 
changes in the rates, rating schedules, or rating systems may still be made if jy | 
the judgment of the rating organization such changes are deemed appropriate. | 

As of February 1954, data available according to the catastrophe serial 
numbers assigned by the national board do not exist for a long enough perigg | 
of years to permit sound conclusions to be drawn. 

Expense data cannot be related entirely either to premiums written or to | 
premiums earned but certain expenses comprising such totals should be related 
to each. 


THE NATIONAL BoArD OF FrRE UNDERWRITERS, 
New York, February 16, 1955. 
To: The special committee of chief executives (Messrs. John A. North, chair. | 
man, J. R. Berry, K. E. Black, John R. Cooney, K. B. Hatch, W. A. Hebert, | 
J. C. Hullett, H. W. Miller, Bruno C, Vitt, J. Victor Herd, ex officio). 
GENTLEMEN: A meeting of the special committee of chief executives will be | 
held in this office on Thursday, February 24, 1955, at 10 a.m. 
The purpose of the meeting is to meet with the subcommittee of lawyers | 
appointed by the committee on laws at its meeting February 16. 
We trust it will be convenient for you to attend. 
Very truly yours, 
L. A. VINCENT, General Manager. 


THE COMMERCIAL TRAVELERS 
MUTUAL ACCIDENT ASSOCIATION, 
Utica, N.Y., February 17, 1955. 
Mr. J. RAYMOND BERRY, 
General Counsel, National Board of Fire Underwriters, 
New York, N.Y. 


Dear Ray: For your information I enclose copy of letter I have just received 
from Gene Thore and copy of my reply. 
Sincerely, 
Moses G. HusBarp, General Counsel. 


Tre COMMERCIAL TRAVELERS 
MUTUAL ACCIDENT ASSOCIATION OF AMERICA, 
Utica, N.Y., February 17, 1955. 
Mr. EUGENE M. TrHorE, 
General Counsel, Life Insurance Association of America, 
Washington, D.C. 


Deak GENE: You make two points in your letter which it seems to me are 
based on unjustified conclusions : 

I. That in jurisdictions other than New York, regulation over the effect of 
activities of domiciled corporations is limited to the effect thereof within the 
State. This overlooks the fact that the State of incorporation by its incorpe 


rating laws subjects the local corporations to the full limitations and require | 


ments of all State statutes and that the State of domicile therefore has full 
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jurisdiction over all activities of its local companies originating within the 
State even though the final impact extends beyond State lines; 

Il. That challenging the jurisdiction of the FTC augments the danger of 
extended Federal regulation. This overlooks the fact that the Supreme Court 
can determine that the FTC lacks jurisdiction only by holding that the business 
of insurance is adequately regulated by State law. If the Supreme Court 
makes such a determination then it washes the foundation right out from under 
those who would foster Federal regulation on the theory that the insurance 
pusiness is not adequately regulated by State law. 

I might add that by yielding to the jurisdiction of the FTC you are deliberately 
encouraging the very extension of Federal regulation which you would like to 
prevent. In other words the result of your defeatist attitude will simply en- 
courage additional usurpation of authority or additional legislation granting 
further extended jurisdiction, From a historical standpoint I call your atten- 
tion to the fact that this is very similar to Hitler’s march into the Saar Valley 
which seemed a minor matter at the time. Yet submission to this usurpation, 
instead of satisfying Hitler, encouraged him to such an extent that World War 
II, instead of being avoided, became inevitable. 

The insurance industry and the State insurance departments in their relation 
to the FTC are presently in a very similar situation; and if you and your sup- 
porters are successful in your present policy of appeasement, the responsibility 
for the subjection of State regulation to Federal control will rest squarely upon 
your shoulders. 

Trusting that you will be unsuccessful, and with kindest regards, I am 

Cordially yours, 
Moses G. HUBBARD. 


LIFE INSURANCE ASSOCIATION OF AMERICA, 
Washington, D.C., February 15, 1955. 
Mr. Moses G. HUBBARD, 
General Counsel, the Commercial Travelers Mutual Accident Association, 
Utica, N.Y. 

Dear Mose: Many thanks for sending me a copy of your Federal Trade Com- 
mission brief. I read it with great interest. The situation in New York State 
is unique and lends itself to the position you have taken, although in our 
briefing of the New York situation, we reached the tentative conclusion that 
existing law does not apply outside of the State. If you are successful and we 
hope that you are, the decision will not be too helpful in other jurisdictions 
where the law regulates only within the State. It is the overall problem facing 
the industry which greatly concerns us. 

Yesterday the Senate Judiciary Committee filed its report on credit insur- 
ance. It recommends a study of several aspects of State regulation and ends 
with an admonition reading as follows: 

“While these abuses here related continue, this subcommittee will not forever 
accept ‘attempts’ at regulation as a substitute for regulation of the business of 
insurance by the States. The patience of the Federal Government with those 
who would abuse the good name of insurance some day might come to an end.” 

It is one of my responsibilities to help preserve and perfect State regulation 
of insurance. In my opinion, the McCarran Act is now in a precarious posi- 
tion. Protracted litigation hinging on the technical jurisdictional question and 
involving such a sensitive area as advertising could plunge us into extensive 
hearings. After months of study, our staff is in complete agreement that such 
an outcome should be avoided. 

With kind regards. 

Sincerely, 
EUGENE M. THore, General Counsel. 


STATE OF NEw YORK 
INSURANCE DEPARTMENT, 
New York, February 21, 1955. 
Mr. H. Clay JouHnson, 
Deputy U.S. Manager, Royal-Liverpool Insurance Group, 
New York, N.Y. 
DEAR Mr. JoHNSON: This refers to your letter of February 9 which treats 
with a bill submitted to Deputy Superintendent and Counsel Harris by the 











3664 THE INSURANCE INDUSTRY 


Association of Casualty & Surety Companies, which would amend the pro- 
visions of section 28 of the New York insurance law. 

I regret that the pressure of other problems has prevented earlier response 
and ask your indulgence in the delay. 

In your letter you outlined steps which had been taken as a forerunner to 
the proposed legislation. You also attached thereto a copy of your letter of 
November 8, 1954, to Mr. Ray Murphy, general counsel of the Association of 
Casualty & Surety Companies, relating to your conference of that date with 
then Superintendent Bohlinger. 

I had previously reviewed the earlier correspondence to which you invited 
our attention. 

I was not at the meeting of November 8. However, I have reviewed Mr. Boh. 
linger’s file and I find therein his memorandum treating with that meeting, 
Such memorandum indicates that he suggested that perhaps the question of 
examination frequency should be explored at the national board level with g 
view toward ultimately working out a program through the National Association 
of Insurance Commissioners. 

While there seems to be some difference of opinion as to just what Mr. Bohb- 
linger stated at the meeting yet, all are in accord that whatever steps were to 
be taken would be founded on prior action by the National Association of Ip. 
surance Commissioners. Such action would be necessary if there would be 
uniformity between the various States. 

As stated in your letter no action was taken by the national body at its 
December meeting. Therefore, any legislation at this time would seem to be 
premature. 

Yours very truly, 


WILLIAM C. GouLp, 
Chief of the Property Bureau. 


ROYAL-LIVERPOOL INSURANCE GROUP 
FEBRUARY 24, 1955. 
Insurance department examinations. 
Mr. Ray Murpry, 
General Counsel, Association of Casualty & Surety Companies, New York, N.Y. 


DEAR Mr. Murpuy: Enclosed is a copy of a letter addressed to me under date 
of February 21 by Mr. Gould of the New York department in reply to my letter 
of February 9 (a copy of which was sent to you) regarding proposed legislation 
in New York permitting the quadrennial examination of multiple line company 
groups. 

You will note the department’s view that such legislation in New York would 
be premature at this time in advance of action by the National Association of 
Insurance Commissioners. We would request, therefore, that the association 
place this on the agenda of items to be considered by the NAIC at its forthcon- 
ing convention in June. 

Yours very truly, 
H.C. IJ., Deputy U.S. Manager. 


MINUTES OF MEETING OF THE SPECIAL COMMITTEE OF CHIEF EXECUTIVES OF THE 
NATIONAL BOARD OF FIRE UNDERWRITERS, HELD IN THE BoarD Room, 85 JOHN 
Street, NEw York, Fesruary 24, 1955, at 10 a.m. 


Present: Mr. K. E. Black, acting chairman, and Messrs. J. R. Barry, W. A. 
Hebert, H. W. Miller, Bert A. Jochen (representing Mr. Bruno C. Vitt) and J. 
Victor Herd, ex officio. 

The subcommittee of lawyers was represented by Messrs. Hale Anderson, Hugh 
Harbison, H. Clay Johnson, Charles A. Loughin, James McGuirk, Francis Van 
Orman and J. Raymond Berry. 

Advices of their inability to attend were at hand from Messrs. John A. North 
(who had asked Mr. Black to serve as chairman in his absence) and J. €. 
Hullett. 

Messrs. John R. Cooney and K. B. Hatch were unable to be present or repre 
sented. 

Mr. Black reviewed the action at the last meeting of this committee includ- 
ing the request that the committee on laws appoint a subcommittee of lawyers. 


: 


: 
; 








' Dro- 


Donse 


er to 
er of 
on of 
with 


Vited 


Boh- 
ting, 
mn of 
ith a 
ation 


Boh- 
re to 
f In- 


N.Y. 
date 
otter 
tion 
any 


ould 
n of 
tion 
-0m- 


THE 
OHN 


. A 
d J. 


= 


Van 


orth 
.¢ 


pre- 


lud- 
ers. 





THE INSURANCE INDUSTRY 3665 


The subcommitee of lawyers had convened prior to this meeting to review the 
subject, and General Counsel Berry was asked to summarize the consideration 
by that subcommittee. Mr. Berry stated that three points had been raised and 
suggested opening the discussion on those, i.e., : 

4. Clarification of subscribership ; 

2. A clear enunciation of ownership of rating data; 

8. Clarification of the right of rating bureaus to be heard on any filings 
made by an independent company dealing with lines or classes of business 
under the jurisdiction of that bureau. 

Mr. Black expressed agreement to that outline but without the limitation of 
confining the study to those three points. 

Discussion ensued in which it developed that policy determination is neces- 
sary with respect to complete ownership by the rating bureau of its rating data. 
In this connection, Mr. J. R. Barry suggested that the lawyers subcommittee be 
asked to review the New York statute which obtained prior to 1948 and the pres- 
ent New Jersey statute with the thought that these laws would answer the 
problem. : . = ; 

Mr. Harbison discussed the question of requiring credible or total experience 
and raised two questions as follows: 

1. Is the total or credible experience the basis to be used for experience 

ata? 

. 2. Is the total experience considered to be within the work product of 
the rating bureau, or is it public domain? 

Mr. Herd suggested, in order to expedite the study, that it be approached 
from the standpoint of the fire insurance business without attempting, at this 
juncture, to consider or reconcile current practices in the fire and casualty 
branches of the business. 

Mr. Loughin stated that a complete review of the current rating practices 
in the fire insurance business at the proper time would expedite the study and 
would be of value by special counsel entering upon this study. 

Following discussion of a definition of credibility, the meeting was adjourned 
at 11 a.m. subject to recall by the chairman. 

L. A. VINCENT, Secretary. 


- 


EXECUTIVE COMMITTEE OF THE NATIONAL BOARD OF FIRE UNDERWRITERS REPORT OF 
SPECIAL COMMITTEE ON STANDARD FIRE INSURANCE POLICY 


In anticipation of having the New York standard fire insurance policy adopted 
in Minnesota and New Hampshire by the 1955 legislatures, we started laying 
the groundwork early inel 954. 

In Minnesota we solicited the support of the field club, who, with the assistance 
of Mr. Halloran, State agent of the Hartford, prepared an excellent brief on 
modernization of the standard fire insurance policy for Minnesota. This included 
a line-by-line comparison between the New York policy and the present Minne- 
sota standard policy. This brief was made available to all fieldmen for distri- 
bution to the agents throughout the State. 

The fieldmen instituted an elaborate program of contacting the legislative rep- 
resentatives, through the local agents, to acquaint them with the need for a 
change in the standard policy. At the same time appropriate bills were prepared 
with the aid of Assistant General Counsel Griggs. 

In February 1954 these bills were submitted to President Jackson of the St. 
Paul for his comments. The bills were subsequently referred to former Commis- 
sioner Armand Harris, presently in the employ of the St. Paul. In personal con- 
versation with Mr. Jackson I was assured that he would support our program 
of striving for the New York policy. Mr. Harris, however, set out on his own, 
and without consulting the national board, prepared a policy bill which is at 
considerable variance with our views. This bill is now before the Minnesota Leg- 
islature. Those company men with whom I have conferred have expressed the 
opinion that it would be a disservice to the business if we did not resist passage 
of this document. 

In New Hampshire, after several visits with Commissioner Knowlton, a policy 
bill was drafted which was subsequently submitted to the mountain insurance 
field club for dissemination among the agents. 

A meeting was arranged with the executive committee of the agents’ association 
on January 5, 1955, which was attended by General Counsel Berry, Manager Do- 
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remus of the EUA, Vice President McAllister, of the New Hampshire Fire In. 
surance Co., and myself. 

After a brief statement regarding the history and evolution of the standard 
fire insurance policy, and the advantages that would accrue to the insuring pyp. 
lic if our proposed bill were adopted, several questions were propounded by the 
agents which we thought were answered to their entire satisfaction. 

The executive committee of the New Hampshire Association of Insurance 
Agents, on February 14, 1955, asked a committee, headed by Kennett Kendall, of 
Rochester, to study the acceptability of the proposed New York standard fire 
policy and a revision of the fire insurance laws of New Hampshire. In consider. 
tion thereof, we have concluded not to introduce our suggested bill at this ge. 
sion of the legislature. 

S. PETERson, 
Chairman, Special Committee on Standard Fire Insurance Policy, 





MEMORANDUM READ TO EXECUTIVE COMMITTEE MEETING, FEBRUARY 24, 1955 


At the last meeting of this committee we reported on complaints filed by the 
Federal Trade Commission against certain accident and health companies— 
the complaints being based on misleading advertising and absence of regulation 
of such advertising by the States. We further reported the organization of 
joint committee composed of trade organizations whose members wrote accident 
and health business; that this joint committee had debated a subcommittee 
report which recommended asking the FTC for a trade practice conference to 
develop rules applicable to accident and health advertising; that their debate 
resulted in the passage of a resolution to refer the subcommittee report to the 
constituent trade organizations and if a majority of the governing bodies of 
those organizations approved and if the NAIC special committee expressed itself 
as not opposed—then the joint committee would file a petition in its name, for 
the constituent members approving, for a trade practice conference limited to 
accident and health advertising. We further reported that while our companies 
were not advertising accident and health contracts they would nevertheless be 
indirectly affected and perhaps directly affected by the implication as to the 
jurisdiction of the FTC growing out of such a conference and that we could not 
see the limits to which a concession (express or implied) of FTC jurisdiction 
by the accident and health business would carry us. 

Since that report a majority of the constituent organizations have approved 
the subcommittee report. The commissioners’ subcommittee has met but de- 
clined to express itself as favoring the contemplated actign and plans to put the 
matter before the June commissioners’ convention. Under these circumstances 
the joint committee has called a meeting for March 14 in Chicago to decide on its 
next step. Apparently the failure of the commissioners’ committee to act 
makes action under the previous resolution ineffectual and the committee will 
probably consider an approach which will not be dependent on commissioner's 
approval. But whether the committee acts or not on March 14, the executive 
committee of the Life Insurance Association of America has unanimously em- 
powered its representatives on the joint committee to seek a trade practice 
conference through the joint committee or on its own motion. Since the members 
of that organization are said to write 80 percent of all group accident and health, 
and 50 percent of all individual accident and health—the decision of the accident 
and health business to go into a trade practice conference has for all practical 
purposes been made. 

A decision as far reaching as this cannot be made by any branch of the insur- 
ance business without affecting all other branches. While the property insurance 
business is not directly involved, it—in my judgment—is certainly indirectly 
involved and the consequences of involvement on our business can be as far 
reaching as the consequences on the accident and health and life business. In 
this connection, the Chairman of FTC has testified in effect that if the quality 
of State regulation is poor the FTC will seek amendments to Public Law 15. 
There have been other congressional and State developments not confined to 
the accident and health business which show an increasingly critical scrutiny of 
State regulation. 

These will be summed up and evaluated in a report to be given to the laws 
committee at its March 16 meeting and reported to this committee March 31. 
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ULAR MEETING OF THE COMMITTEE ON LAWS OF THE NATIONAL 


an or A REG : ; — 
ee or FrrE UNDERWRITERS HELD IN THE Boarp Room, Marcu 16, 1955, at 


11 A.M. 


- @. A. Loughin, chairman; Messrs. Philip Brown, Olin L. Brooks, 
ent. K B. Hatch, H. Clay Johnson, J. G. Niederlitz, John A. North, 
eels Van Orman, William H. Tribou (representing C. L. Allen), Hugh Gar- 
nd (representing John R. Barry), EB. 8. Coons (representing H. W. Miller), 
an ed G. Howland (representing S. Dwight Parker); also Peter Korsan, 
fe esha Fire Association; James McGuirk of the Royal-Liverpool Group, 
eed ie Winslow, general counsel, Boston Insurance Co.; as well as General 
Comme Berry, General Manager Vincent, and Ray E. Hughes of the law depart- 
"htc of their inability to attend were at hand from Messrs. J. K. Hooker, 
H. W. Miller, W. A. Rattelman, and William T. Harper. 


LEGISLATURES ADJOURNED 


General counsel reported 12 legislatures had adjourned without too much 
damage to our business and some favorable legislation in Indiana and Montana. 


OHIO—LEGISLATION 


Multiple line bill—The present outlook for the passage of this legislation is 
quite encouraging. Further hearings are to be held. 

Amendments to rate law.—This bill, a department measure, would delete from 
the rating law the exemption from filing of inland marine risks which by gen- 
eral custom of the business are not written according to manual rates and rating 
plans. The Inland Marine Underwriters Association asked that this legislation 
be opposed and unless the committee felt otherwise, local counsel would be in- 
structed to oppose. No objection was expressed to the matter taking that course. 


NEW YORK—AMENDMENT TO AGENTS’ QUALIFICATION LAW 


This bill requires that on and after September 1, 1955, applicant for license as 
insurance agent shall be 18 years or over and must have completed approved 
course covering principal branches of insurance business with not less than 90 
hours of classroom work. General counsel asked for instructions as to the posi- 
tion he should take on this legislation and it was the consensus that no action be 
taken on it, and that this be no precedent as to our opposition should similar 
legislation be introduced in other jurisdictions. 


MINNESOTA—STANDARD POLICY 


Pursuant to action of our last meeting, general counsel visited Minneapolis, 
employed local counsel and organized opposition to this legislation. Despite our 
opposition, the bill probably will pass. At the hearing local counsel opposed the 
bill. The Minnesota Federation and Insurance Commissioner spoke for the bill. 

The following week general counsel returned to Minneapolis and conferred 
with the federation’s legislative committee. Assurances were given there will 
be no recurrence of this situation. 


FLORIDA 





PROPOSED LEGISLATION 


Adjusters’ bill—The proposed legislation which contained some objectionable 
provisions has been amended in line with our suggestions and is now acceptable. 

Retaliatory bill—Section 2 of this bill provides that if a company which is 
licensed in another State, and the license is refused or withheld, and the Insur- 
ance Commissioner of Florida is satisfied that under the laws of that other State 
the Florida company is entitled to a license, then he shall revoke the Florida 
license of all the companies of that other State. ‘This bill has the support of the 
Florida Agents’ Association and local companies of Florida. Local counsel has 
been in touch with the department, but the department has given no indication 
they are going to delete this provision. General counsel suggested that com- 
panies alert their agents to the dangers if such legislation is enacted. On motion 
duly made and seconded, it was voted that the committee recommend to the ex- 
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ecutive committee that the membership be informed of this legislation and thy 
they alert their agents. Life, casualty, and mutual interests have already beep 
alerted. 

HURRICANE LOSSES 


Legislation for investigation of the performance of the business following the 
recent hurricanes is still very alive in Massachusetts, South Carolina, and Rhode 
Island. Three more bills have been introduced in Massachusetts. 


TAXES 


Alabama.—A 5 percent gross premium tax has been introduced with credit fo 
the normal premium tax of 14% percent; no credit for the fire marshal tax ¢ 
two-fifths of 1 percent. This bill is being opposed. It is, however, part of the 
Governor’s program and will be difficult to stop. 


CALIFORNIA—ANTITRUST INVESTIGATION, SPECIAL PACIFIC COAST COMMITTEE 


General counsel reported on a telephone conversation with Mr. Crafts, with 
reference to a proposal advanced either by the Pacific Fire Rating Bureau or the 
Board of Fire Underwriters of the Pacific, or both, for the formation of a cop. 
mittee, which would act as a conference committee with Mr. Levit, in connectio, 
with developments on the antitrust investigation. 

Mr. North stated it was his impression that this committee was to be in the 
nature of an advisory committee of the people in the business, to serve ag q 
liaison committee between the industry as a whole and General Counsel Berry. 
A motion was made, and seconded, that this matter be tabled and in the interim 


companies communicate with their Pacific coast managers to find out for them. 
selves the true situation. 


ALIEN OWNED GOVERNMENT INSURERS 


North Dakota.—A law has been passed prohibiting the admission of any 
company which is financially owned or controlled by any foreign government 


——— 


LRTI 


leer 


outside the United States, with a grandfather clause to take care of companies | 


which are presently licensed in the State. 
Pennsylvania.—Agents are considering the introduction of similar legislation, 


FEDERAL TRADE COMMISSION 


General counsel reported in detail on the hearing he attended on March 14, 


BILLS APPROVED FOR PAYMENT 


On motion duly made and seconded, it was voted to approve payment of the 
following bills, amounting to $4,388.18: 


Frank J. Sullivan, expenses, Montana 


bn vn-sacthtecpuikdetieal ibeaienlates acted stench $2, 784. 60 
Dr DE AMMORSON, BENONICE, AROOTI IR enisc6s 5 cs reed ene ticaieilion 1, 298. 58 
Earl L. Crellin, legislative service, Missouri___._._._.___..__...------_-- 150. 0 
ERR: AOU ALI VO. OP TIOO iii cnstise cies easing koe eeas 100. 0 
DGEICER: THAT ROROCIR TIO. aia iis ie ek thai eee 60.0 


BUDGET 1955-56 


Comparative statement for the last 4 years, with estimates for the ensuing 
fiscal year, was distributed, copy attached. 

The probable receipts for the year from national board companies, on which 
an assessment can be levied, are $1,988 million. The estimated expenses for the 
coming year are $381,000. As assessment of one-seventieth of 1 percent will 
yield $284,000 which, plus the estimated balance on hand of $253,365.55, will 
make a total of $537,365.55. 

After reviewing and considering each item it was upon motion, duly made and 
seconded, voted that the committee on laws recommend to the finance committee 
that an assessment of one-seventieth of 1 percent be levied to defray the expenses 
of the activities of the committee on laws. 
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ADJOURN MENT 


There being no further business to come before the committee, the meeting 
adjourned at 1:30 p.m. 7 
j J RAYMOND Berry, Secretary. 


THE COMMERCIAL TRAVELERS 
MUTUAL ACCIDENT ASSOCIATION, 
Utica, N.Y., March 30, 1955. 
J. RAYMOND Berry, 
General Counsel, National Board of Fire Underwriters, New York, N.Y. 


Deak Ray: You probably know that the Health & Accident Underwriters 
Conference has called a special meeting for April 7 to consider a new resolution 
which would authorize a trade practice conference without any expression from 
the NAIC. 

I am led to believe that the executive committee is wavering on the subject 
and that if it were to receive a substantial number of protests against an FTC 
conference it might decline to adopt the proposed resolution. I am, therefore, 
having the 13 companies comprising our federation membership enter a protest 
to the executive committee and in addition have sent a letter, copy of which 
is enclosed, to the companies on the enclosed list. 

It occurs to me that you are undoubtedly acquainted with a number of com- 
panies who might wire a protest to the executive committee and if you would 
write to them suggesting that they do so it would be helpful. 

Thanking you for your couperation, and with kindest regards and best 
wishes, I am, 

Cordially yours, 
Moses G. HUBBARD, 
General Counsel. 


List or COMPANIES TO WHOM LETTER WAS WRITTEN UrGING THAT THEY JOIN 
IN OPPOSITION TO ANY APPROACH TO THE FTC 


American Casualty Co., Reading, Pa. 

Columbia National Life Insurance Co., Boston, Mass. 

Combined Insurance Co. of America, Chicago, Ill. 

Companion Life Insurance Co., New York, N.Y. 

Continental Casualty Co., and Continental Assurance Co., Chicago, II1. 

Employers Mutual Casualty Co., Des Moines, lowa 

Employers Reinsurance Corp., Kansas City, Mo. 

Farm Bureau Mutual Automobile Insurance Co., Columbus, Ohio 

Farmers & Traders Life Insurance Co., Syracuse, N.Y. 

Firemen’s Fund Indemnity Co., San Francisco, Calif. 

General Accident Fire & Life Assurance Corp., Ltd., Philadelphia, Pa. 

Loyal Protective Life Insurance Co., Boston, Mass. 

The Maccabees, Detroit, Mich. 

Massachusetts Bonding & Insurance Co., Boston, Mass. 

Massachusetts Protective Association, and Paul Revere Life Insurance Co., 
Worcester, Mass. 

Metropolitan Casualty Insurance Co. of New York, Newark, N.J. 

Mutual Benefit Life Insurance Co., Newark, N.J. 

North American Life & Casualty Co., Minneapolis, Minn. 

Provident Life & Casualty Insurance Co., Chattanooga, Tenn. 

U.S. Life Insurance Co. in the City of New York, N.Y. 


MaArcH 30, 1955. 
COMPANION Lire INSURANCE CO., 
New York, N.Y. 
(Attention of Mr. Walter F. Martineau, executive vice-president) . 


DEAR WALTER: The executive committee of the Health & Accident U der- 
writers Conference is holding a meeting on April 7 to vote upon the question of 
whether or not the conference, in behalf of its membership, should join in a peti- 
tion to the Federal Trade Commission for a trade practice conference to establish 
rules by the Federal Trade Commission to govern the advertising of the accident 
and health insurance industry. 
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We urge you to write or wire the Health & Accident Underwriters Conference 
attention John Hanna, 208 South LaSalle Street, Chicago, Ill., strongly oppos. 
ing any approach to the Federal Trade Commission, on the following grounds: 

1. To voluntarily recognize the jurisdiction of the Federal Trade Commission 
would be an entering wedge to Federal regulation ; 

2. Litigation is now pending to determine the jurisdiction of the Federal Trade 
Commission and the industry should await judicial determination on the gyp. 
ject before it voluntarily surrenders to the FTC; 

3. The National Association of Insurance Commissioners through an appro- 
priate committee is studying the subject and we should not embarrass or predn- 
dice them by premature action ; 

4. The executive committee of the conference has recently approved a resoly. 
tion consenting to a FTC conference “unles the NAIC expresses itself in Opposi- 
tion.” The NAIC committee studying the subject has not yet expressed itself be. 
cause it felt that it did not have adequate authority to do so. To now adopt a 
resolution calling for a FTC conference without NAIC approval, before the NAIC 
has had an opportunity to express itself, would be a direct slap in the face to the 
NAIC and to each of the insurance commissioners who comprise its members; 

5. Buist M. Anderson, general counsel of the Connecticut General and chair. 
man of task force II of the joint committee, has stated that in order to carry 
out its function properly task force II must maintain the most cordial relations 
with the NAIC and the various State insurance commissioners and that a resoln- 
tion such as that now contemplated would be most offensive to the members of 
the NAIC and would seriously prejudice the activities of task force II which 
must be in continuous contact with the various insurance commissioners: 

6. There is no emergency requiring precipitate action at this time which later 
might be regretted. 

Because we believe in the continuation of the system of State regulation which 
in the main has worked out satisfactorily over a great many years, we are 
actively opposing Federal regulation; have challenged the jurisdiction of the 
Federal Trade Commission; and strongly urge you to oppose the resolution now 
being considered by the executive committee of the conference. 

Trusting that we may have your cooperation in this matter in opposition to 
further inroads by the Federal Government upon the business of insurance, 
I am, 

Cordially yours, 
Moses G. Hvupparp, 
General Counsel. 


Marcu 81, 1955. 
Mr. Moses G. HUBBARD, 
General Counsel, The Commercial Travelers Mutual Accident Association, 
Utica, N.Y. 

DEAR Mr. Hvussarp: Your letter of yesterday is received during the absence 
of General Counsel Berry. We expect him to return on Monday, April 4, when 
your communication will be placed before him. 

Yours very truly, 
————, Secretary to General Counsel. 


THe NATIONAL BOARD oF FIRE UNDERWRITERS, 
New York, March 81, 1955. 
Report of Special Committee of Chief Executives. 
Mr. Harry W. MIrieEr, 
Chairman, Executive Committee, 
New York, N.Y. 

DeaR Mr. Minter: The subcommittee of this special committee, comprising 
Messrs. Black, Herd, and Chairman North, accompanied by Chairman Loughin 
of the committee on laws and General Counsel Berry, have conferred with repre- 
sentatives of the firm of Mitchell, Capron, Marsh, Angulo & Cooney. 

At a meeting on Tuesday last (March 29) with Mr. Marsh of that firm the 
situation was again fully reviewed and the firm is prepared to undertake the 
studies as outlined by our special committee. It is understood that the firm 
would work closely with General Counsel Berry and would assign top level 
members of its staff to this work. Bills for services will be rendered as work 
is performed. 
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Since it has not been possible to hold a meeting of the special committee of 
chief executives since that conference this report is laid before the executive 
committee with request for concurrence in the retention of the firm of Mitchell, 
Capron, Marsh, Angulo & Cooney. 

Respectfully submitted. 

JOHN A. Nortu, Chairman. 


THE NATIONAL BoARp oF FIRE UNDERWRITERS, 
New York, March 31, 1955. 
Report of the Special Committee on Insurance Accountants Association. 
Mr. H. W. MILLER, 
Chairman, Executive Committee. 

Deak Sir: We have been advised by President Paul J. Synor of the Insurance 
Accountants Association under date of March 18 that the association at its 
meeting on March 17, 1955, adopted the revised constitution and bylaws, as 
recommended by this special committee and approved by the executive committee 
in December last. 

The revision provides for company membership under which designated repre- 
sentatives of capital stock insurance companies constitute the membership of the 
association with individual memberships open to others eligible for membership 
in the Insurance Accountants Association. 

Respectfully submitted. 

, Chairman. 


Minutes OF MEETING OF THE SPECIAL COMMITTEE ON STATISTICAL DaTA, 
NaTIONAL BoARD OF FIRE UNDERWRITERS, HELD IN THE Boarp Room, 85 
JoHN STREET, NEw YorRK, TUESDAY, APRIL 10, 1955, at 2 P.M. 


Present: Messrs. J. R. Berry, Philip S. Brown, James F. Deegan (represent- 
ing Mr. H. B. Collamore), Lincoln M. Michel (representing Mr. K. B. Hatch), 
J. M. Donovan (representing Mr. Charles P. Jervey), E. S. Mather (representing 
Mr. Gilbert Kingan), Charles A. Loughin, and F. S. Perryman (representing 
Mr. H. Clay Johnson). There was also present Dr. J. H. Finnegan of the 
national board staff. 

Advices of their inability to attend were at hand from Messrs. D. R. Acker- 
man, C. L. Allen, and E. A. Henne. 

In the absence of Chairman Johnson, Mr. Perryman presided. 


NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS 


The committee reviewed the situation resulting from conferences with the 
National Association of Insurance Commissioners at the time of their December 
1954 meeting, and the action by the NAIC relative to the question of the rela- 
tionship of uniform accounting to ratemaking. 

Changes in personnel of the commissioners’ subcommittee on uniform ac- 
counting were noted. Since there has been no recent activity on the part of 
the commissioners’ committee in respect to the question of uniform accounting 
and ratemaking, it was the consensus that no steps be initiated by the business 
at this time. The management was requested to discuss the matter with the 
general counsel of the Association of Casualty and Surety Companies. 


PROGRAM OF STUDY 


The general manager reviewed the program of study outlined at the organiza- 
tional meeting of this special committee in February 1954. With reference to 
the item numbered (1), reexamination of rating standards as developed and 
filed with the Illinois department, the recommended principles developed by the 
Inter-Regional Insurance Conference were discussed in detail. In this con- 
nection, the statement of principles developed by the subcommittee of this 
special committee (February 16, 1955) was read. In view of the statement 
developed by the Inter-Regional Insurance Conference, it was the consensus that 
parallel study of the basic statement is unnecessary and this special committee 
recommends to the executive committee that it be relieved from further detailed 
Study of those phases covered by the Inter-Regional statement of March 30, but 
with the understanding that through the national board’s management liaison 
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will be maintained with the Inter-Regional Insurance Conference to ins 
the work of that conference and of this special committee be kept in 
It was the unanimous view, however, that this special committee 


ure that 
harmony 


continue the 
study of the treatment of catastrophe losses and that a close liaison be Main. 


tained between the Inter-Regional Conference and this committee in the further. 
ance of this study. 
It was noted that a subcommittee of the actuarial committee has 


studying the development of a measure of credibility applicable to fire lines, It 
was requested that the subcommittee under the chairmanship of Mr, Brown 
arrange for conferences with the subcommittee of the actuarial bureau commit. 
tee for review of this subject. Management was asked to advise the Inter. 
Regional Insurance Conference of the continued study of this committee of th 
questions of catastrophe losses and of a measure for credibility. 


NATIONAL BOARD STATISTICAL PLAN FOR EXPENSES 


Referring to items 2 and 3 of the program of study set up by this Committee 
in February 1954, a number of developments in the business with particu 
reference to dwelling classes makes it desirable to postpone any active program 
looking toward promoting the adoption of the national board statistica] plan 
for expenses by all States. 


REGULATION NO. 30, NEW YORK STATE 


It was the unanimous view that steps be taken, possibly in the fall of 19%, 
looking toward the repeal of New York State regulation No. 30. 


ADJOURN MENT 


The meeting was adjourned at 3 :40 p.m. 
L. A. VINCENT, Secretary, 


JOINT COMMITTEE ON HEALTH INSURANCE, 
New York, N.Y., April 19, 1955, | 


LETTER TO JOINT COMMITTEE ON HEALTH INSURANCE AND TASK FORCE NO. 2 


At the March 14, 1955, meeting of the joint committee on health insurance, 3! 
proposal was made to the various constituent associations with respect to a/ 
Federal Trade Commission trade practices conference. 

It was thought that the members of the joint committee on health insurang 
and the members of task force No. 2 would be interested in the action taken by 
the various constituent associations. 

You will, therefore, find attached a reporting of the action taken by the various 
associations constituting the joint committee. 

Sincerely yours, 
J. F. FoLLMANN, Jr., Secretary. 


Mr. Claris Adams, executive vice president and general counsel, American 
Life Convention, reported the action of the governing body of that association, as | 
follows: 

“The executive committee voted to disassociate itself from any FTC confer. 
ence. This related especially to the proposal to meet with the FTC in sucha 
conference. However, the resolution on its face is broad enough to cover 4 
tripartite joint conference between the commissioners, the commission, and the 
companies. Since no such invitation is likely before the commissioners’ meeting 
in June and the executive committee of the convention will have a meeting 
shortly thereafter, we will meet that problem when we come to it.” 

At the April 14, 1955, meeting of the governing committee of the bureau of | 
accident and health underwriters, with respect to the resolution of the joint | 
committee on health insurance adopted March 14, 1955, it was voted: That the | 
governing committee of the bureau does not at this time approve the resolution 
adopted by the joint committee on health insurance on March 14, 1955, which | 
read: 

“That the joint committee, provided a majority of the constituent trade ass 
ciations so approve, shall, in its own name and on their behalf, file with the 


Federal Trade Commission an application for a trade practices conference limited 


to advertising of individual policies of accident and health insurance.” 
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With respect to a tripartite conference of the National Association of Insur- 
ance Commissioners, the FTC and the industry, or the alternately proposed trade 
conference between the NAIC and the industry with perhaps the FTC invited, 
it was voted by the governing committee of the bureau of accident and health 
underwriters: That the joint committee on health insurance be requested to 
explore the possibility and desirability of a conference with the commissioners, 
with or without the Federal Trade Commission, and to empower the Joint com- 
mittee on health insurance to proceed with whatever approach might be 
recommended. ; 

Mr. John P. Hanna, managing director, Health & Accident 1 underwriters 
Conference, reported the action of the executive committee of that association, as 
follows: ; : Ay 

“The executive committee voted to disapprove the resolution of the joint 
committee on health insurance relative to a fair trade practices conference with 
the Federal Trade Commission.” 

The committee then adopted the following resolution— 

“Resolved, That this committee recommend to the joint committee on health 
insurance that it explore the possibility of a three-way meeting of the NAIC, 
the FTC, and the insurance companies on the subject of standards for advertising 
of individual policies of accident and health insurance.” 

Mr. Bruce E. Shepherd, manager, Life Insurance Association of America, 
reported as follows: 

At the meeting of our board on February 18, it was voted: “* * * that the 
association be authorized to file an application with the Federal Trade Commis- 
sion for a trade practices conference limited to accident and health advertising 
if its representatives on the joint committee on health insurance so decided in 
view of developing circumstances and that they be empowered to decide the 
manner in which this filing was to be made.” Preference was expressed for a 
joint filing with other trade associations. 

This is probably broad enough to permit our association to go along with a 
tripartite meeting with the Federal Trade Commission if our representatives 
on the joint committee feel that this should be done. 

Mr. Martin B. Williams, executive director, Life Insurers Conference, ad- 
vised that the Life Insurers Conference governing body has taken no further 
action since last reported. Their next meeting is scheduled for May 17, 1955. 

The American Mutual Alliance has as yet taken no action on behalf of the 
alliance in regard to the proposal of the joint committee on health insurance to 
ask for a trade practices conference with the Federal Trade Commission. 

The Association of Casualty & Surety Companies has considered the ques- 
tion and the executive committee was neither for nor against the proposal for 
a trade practices conference. 


MINUTES OF A REGULAR MEETING OF THE COMMITTEE ON LAWS OF THE NATIONAL 
Boarp OF FIRE UNDERWRITERS HELD IN THE BOARD ROOM ON APRIL 20, 1955, aT 
11 A.M. 


Present: Mr. C. A. Loughin, chairman; Messrs. J. R. Barry, Millard Bartels, 
Olin L. Brooks, Philip Brown, Raymond Caverly, H. B. Collamore, Frank F. 
Dorsey, J. K. Hooker, S. Dwight Parker, P. J. Priore, Francis Van Orman: also 
William Tribou (representing C. L. Allen), Peter Korsan (representing K. B. 
Hatch), F. John Barclay (representing William T. Harper), James McGuirk 
(representing H. Clay Johnson), E. S. Coons (representing H. W. Miller), Rus- 
sell Viering (representing John A. North), Hugh Garland of Corroon & Reynolds, 
J. Deegan, vice president, National Fire Insurance Co., and Richard L. Winslow, 
general counsel, Boston Insurance Co.; also General Counsel Berry, General 
Manager Vincent, and Ray E. Hughes of the law department. 

Advices of their inability to attend were at hand from Messrs. William T. 
Harper, Harry W. Miller, and W. A. Rattelman. 


ALIEN GOVERN MENT-OWNED INSURERS 


Legislation.—Laws have been enacted in the States of North Dakota, North 
Carolina, Oregon, and Tennessee prohibiting the licensing of any company which 
is financially owned or controlled by alien government. 
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Litigation—The alternative writ of mandamus obtained by Caisse Centraj 
de Reassurance to compel the Florida insurance commissioner to issue a licens 
has been dismissed without prejudice. 

The suit brought by a Montana agent against the Saskatchewan Guarantee 
& Fidelity Co. and the insurance commissioner of Montana has been dismisseq— 
the court holding the agent was not an aggrieved party. It is contemplated that 
legislation will be sought at the next session. 


NORTH CAROLINA—HOUSE BILL 874 


This bill would permit the approval of policies with coverages beyond fire 
coverages, with either a divisible or indivisible premium. The bill has Passed 
the house and will probably go before the senate in the next day or two. Genera] 
counsel asked for instructions as to the position to be taken on it. 

A motion was made and seconded that the bill be referred to the executiye 
committee without recommendation. Comments indicated that this situation 
in many respects was in the same category as previous legislation in Massachy. 
setts and New Jersey. Discussion on the motion developed objection to the 
power granted to the North Carolina Fire Insurance Rating Bureau under this 
legislation. An amendment was offered to the motion, and duly seconded, that 
we express opposition to this phase of the bill pending consideration by the 
executive committee at its meeting on the 28th. The amendment was lost. 

The original motion was amended to read, “* * * the bill be referred to the ex. 
ecutive committee without recommendation ; that general counsel confer with the 
casualty interests and an attempt be made by both fire and casualty interests to 
secure a postponement of the hearing, provided it would not preclude the fina] 
passage of the bill.” In this form the motion passed. 


OHIO—LEGISLATION 


Muitiple-line bill—General counsel reported this bill was to be on the floor of 
the house today. 

Rate law amendment.—This bill, which would have deleted from the rating 
law the exemption from filing of inland marine risks which by general custom of 
the business are not written according to manual rates and rating plans, and 
which local counsel opposed in line with previous action of this committee, was 
defeated. 


INTERNAL REVENUE CODE—PROPOSED REGULATIONS RE WAGE CONTINUATION PLAN 


Reference was made to the proposed Treasury Department regulations (pub- 
lished in the Federal Register on March 30, 1955) which would prohibit an 
employer from withholding income taxes from payments up to $100 a week made 
under a salary continuation plan when the employee is absent from work due 
to injury or illness for more than 7 days. These regulations were considered 
by our subcommittee on taxation and it was their feeling that this was nota 
matter to be handled by the national board. On motion duly made and seec- 
onded it was voted to affirm the recommendation of our subcommittee and com- 
panies be bulletined accordingly, suggesting that if any company desired to 
submit its views or arguments on these proposed regulations, they be addressed 
to the Commissioner of Internal Revenue, in duplicate, within 30 days from 
the notice of publication. 


NEW YORK——-AMENDMENT TO SECTION 180—RATING LAW 


This bill amends section 180 of the rating law (definition and purpose) and 
expands the definition of an “advisory organization” to include voluntary action 
pertaining to commissions to be paid by insurers to licensed brokers and agents. 

General counsel stated that newspaper accounts had left the impression with 
some executives that this legislation went beyond purpose and definition and pro- 
vided a regulatory pattern. He explained two bills were before the legislature— 
one amending section 180 which passed and one amending section 182 (the regu- 
latory section) which failed of passage. 
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CALIFORNIA—-ANTITRUST INVESTIGATION—SPECIAL COUNSEL 


Reference was made to the discussion at the March meeting respecting the 
action taken by the Pacific Fire Rating Bureau and the Board of Fire Under- 
writers of the *acific in the appointment of a so-called liaison committee in 
connection with an antitrust investigation. The matter was tabled and referred 
to the executive committee meeting on March 31, at which time the following 
resolution was adopted : 

“That general counsel make a trip to the coast to discuss with the officials of 
the local organizations matters of current, common interest, accompanied, if 

ible, by President Herd and Chairman Loughin of the committee on laws.” 

The chairman of the board of fire underwriters committee has left California 
and suggests that general counsel defer his visit until he returns in May. 


HURRICANE LOSSES—INVESTIGATIONS 


In North and South Carolina these investigations have quieted down. In 
Massachusetts three new bills have been introduced. 

In Rhode Island a communication has been sent out by the insurance commis- 
sioner to a number of companies advising of a public hearing on April 25, at the 
State capitol, directing each of said companies to be represented by an executive, 
together with the adjuster with whom the claimants have been unable to agree 
either upon liability and/or damages in connection with these claims. The 
attorney general will be present and will represent the public interest at the 
meeting. 

TAXATION OF INSURANCE COMPANIES 


General counsel referred to the number of bills introduced in the various legis- 
latures increasing our taxes, some of which have already passed—in Mississippi 
an increase of 14 percent on the present tax; in Alabama an increase of 1 per- 
cent; in Delaware a fire department tax increase from 2 percent to 314 percent 
and a new 2 percent tax on the casualty business, but including fire auto business, 
for police pension are before the legislature. 

There is a growing feeling, evidenced in South Carolina by a legislative reso- 
lution which passed, that the insurance business does not carry its fair share of 
the expense of running the State. The demand of the States for tax increases 
is not limited to insurance companies. Sales taxes, State income taxes, and 
franchise taxes on other business have been increased. To meet this situation 
more factual information is needed than is presently available. It was agreed 
that general counsel, with Insurance Accountants Association, develop a detailed 
questionnaire of taxes paid in each State. 


FEDERAL TRADE COMMISSION 


General counsel gave an up-to-date report on FTC situation in connection with 
the accident and health business. 


BILLS APPROVED FOR PAYMENT 


On motion duly made and seconded, it was voted to approve payment of the 
following bills, amounting to $29,734.86. 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, N.Y., April 28, 1955. 
Report of Special Committee on Industrial Uses of Atomic Energy 
Mr. H. W. Miter, 
Chairman, Executive Committee. 

Dear Stir: Your special committee on industrial uses of atomic energy met 
on April 5 and considered various aspects of the problem, including the under- 
writing approach to the insurance of atomic reactors, the need for protection 
against catastrophic occurrences, the differences between this problem and that 
presented by war damage insurance, and the need for protection of insurance 


company assets which have been built up from normal lines of business and 
known hazards. 
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The committee has been advised of the tentative conclusions of the factory 
mutual insurance company executives relative to providing insurance for nuclear 
power installations. It is the view that it is essential to have a united froy 
covering all segments of the fire insurance business in reaching the solution to 
this problem. 

With reference to the wording of the insurance policy relative to coverage of 
industrial uses of atomic energy, it is the consensus that this special committee 
not undertake to change the policy provisions, it being the view that a cop. 
mittee of the American Insurance Association would probably have that matter 
under consideration. 

Your special committee recommends to the executive committee that the 
companies members of the National Board of Fire Underwriters participate jp 
a program looking toward the providing of insurance coverage for industri] 
uses of atomic energy. 

It is further recommended that the executive committee authorize this special 
committee to proceed with the development of such program, contemplating 
governmental assistance and providing for review of the basis of governmentg} 
participation as experience is gained. 

The chairman of this special committee has made arrangements to confer with 
U.S. Senator Anderson, chairman of the Senate committee studying the indys. 
trial use of nuclear energy. 

Your committee authorized attendance of Mr. M. M. Braidech, director of 
research, as representative of the National Board of Fire Underwriters at the 
atomic explosion tests scheduled to be held at the Nevada Proving Grounds on 
April 26, 1955. 

Respectfully submitted. 

——— -—_-——,, Chairman. 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, N.Y., April 28, 1955, 
Repart of special committee on industrial uses of atomic energy. 
Mr. H. W. MILter, 
Chairman, Executive Committee. 


Dear Sir: Your special committee on industrial uses of atomic energy met on 
April 5 and considered various aspects of the problem including the underwriting 





| 
| 
| 
| 
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approach to the insurance of atomic reactors, the need for protection against | 
catastrophic occurrences, the differences between this problem and that presented | 


by war damage insurance, and the need for protection of insurance company assets 
which have been built up from normal lines of business and known hazards. 

The committee has been advised of the tentative conclusions of the factory 
mutual insurance company executives relative to providing insurance for nuclear 
power installations. It is the view that it is essential to have a united front 
covering all segments of the fire insurance business in reaching the solution to 
this problem. 

With reference to the wording of the insurance policy relative to coverage 
of industrial uses of atomic energy, it is the consensus that this special committee 
not undertake to change the policy provisions, it being the view that a committee 
of the American Insurance Association would probably have that matter under 
consideration. 

Your special committee recommends to the executive committee that the com- 
panies members of the National Board of Fire Underwriters participate in a 
program looking toward the providing of insurance coverage for industrial uses 
of atomic energy. 

It is further recommended that the executive committee authorize this special 
committee to proceed with the development of such program, contemplating 
governmental assistance and providing for review of the basis of governmental 
participation as experience is gained. 

The chairman of this special committee has made arrangements to confer 
with U.S. Senator Anderson, chairman of the Senate committee studying the 
industrial use of nuclear energy. 

Your committee authorized attendance of Mr. M. M. Braidech, director of 
research, as representative of the National Board of Fire Underwriters at the 
atomic explosion tests scheduled to be held at the Nevada Proving Grounds on 
April 26, 1955. 

Respectfully submitted. 

———,, Chairman. 
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THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
Neu York, April 28, 1955. 
Report of the special committee on statistical data. 
Mr. H. W. MILLER, : 
Chairman, Executive Committee. 

Dear Sik: The special committee on statistical data met on April 19. The pri- 
mary purpose of the meeting was to consider the future work of this special 
committee in view of the statement of principles to rating organizations recom- 
mended by the Inter-Regional Insurance Conference. It was the consénsus that 

rallel study of the basic statement is unnecessary, and this special committee 
recommends to the executive committee that it be relieved from further detailed 
study of those phases covered by the interregional statement of March 30, but 
with the understanding that through the national board’s management, liaison 
will be maintained with the Inter-Regional Insurance Conference to insure that 
the work of that conference and of this special committee be kept in harmony. 

Your special committee will also confer with the subcommittee of the actuarial 
bureau committee in connection with the studies already underway relative to a 
measure of credibility applicable to the fire lines. 

The situation with reference to the uniform accounting regulations and the 
conferences held with the National Association of Insurance Commissioners re- 
garding the relationship of uniform accounting and ratemaking were reviewed. 

Respectfully submitted. 

H. CLay JOHNSON, Chairman. 


Excerpts FroM MINUTES OF COMMITTEE ON LAws, FoR May 18, 1955 
LEGISLATION 


New York.—The bill to amend section 180 of the rating law (definition and 
purpose) and extend the definition of an advisory organization to include volun- 
tary action pertaining to commissions to be paid by insurers to licensed brokers 
and agents was vetoed by the Governor. 

Ohio—The multiple line bill is before the Senate insurance committee and 
action may be taken on it today. 

Pennsylvania.—The insurance department called a meeting of the all-industry 
committee in connection with a number of tax bills. General counsel attended 
this meeting and reported a tentative compromise has been reached. 

Alien government-owned insurers.—Laws prohibiting the licensing of an in- 
surer which is owned or controlled by an alien government have passed in 
Florida, Nevada, North Carolina, North Dakota, Oregon, and Tennessee. 


VIRGINIA—PROPOSED AGENTS’ QUALIFICATION LAW 


The committee has before it a proposal of the Virginia Association of Insur- 
ance Agents (copy of which was furnished members with notice of this meeting) 
providing for the establishment of a State board of examiners consisting of 
agents to determine the qualification of agents. After discussion it was the 
consensus that no action be taken on this proposal. 


CALIFORNIA—-ANTITRUST INVESTIGATION, SPECIAL COUNSEL 


General counsel referred to the action of the executive committee, suggesting 
that he, and possibly Chairman Loughin and President Herd, discuss with the 
officials of the rating organization and trade association on the Pacific coast, 
developments in connection with the antitrust investigation. While in Los An- 
geles in attendance at the NAIC he will visit San Francisco with the idea of dis- 
couraging any joint activity or antitrust committee. 


FEDERAL TAXES 


Representatives of the Allstate have been calling on companies, in connection 
with their tax proposal. They will meet with general counsel and our tax com- 
mittee within the next day or two. No legislation will be introduced in Federal 
Congress this year by Allstate. 

A discussion of our Federal taxes developed that our consistent position has 
been that no change was desired in our tax formula. The committee felt it 
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might be well to make a historical survey of our position with reference 
Federal taxation of insurance companies and the matter was referred to our 
tax committee. 


CON NECTICUT—-SENATE BILL 1220 


This is an excess line bill. Since a subcommittee of the executive committee 
is making a study of direct writing activities of Lloyds and other unli 
insurance, it was the consensus that this question be referred to that sub- 
committee. 


MINUTES OF MEETING OF THE SPECIAL COMMITTEE OF CHIEF EXECUTIVES oF TRE 
NATIONAL BOARD OF FIRE UNDERWRITERS HELD IN THE BOARD Room, 85 Jouy 
STREET, NEw YORK, JUNE 8, 1955, at 11 A.M. 


Present: Mr. John A. North, chairman, and Messrs. J. R. Barry, K. B. Hatch 
J.C. Hullett, H. W. Miller, Bruno C. Vitt, and J. Victor Herd, ex officio. "1 

There were also present Messrs, Peter J. Korsan of the Fire Association of : 
Philadelphia and J. Raymond Berry of the national board staff. 

Regrets were at hand from Mr. 8. Dwight Parker who had planned to atteng 
in lieu of Mr. W. A. Hebert. 

Those unable to be present or represented were Messrs. K. E. Black ang 
John R. Cooney. 

Special Counsel John B. Marsh arrived at 12 noon. 

Chairman North laid before the committee two matters: 

(1) Action on the report of the lawyers’ subcommittee (copy attached) | 
which had been distributed previously to the members of this special | 
committee. 

(2) Discussion of the question of what should be done with reference to 
the situation in California. 

General Counsel Berry was requested to read the above-mentioned report of 
the lawyers’ subcommittee. In response to an inquiry from Mr. Hatch as to 
whether there had been any further recommendation from the lawyers’ sub- 
committee, General Counsel Berry replied in the negative explaining that the 
lawyers’ subcommittee was awaiting action by this special committee on the | 
proposal. 

The chairman read comments that had been furnished him by one of the | 
members of the committee on the foregoing report which raised questions as to— | 

(a) the scope of the work as outlined in the lawyers’ subcommittee 
report; and 

(b) whether the apparent restriction of the scope of the work of the 
committee was not in contrast to the facts of the situation which would 
indicate a need for broadening the scope of this committee’s work. 

Reference was made to the resolution under which this committee was oper- 
ating, and it was the general view that the resolution permitted such widening 
of the scope as might be necessary. 

Chairman North stated that he considered the question of the situation which 
obtains in the territory of the Pacific Fire Rating Bureau with reference to 
partial subscribership to be specifically before this committee, in addition to con- 
sideration of the report of the lawyers’ subcommittee. There was extended dis | 
cussion in which Mr. Hullett questioned the desirability of the Pacific Fire Rating 
Bureau’s taking action before advice of our special counsel could be obtained 
on their proposed rule changes. This point was discussed with particular refer- 
ence to the existing law in California. Chairman North reviewed the history 
leading to the development of the proposed changes in rules advanced by the 
Pacific Fire Rating Bureau which proposals are before the governing body of 
that organization for action on June 22 of this year. 

The question of amending the California rating law was discussed briefly, but 
it was determined that any such action would require 2 years because of the 
legislative schedule in California. It was the consensus that interim steps be 
considered first, and that therefore the lawyers’ subcommittee should proceed 
in accordance with the outline contained in its report of March 29 and specifically 


on 


consider the Pacific Fire Rating Bureau’s suggested changes in rules; that in | 


order to secure the view of special counsel, it would be desirable if the Pacific 
Fire Rating Bureau postpone action on the proposal before its governing body 
until September. 
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Mr. Hatch pointed out that the Pacific Fire Rating Bureau proposal had been 
developed with a view to its application both in California under that special 
law and in other States where the all-industry type of law is in effect. 

(At this juncture, Mr. John B. Marsh arrived and was invited to sit with the 
committee. The chairman reviewed the discussion of the morning.) 

After further discussion it was the sense of the meeting that the report of the 
lawyers’ subcommittee be approved with this additional request—that the law- 
yers immediately proceed to study the California situation looking toward advices 
to the special committee of chief executives at the earliest possible moment. 

It was further the sense of the meeting that general counsel advise counsel of 
the Pacific Fire Rating Bureau that this committee hopes no action will be taken 
on June 22 to change the rules of the Pacific Fire Rating Bureau inasmuch as 
the impact of any challenge to these rule changes would have nationwide impli- 
cations on the whole problem under review by special counsel, this committee 
and the lawyers’ subcommittee. It is to be made clear that the request was only 
that action be deferred—not that it be abandoned. It was further the sense of 
the meeting that the chairman communicate with Mr. Crafts, president of the 
Fireman’s Fund, and advise him of this position. 

The meeting was adjourned for luncheon at 12 :45 p.m. 

L. A. VINCENT, Secretary. 


REPORT OF LAWYER'S SUBCOMMITTEE TO NORTH COMMITTEE 


The committee of lawyers met on March 8, 1955, to attempt to develop a pro- 
cedure which would be helpful to the North committee in its deliberations. It 
was agreed that General Counsel Berry’s original memorandum to the laws 
committee, dated October 11, 1954, would form the basis for developing an anal- 
ysis of the problem. 

It seemed to the lawyers the logical place to start was by considering the 
overall impact on the business of the recent rate cases in New York State— 
their precise scope and finality. The committee looked with favor on a proce- 
dure which would treat this phase of the problem along the following lines, 
taking as an example this question: How can we protect what the rating organi- 
zation is producing? 

The lawyers would analyze this question to illustrate: 

(1) The business problems as best the lawyers can judge them. These 
problems will be set up for consideration of the North committee who will 
give the lawyers their judgment of the relative importance of these prob- 
lems, and the possibility of meeting these problems by business adjustment. 
It is also contemplated that the North Committee will be in a position to 
supplement this list of problems by addition of any problems which the 
lawyers may have overlooked. 

(2) The legal problems as they exist today, and as they may exist under 
business conditions developed as a result of suggestions under point (1). 
These would be supported by a detailed factual analysis in each case where 
essential to a complete consideration of the legal problems involved. 

(3) The legislative problems involved in any solution of the question. 

(4) The lawyers will attempt to develop a solution, or set of alternative 
solutions. With this, the lawyers would outline as best they can, what 
appear to them to be related areas or activities of the business today and 
under the proposed solutions, in which, or as to which, these solutions 
would have a possible effect. The law department of the national board will 
point out any pertinent related legislative history or current legislative 
consideration touching on the proposed solutions. 

In the end, interim reports on all phases could be brought together to provide 
in substance an overall blueprint of the entire problem in the hands of the 
North committee. 

Respectfully submitted. 

SUBCOMMITTEE OF LAWYERS, 
J. RAYMOND Berry, 
General Counsel. 

Marcu 29, 1955. 

(Copy for Mr. J. Raymond Berry) 
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JUNE 9, 1955, 
Mr. JAMES F. Crarts, 


President, Fireman’s Fund Insurance Co., 
San Francisco, Calif. 


Dear JIM: AS promised over the phone when talking with you yesterday from 
the national board, I will attempt to recite the principal reasons voiced by 
members of my committee as to why a further delay of the tabled resolution 
of the Pacific Fire Rating Bureau was deemed important. 

1. Rule VII as proposed will bring a legal challenge, at least from the North 
America and perhaps others. 

2. We should, therefore, be certain of our position as defeat would not help 
the cause in the rest of the country. 

3. Our new counsel met with us for the first time yesterday and is not fully 
conversant with the Pacific coast situation as yet. 

4. If and when the industry is prepared to fight out the battle of “partig 
subscribership” in court, we should pick the battleground ; and California seems 
to be a poor place to do it because of the type of rating law it has. 

5. There is not much more to be lost in a couple or 3 months’ delay if we can 
cement our position on a nationwide basis meanwhile and see where the implica. 
tions may lead us. 

6. We do not want to kill the Pacific Rating Bureau's effort because it is ip 
line with our own thinking and desires, but we have seen no opinion of counsel 
from the coast and know the independents are influential with the commissioner 
and your legislature. 

7. Other Pacific Fire Rating Bureau States have laws that are more uniform 
with the rest of the country, but if California is the legal battlefield, the concert 
of action and implied coercion in rule VII as proposed would obtain little protee- 
tion under California regulatory acts. 

We are all aware that our committee approved on January 4, 1955, the necessity 
for clarification of partial subscribership. In its report to the executive com- 
mittee of the national board on January 27, 1955, which they approved, the 
wording of our special committee report was, in part, as follows: 

“It was the view of those present that clarification or definition of partial 
subscribership is necessary to establish that a company cannot become a sub- 
scriber or member of a rating bureau for only certain of the classes of risks 
which it writes under the kinds of insurance rated by that bureau.” 

This was communicated to Attorney Levit by General Counsel Berry with 
my permission. I also informed Mr. Beazley and you, and I believe that other 
representatives on the coast received similar advices from their chief executives 
here. This, in fact, constituted a “green light.” We had no specific rule change 
before us then, nor had we time to suggest one. We had the New York case 
in the hopper without final decision. We knew that there was pressure on the 
coast and expected you people to obtain advice of counsel. Your own plea to 
the national board executive committee a few months ago asking for action met 
with some support and generally sympathetic reaction. 

All of this the committee considered yesterday. However, further deliberation 
brought forth the above request for a little longer delay while counsel here 
studies the implications of the battle that would surely be joined out there. 

After our meeting yesterday and before I put in the call to you, General 
Counsel Berry, Special Counsel Marsh, and I had a further conference. It was 
thought that in some of the Pacific Fire Rating Bureau States the present 
rate laws would afford ample protection if the commissioner approved the rule 
change. In California, a check indicated that even if we won the case and 
independents were required to be subscribers for all classes, they could im- 
mediately cut rates or deviate without restraint—so what would we win? Thus, 
California seemed a poor place to test the rule change, at least without more 
information at our disposal. 

I don’t agree with you that failure to act favorably on June 22 will break up 
the Pacific Fire Rating Bureau—unless the fireman’s fund elects to break it up. 
You have a big stake on the coast, but collectively we all do, too; and we are 
just as loyal and concerned about our stockholders as you are about yours. 
If any eastern chief executive is looking for a way to break up the rating 
bureau, I have seen no indication of it. Rather we all want to preserve it. 

We do want a change in the California code and want to start work on it 
now for the 1957 legislative session. In the meantime, it was the consensus of 
the committee that this rule VII might be the answer if we could only get a 
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little more information and advice from our own special counsel by September or 
October, because we think any test case will have a bearing on all other States, 
and none of them have laws like California. 

I have tried to give you herein the committee’s thinking, as embarrassing 
as it is to me after the encouragement given you people earlier. Rule VII as it 
is proposed embodies our ideas in general, but not being lawyers we have asked 
special counsel to look it over. This is no reflection on your own counsel, who I 
understand has approved it and indicated to you that the wording is as far as 
he thinks you can go. 

A united front 60 to 90 days from now might be worth waiting for, and this 
precautionary delay may be wise whichever way the chips may fall. 

With warm personal regards. 

Sincerely yours, 
JOHN A. Nortu, President. 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, N.Y., June 10, 1955. 
To: The subcommittee of lawyers (Messrs. Hale Anderson, Millard Bartels, 

J. Raymond Berry, H. Clay Johnson, C. A. Loughin, Francis Van Orman). 

GENTLEMEN: At a meeting yesterday of the committee of chief executives, the 
lawyers’ subcommittee report as to procedure was approved with this addition— 
that the lawyers be requested to proceed immediately to consider the California 
situation—specifically the proposed change in rules II and VII of the Pacific 
Fire Rating Bureau. 

I enclose copy of (1) proposed rules II and VII; (2) draft of my preliminary 
observations with reference to these rules. 

Iam calling a meeting of the subcommittee of lawyers for Wednesday, June 15, 
1955, at 2 p.m.—this on the assumption that most of you would be here for the 
laws committee meeting on that day. 

I trust you will be able to attend. 

Yours very truly, 
J. RayMOND Berry, General Counsel. 


P.S.—We expect Mr. Marsh to meet with us. 
J. KR. B. 
File No. 6400-U. 
PFRB (partial subscribership). 


Draft, January 6, 1955. 
RULE VII 


1. Partial services for a particular State or States shall be available to a sub- 
scriber, upon application, for any kind of insurance, subdivision, or class of risk, 
or a part or combination thereof, in the following cases only: 

(a) Where the subscriber limits its writings in the State or States covered by 
the application to the kind of insurance, subdivision, or class of risk, or the part 
or combination thereof, for which such partial services are requested. 

(b) Where the subscriber desires to utilize the services of the bureau in a 
particular State or States for all kinds of insurance and subdivisions or classes 
of risk for which the bureau promulgates rates and classifications except in a 
limited specialty field or fields designated in the application for partial sub- 
seribership and approved by the governing committee. 

2. Any partial subscribership shall be subject to review and reconsideration 
by the governing committee not more frequently than annually. 

3. If an application for partial subscribership under the provisions of this 
tule is rejected by the governing committee, or if a partial subscribership once 
approved is terminated by the governing committee after review as provided in 
the preceding paragraph, the applicant or subscriber shall be advised in writing 
of the basis for rejection or termination. 

4. The governing committee shall adopt rules with respect to the dues, assess- 
ments, and charges to be made for a partial subscribership. 


DECLARATION OF GENERAL POLICY 


The following declaration of general policy is adopted by the governing com- 
mittee with respect to applications for partial subscribership under paragraph 
1(b) of rule VII of the general rules. 
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1. The limited specialty field must be a restricted underwriting area inyojy, 
ing detailed and specialized individual-risk rating or inspection procedures 
both. It must be one which introduces an innovation in rating methods or prac. 
tices substantially different from those utilized by the bureau for comparable 
risks. 

2. The applicant must have devoted particular underwriting and producti, 
emphasis to the proposed limited specialty field, or must be prepared to do go jp 
the near future. 

3. Bureau rating methods, procedures, and work products must not be appro. 
priated or used by the applicant in the proposed limited specialty field. 

4. The application for partial subscribership will not be approved if it appears 
that it will be harmful to the bureau and its members and subscribers by (q) 
creating practical operationoal difficulties that cannot be met without substantia) 
changes in the bureau’s operating procedures; (0) resulting in substantially 


increased costs of operation, over and above those that may be reasonabjy | 


expected to be recouped by assessment levied upon the partial subscriber: g 
(c) placing in jeopardy the ratemaking fundamentals, standards, or practices of 
the bureau, or its continued existence as an efficiently functioning rating 
organization. 

5. The applicant shall submit to the governing committee, upon request, the 
following information : 

(a@) Reasons why partial subscribership is required or desired: 

(6) Applicant’s experience by national board classes in the proposed lim. 
ited specialty field for the last 5 calendar years, and the proportion whic 
the same bears, year by year, to the entire premium volume of applicant 
for major peril 10. 

(c) The sources of data upon which applicant relies or intends to rely 
in formulating and operating its rates and rating plans in the proposed 
limited specialty field, and whether and the extent to which the bureay 
developed material will be utilized by applicant in this field. 

(d@) Any other relevant data or material. 


PROPOSED RULE FOR ASSESSMENT 
IT, Assessments 


(a) To support continuing operations of the bureau and to provide for sur- 
plus and contingencies, assessments will be levied quarterly at rates fixed by the 
governing committee from time to time, based upon estimates of necessity in each 


oe 


A ETT TS 


of the States or territories served by the bureau. In California, assessments | 


shall be levied separately for rating services and stamping office services. Since 
the very nature of bureau operations requires it to establish rates on all risks 
(in its territory) whether or not the rates are used in whole or in part by 
an individual member or subscriber, assessments shall in all cases be lieved upon 
all premiums for all business subject to coding by this bureau under the National 
Board of Fire Underwriters classification system. 

(bd) The rates of such assessments when levied shall be applied to direct 
gross premiums (not reinsurance premiums received) less return premiums. 
Return premiunis do not include any payments made by reason of any dividend 
or participation agreement and neither dividends nor participation shall be 
deducted in computing assessment payments. 

(c) The basis for assessment for bureau services shall be the level of rates on 
all classes which would be charged insureds were bureau rates employed. Any 
member or subscriber filing notice of variation under rule V or under the pro- 
visions of any insurance code or any subscriber granted a partial subscriber- 
ship under rule VII shall adjust premiums affected thereby for assessment 
purposes to the level of premiums which would have been received were bureau 
rates employed. In the event any company fails to make such adjustment of its 
premiums to bureau rate levels the governing committee shall assign an estimated 
conversion factor to such a company’s premium. 

(ad) A partial subscriber under rule VII will be allowed a graded credit against 
the adjusted premiums of classes upon which it is not using any of the services 
furnished by this bureau, including stamping office services, if the premiums 
written on such non-bureau-rated business exceeds 10 percent of all business 
(subject to coding by the bureau) written by that company in the State or terti- 
tory involved. The credit shall vary in the ratio that the nonbureau rated 
premiums (subject to coding by the bureau) bear to the total premiums (subject 
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a subscri i artic 3 territory, 
ing by the bureau) of the subscriber in the particular State or , 
ee) a exceed a miximum of 20 percent as shown in the following table: 


special, 90 percent general—no credit at 10 percent volume or less. 

Be eont epecial, 80 percent general—4 percent. 

30 percent special, 70 percent general—6 percent. 

40 percent special, 60 percent general—8 percent. 

50 percent special, 50 percent general—10 percent. 

60 percent special, 40 percent general—12 percent. 

70 percent special, 30 percent general—14 percent. 

80 percent special, 20 percent general—16 percent. 

90 percent special, 10 percent general—18 percent. 

100 percent special—maximum credit, 20 percent. 


In the event that it is found that the furnishing of services requested by a 

rtial subscriber causes an actual increase in operating expense to the bureau, 

a governing committee may either (1) withhold the granting of any credit 

under the foregoing provisions, or (2) impose an additional charge to com- 
additional expense. J 

Seek member and subscriber shall report to the | bureau annually its 
direct gross premiums, including premiums of underwriting annexes operated 
by the principal office in bureau territory, as hereinabove described in sub- 
paragraphs (b), (ec), and (d@) of this paragraph, written during the calendar year 
immediately preceding the bureau’s current assessment year (July 1 to June 30). 

(f) Since there are certain minimum services which the bureau must render 
to each member or subscriber, in no event shall the assessment as to any member 
or subscriber be less than $3 per month per State. 

(g) When the business of a retiring company is assumed by another member 
or subscriber of the bureau, such company shall be liable for the assessment 
of the retiring company for the remainder of that fiscal year. 

(h) Underwriting annexes of members or subscribers, when operated by 
general agents or other than the principal office of the insurer in bureau terri- 
tory, shall be subject to the same entrance fee or application fee, charge for 
publications and premium assessments as though such underwriting annex were 
a separate insurer. Underwriting annexes of members or subscribers, when 
operated directly by the same office in bureau territory as operates the business 
of such members or subscribers shall be subject to the same assessments and 
charge for publications as apply to members and subscribers. 


PRELIMINARY OBSERVATIONS WITH REFERENCE TO PROPOSED CHANGE OF RULE VII 
OF PACIFIC FiRE RATING BUREAU 


If the new rule VII, copy of which is attached, is adopted, it will apply 
to all of the States where the Pacific Fire Rating Bureau is licensed. 

The rule is intended to limit partial subscribership to situations where the 
subscriber is not writing all of the classes for which the rating service is fur- 
nished. In that case a company can be a partial subscriber as long as it sub- 
scribes for all of the classes which it is writing and which are rated by the rating 
organization in the State or States covered by the application. (Special treat- 
ment is provided for so-called specialty companies. ) 


CALIFORNIA 


It would seem this proposed rule would be ineffective in California if its 
purpose is to lessen the practices which threaten to undermine State regula- 
tion. A company in California, after this rule is adopted, could become a 
full subscriber under the rule, yet have complete freedom of action. The Cali- 
fornia law does not require filing; it does not contain a deviation provision ; 
and it bars the rating organization from adopting a rule requiring subscribers to 
adhere to rating organization rates. 

It has been suggested that as a full subscriber in California a company would 
be handicapped because of rule V of the rating organization. That rule reads 
as follows: 

“1. Notice of variations —An insurer member or subscriber which submits 
daily reports to the bureau under the provisions of general rule III, and which 











3684 THE INSURANCE INDUSTRY 


makes any variation from a schedule of rates established by the bureau 
promptly notify the bureau of such variation and furnish full information wi; 
respect thereto; such notice shall be given either before or within 10 days -— 
putting the variation into effect, and in any event shall be given before sub “ 
sion of daily reports embodying such variation. > 

ee Deviated premiums.—All insurer members and subscribers which do 
submit daily reports to the bureau under the provisions of general rule III sha 
upon call of the governing committee, but not more often than annually, fj 
with the bureau a report of the total amount of deviated premiums written by 
the member or subscriber in the several classes of risks during the specifie 
period.” 

This rule must be read in conjunction with rule III, which reads as follows: 

“The bureau shall maintain and operate a stamping office. Each insurer men. 
ber or subscriber shall promptly submit to the bureau daily reports of alj risks 
written or bound; Provided, however, That in California services of the stam 
ing office shall be furnished only to insurer members and subscribers vemal 
ing the same, and submission of daily reports on California business shall jp 
limited to such members and subscribers. The stamping office shall check th 
daily reports submitted against bureau rates and rules and any variation 
thereof of which the bureau has been notified by the member or subscribe 
under the provisions of general rule V, and shall advise the member or sy). 
scriber of any departure therefrom with respect to its writings.” 

Read together, these two rules would seem to remove any restraints impogej 
by paragraphs 1 and 2 of rule V if the company merely failed to request the 
stamping services of the rating organization. It would therefore appear th 
proposed new rule VII would not correct the present situation in California, 

On the other hand, while the rule would not be effective in correcting condi. 
tions, it would seem the adoption of the rule would not expose the rating by 
reau to serious threat of Sherman Act or Cartwright Act litigation. The very 
ineffectiveness of the rule would make it difficult for anyone to make out a real 
ease of restraint, conspiracy to restrain, or of boycott, coercion, or intimidatiq, 

California has no State Unfair Trade Practices Act applicable to insuranee, 
(A bill at this last session failed, due largely to the opposition of local insurance 
interests. ) 

The possibility of a Federal Trade Commission proceeding on the basis that | 
the new rule compelled a company to pay a larger assessment than it would’ 
otherwise have had to pay, would ¢all for some study. However, even that con- | 
tingenecy could probably be avoided by appropriate change in assessment rules 

To sum up, the rule would not be effective to change conditions; it probably 
would not expose the business to serious antitrust litigation. t 

Turning now to legislation, California Legislature has just closed down; nett | 
year it meets only on fiscal matters. Therefore, in the absence of an expanded | 
call of the legislature, or a special call, we might expect no State legislation for | 
at least 6 months and possibly for 18 months. 

At the Federal level, this rule change might be used as another reason for | 
changing Public Law 15 (McCarran Act). A number of other reasons for | 
changing this act have been advanced recently in connection with other kinds 
of insurance. 


PT cee ome na 


MONTANA 


In Montana this rule would, in our judgment, not be effective to curb condi- 
tions such as have developed in California. The Montana rating law provides, | 
among other things, as follows: 

“A rating organization shall: (1) Permit any admitted insurer or ‘group’ to 
obtain and use as its option such rating organization’s rates and rating manuals 
at a reasonable cost without discrimination and without any requirement to be 
come a member or subscriber; (2) permit any admitted insurer or ‘group’ to 
become a member of or a subscriber to such rating organization or withdraw 
therefrom: (3) neither have nor adopt any rule or exact any agreement, the ef 
fect of which would be to require as a condition to membership or subscription 
any member or subscriber to adhere to its rates, rating plans or rating systems;” | 

Under this section, even though the rule was adopted in Montana an insurer | 
could obtain rates and rating manuals at reasonable cost without being a mem- 
ber or subscriber of the rating organization; and after obtaining these the in- 
surer would be free to depart from these rates by making an independent filing. 

The same observations as were made with reference to California in connection 
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with exposure to antitrust action would appear to apply with equal force to the 
Montana situation. Montana does not have a State unfair trade practice law. 
The exposure to possible FTC action would appear to be the same here as in 
California. As to the legislative situation, no State legislation is expected for 
a year at least. 

ARIZONA, UTAH, NEVADA, OREGON 


In the States of Arizona, Utah, Nevada, and Oregon the rule, after adoption 
by the Pacific Fire Rating Bureau, would have to be submitted to the insurance 
supervisory official. Notice of this changed rule would have to be given to sub- 
scribers. Any subscriber would be entitled to a hearing if he requested one. 
Thus, the changed rule would have to get by both the insurance department and 
the subscriber’s serutiny before it could become effective. If it passed this 
scrutiny, then the rating organization would appear to be free from Sherman 
Act attack, except on the grounds of boycott, coercion or intimidation. (This 
possibility should be explored.) 

None of these States has a legislative session scheduled prior to January 1956. 
The same possibility of Federal legislation is present as a result of action in each 
of these States, as would be present in the California situation. It should be 
porne in mind that this agitation for Federal legislation might be cumulative, as 
a greater number of States become involved. 

All of these States, with the exception of Oregon, have State fair trade prac- 
tice acts applicable to insurance. Therefore, if there was a claim of unfair 
trade practice, the State in each case, with the exception of Oregon, should have 
exclusive jurisdiction. Furthermore, the rule having been approved by the in- 
surance department, it is quite possible the courts would hold there was no 
unfair traus practice involved. In this, they would be following the philosophy 
of New York State. (See North America decision.) 

If this rule were approved, we might expect at least two results: (1) It should 
tend to curb the partial subscribership abuse as long as there is no other rating 
organization which can render the service needed by the companies which desire 
freedom of action in certain Classes, and (2) it should tend to enhance pressure 
for the creation of a new rating organization supported by the companies de- 
siring freedom of action in certain classes. Other results, perhaps more remote, 
are State-made rates and Federal regulation. 


Excerpt FroM MINUTES OF COMMITTEE ON LAWS FOR JUNE 15, 1955 
LEGISLATION 


Ohio.—The multiple-line bill has been signed and becomes effective September 5. 
Massachusetts.—The indivisible premium policy bill has been signed and be- 
comes effective 60 days after May 26. 


TAXATION 


Delaware.—Reference was made to the two bills increasing the fire department 
tax from 2 percent to 3% percent and the bill levying a tax of 2 percent on 
casualty coverages and full automobile coverages for the establishment of a 
policemen’s pension fund. One of the fire department bills was vetoed by the 
Governor and the other became law without his signature. The policemen’s 
pension bill was vetoed by the Governor and repassed over his signature. 

In passing the fire department bill through the legislature it did not receive 
the required three-fourths vote and general counsel asked for an expression as 
to the advisability of attacking the constitutionality of the act. It was the 
sense of the meeting that decision on this be deferred until September. 

Florida.—A fire marshal bill has passed both branches and sent to the Gov- 
ernor for signature imposing a tax of three-eighths of 1 percent on fire and 
extended coverage. 

Georgia.—The general State premium tax has been increased by one quarter 
of 1 percent, or 214 percent. 

Louisiana.—An effort will be made at the 1956 session to increase the fire 
department tax, with the enthusiastic support of the fire marshal department. 
General counsel asked for instructions as to the position he should take on this 
matter and it was suggested executives obtain an expression of views from their 
fieldmen, passing same on to the general counsel by September. 
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CALIFORNIA; ANTITRUST INVESTIGATION, SPECIAL COUNSEL 


General counsel reported that while on the coast in attendance at the i 
commissioners’ convention he visited San Francisco and met separately wit, 
the presiding officers of the rating organization and trade association, as welj ag 
counsel for the two organizations. He expressed the view that the suggestion 
for a joint committee of both organizations has been abandoned. 


SPECIAL COMMITTEE OF CHIEF EXECUTIVES 


General counsel advised that at a meeting of the committee of chief exeey. 
tives the report of our subcommittee of lawyers as to procedure was approy 
with this addition, that the lawyers be requested to proceed immediately to 
consider the California situation, specifically the proposed change in rules IJ and 
VIII of the Pacific Fire Rating Bureau. The lawyers will meet with specig) 
counsel this afternoon. 


NoTEes RE MEETING OF SUBCOMMITTEE OF LAWYERS, 12TH FLOOR, 85 JoHN Srrezr, 
WEDNESDAY, JUNE 15, 1955, at 2 P.M. 


Present: Messrs. Loughin, Van Orman, Anderson, Berry, McGuirk (represent. 
ing Mr. H. Clay Johnson), and Harbison (representing Mr. Millard Bartels), 

Also present: Messrs. Marsh (special counsel for the North committee) ang 
Ray Hughes. 

General Counsel Berry reviewed the California situation. It was disclosed 
that Mr. Levit, local counsel in California, agreed that the proposed rules of 
the Pacific Fire Rating Bureau accomplished nothing as far as California wag 
concerned. 

Mr. Harbison inquired whether the lawyers on the Pacific coast disagreed 
with the general counsel’s memorandum. He was advised that Mr. Levit does 
not disagree. It was mentioned that Mr. Brown apparently was one of Mr. 
Craft’s lawyers. His position on the general counsel’s memorandum was not 
mentioned. 

Mr. Harbison advised that he had written a memo to the Pacific coast which 
was passed on by counsel of the bureau. There was not, however, any written 
opinion. General Counsel Berry advised that he had received oral opinion 


and this was probably done so that nothing in their files would be available to | 


North America. 

Mr. Harbison further reported that the stock companies in California wrote 
73.72 percent of the business reported to the bureau. Montana and California 
accounted for 76.64 percent of the bureau’s premium volume. 

Mr. Marsh referred to deviation section. It was stated that it applies only 
where a bureau acts for a company. The question was raised: If you can select 
a class you want to write, why are the other provisions of the law necessary? 
General Counsel Berry recalled that in all-industry days Hank Myers wanted 
the particular words, even though he did not know what they meant. At that 
time there was a 5-point auto program that his companies were planning to 
write. He desired that subscribers have the right to appeal all the way through, 
and felt the language gave them that right. 


| 
Mr. Van Orman was of the opinion that partial subscribership, standing by 


itself, is broad enough to accomplish both interpretations—is available to one 
who writes nothing else, and to one who selects one line but writes several lines, 

Mr. Harbison stated that the casualty committee prepared a memo quoted in 
commissioner’s proceedings on the problem in Murphy’s report. This was a 
mistake by Mr. Harbison, which he admitted later. Mr. Anderson stated that 
section 181-4 was clear and unequivocal (Murphy’s decision). 

It was suggested that if proposed rules were approved by the insurance de 
partment, court might sustain the insurance department on such a rule. It was 
further stated that Allstate filed as independent in all States. The only com- 
pany involved is the North America. It was stated that this was an oversimpli- 
fication as other companies are, or would probably follow North America’s ex- 
ample. 

Mr. Van Orman was of the opinion that we could not do anything in California. 
The other States were doubtful. It was stated that while we apparently would 
not desire a last-ditch fight, we would not overrule such a fight. 


' 


' 


: 


} 
' 





urance 
y with 
Vell as 
estion 


closed 


a was 


iS not 


THE INSURANCE INDUSTRY 3687 


Mr. Harbison was of the view that the Sherman Act may not be inapplicable. 
He wanted no part in any effort for these rules. He did not think we could win. 
As a matter of law, we cannot win. He was also fearful of Sherman Act impli- 
cations. Mr. Anderson felt the same way. He suggested we tell the North com- 
mittee this proposed rule cannot be sustained, and suggests there is perhaps an- 
other approach to the problem. 

Mr. Van Orman felt the statement was OK. He felt that they would get a 
patchwork quilt if Oregon sustained it and larger States did not. The business 
desires uniformity, and a victory in a State with small volume would not be 
worth anything. It was agreed that a higher degree of uniformity was necessary. 

It was suggested that we use the following point 1: 

1. It is our consensus that htis rule would not be sustained in the long pull. 
Likewise it could be operative to any degree in California and Montana. (In- 
corporate Mr. Harbison’s percentages. ) 

Mr. Anderson suggested we might make the observation that even if this com- 
mittee was wrong, we would be left with a patchwork design. 

Mr. Harbison suggested that if we assume (1) the reasonableness, or (2) the 
unreasonableness, in connection with the breakdown of the expenses on schedule 
rating. Class versus schedule rating would result in about 20 percent of the cost 
applicable to the class rating, and 80 percent of the cost applicable to schedule 
nas stated the second sentence (c) adjusting rates up to make an assess- 
ment (basis for equalization) might raise the question of coercion. This would 
be true if the burden in terms of cost was so excessive as to produce a Sherman 
Act problem. 

It was stated that assessment on the same basis might result in coercion if the 
company had to stay with the bureau on dwelling house classes. It was sug- 
gested that economic coercion was raised by the problem. 

It was suggested that no practical substitute for bureau services was available 
in writing schedules rated risks. 

Mr. Harbison suggested the need of freedom of action in the resident field. 

It was stated that even if we assumed the approval of the rule in Oregon, coer- 
cion could be involved even with approval and does not rule out the Shreman Act. 
Even if the rule approval is successful, you come to the second kettle of fish— 
which might be worse. 

Restraint on competition is not ruled out by the McCarran Act. It was sug- 
gested that the consequences of approval might be to force companies out of rat- 
ing bureaus and to establish new rating bureaus with different partial subscrib- 
ership provisions. This conclusion appeared to be one in which all joined. 

Under alternate courses, Mr. Anderson referred to the meaning of the all- 
industry bill and suggested, within certain limits, all-industry provide means of 
reasOnable rules, then raised the question, Are assessment rules reasonable? 
This is what the statute means; this is what can be done short of these pro- 
posals. 

Mr. Van Orman commented that there could be reasonable rules, but we could 
not name one. 

The question of ownership, piracy, etc., requires further study. It cannot be 
said at this time whether they come within all-industry and New York depart- 
ment opinions in creating reasonable rules. It was suggested that we report the 
need for further study, suggesting that the Pacific coast does not act on June 22, 
but lay the matter over for 2 or 3 months for further study. 

Suggestion was made as to having partial subscriber acknowledge what is fair 
under rule, providing coercion is not involved. Great difficulty was experienced 
in attempting to set the line where coercion starts. 

Rating by machine was discussed under circumstances where the machine did 
all of the work in connection with the production of rates. It was suggested 
that it would not be unreasonable; if you use machine rates, you must use them 
all of the way down the line. 

General counsel inquired as to whether or not the committee would like to have 
Mr. Levit or Mr. Brown, or both, come east to discuss the problem. It was the 
consensus of opinion that this was highly desirable. Mr. Marsh joined in this 
opinion. General counsel was to invite, either before or after June 22, west coast 
counsel to come east and meet with the committee. 

Mr. Anderson hopes the meeting would not be in the second week of July, as he 
would not be able to attend. 


47932—60—pt. 6——-35 
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The meeting adjourned with the understanding that general counsel wag to 
redraft the memorandum and furnish to the members of the committee ang Mr 
Marsh at the same time. ; 

P.S.—It was agreed that no attempt to redraft the memo would be made unty 
after the visit of west coast attorneys Levit and Brown, who would be in Noy 
York the following week. 


JUNE 17, 1955, 
To the Subcommittee of Lawyers (Messrs. Hale Anderson, Millard Bartels, J. 
Raymond Berry, H. Clay Johnson, C. A. Loughin, Francis Van Orman): 
GENTLEMEN: This is to advise that the above committee will meet with Ay 
torney Levit, on Wednesday, June 22, at 11 a.m., in the conference room of the 
National Board of Fire Underwriters on the 12th floor. 
We trust you will find it convenient to attend. 
Yours very truly, 
J. RayMonp Berry, General Counsel, 
P.S. I understand Attorney Brown of California will also be here. 


J. R.B. 


MINUTES OF MEETING OF THE SPECIAL COMMITTEE ON STATISTICAL Data, No 
TIONAL BoARD OF FIRE UNDERWRITERS, HELD IN THE BoARD Room, 85 Jony 
STREET, NEw YORK, WEDNESDAY, JUNE 22, 1955, aT 11 a.m. 


Present: Mr. H. Clay Johnson, chairman, and Messrs. J. R. Barry, Philip §, 
Brown, James F, Deegan (representing Mr. H. B. Collamore), J. M. Donoyay 
(representing Mr. Charles P. Jervey), Gilbert King, D. F. Kirsheman (repre 
senting Mr. C. L. Allen), Milton W. Mays (representing Mr. E. A. Henne) and 
J. G. Niederlitz (representing Mr. D. R. Ackerman). 

There were also present Messrs. F. S. Perryman of the Royal-Liverpool 
Insurance Group, and J. H. Finnegan of the national board staff. 

Advices of their inability to attend were received from Messrs K. B. Hatch 
and Charles A. Loughin. 

Mr. James F’, Crafts was unable to be present or represented. 


CATASTROPHE RESERVE 


The chairman laid before the committee the inquiry from the laws committee 
as to whether this special committee had any objection to exploratory talks 
with tax authorities in Washington relative to possible establishment of catas- 
trophe reserves. At his request the general manager read extract captioned 
“Catastrophe Reserve’ from the minutes of the committee on laws meeting of 
June 15. 

Mr. Niederlitz, who is chairman of the subcommittee on taxation of the com- 
mittee on laws, discussed the proposal, citing changes resulting from the severe 
storm losses of the past decade, the effect of reinsurance and excess of loss con- 
tracts with the result that many companies find it necessary to carry larger 
lines. He also mentioned the likelihood of casualty companies’ being interested 
in the general subject from the standpoint of insurance covering hazards of 
industrial use of atomic energy. 

Chairman Johnson referred to unfinished business already before the special 
committee with reference to the spread of catastrophic losses under the profit 
formula. He discussed at considerable length the statement of principles de 
veloped and sent to rating bureaus by the Inter-Regional Insurance Con- 
ference. The chairman reviewed the earlier considerations by this special com- 
mittee of that statement of principles and the retention by the national board for 
continued study of the catastrophe phase of he problem. 

Following discussion, it was the consensus that so far as the work of this 
special committee on statistical data is concerned there is no objection to such 
exploratory talks being held by the subcommittee on taxation of the committee 
on laws—it being understood that the results of such conversations would be 
considered by the appropriate committees of the national board at interest be 
fore any concrete proposals are formulated. 


UNDERWRITING PROFIT FORMULA 


The work of the subcommittee under the chairmanship of Mr. Philips 8. Brown 
with particular reference to the question of spreading of catastrophe losses was 
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reviewed. It was the view of those present that copies of the tabulations on 

catastrophe losses now before the subcommittee be furnished each member of 

this special committee with request for their comments. Upon receipt of these 

comments, the subcommittee will undertake to bring in a report on the subject. 
The meeting recessed for luncheon at 1 p.m. 


NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS UNIFORM ACCOUNTING 
COMMITTEE REPORT, JUNE 1, 1955 


The general manager reviewed the action at the June 1955 meeting of the Na- 
tional Association of Insurance Commissioners relative to uniform accounting 
with reference to the four items on the agenda of the NAIC Uniform Accounting 
Subcommittee. It was the view of the special committee that progress had been 
made in the position taken by the NAIC that further study of the four items be 
undertaken “with the specification that consideration shall not be given to the 
subject matter for ratemaking purposes.” 

Each of the four items was discussed separately by the special committee which 
favors further conversation on items 2 and 3, respectively: “Industry Uniform 
Accounting Committee Report on Bases of Allocation,” and “Functionalization of 
Various Operating Expense Classifications.” 

Since special “Definition of Inspection Expenses and Definition of Acquisition, 
Field Supervision and Collection Expenses” (item 1) would not be applicable to 
all lines of business in the expense exhibit, further attempts to develop such defi- 
nitions are not favored. 

On item 4, “General Revision of Uniform Accounting Instructions,” it is the 
view of the committee that early this fall steps be taken to revise uniform ac- 
counting regulation No, 30 in New York City. 


ADJOURNMENT 


The meeting was adjourned at 3:15 p.m. 
L, A. VINCENT, Secretary. 





Norges RE MEETING OF THE SUBCOMMITTEE OF LAWYERS, HELD IN THE SMALL 
CONFERENCE Room, 12TH FLoor, 85 JOHN STREET, WEDNESDAY, JUNE 22, 1955 
aT 11 a.M, 


Present: Messrs. Anderson, Loughin, Van Orman, Berry and McGuirk (repre- 
senting Mr. H. Clay Johnson). Also present: Messrs. North and Marsh (repre- 
senting committee of chief executives) ; Brown and Levit, from California, and 
Ray Hughes. 

Mr. Brown stated that he came into the picture about a year ago; that they, 
in California, had given the matter a lot of study and was interested in what had 
been done here in the East. 

Mr. Loughin stated that in December 1953 North America resigned from the 
rating bureau, as far as dwellinghouse classes were concerned, to write them on 
their own. In January 1954 the Eastern Underwriters Association raised cer- 
tain questions which were referred to a committee of lawyers to study. These 
questions were limited to the New York laws. No written opinion was given by 
the lawyers. That, as a matter of fact, with the decision being appealed, the 
change in administration, etc., people here were hopeful of better news up toa 
few months ago. This undoubtedly lessens their immediate interest in California 
activities. 

Mr. North stated that his committee, when appointed, delayed action because it 
first wanted to find out just what it was supposed to do. As they saw the prob- 
lem, it required: (1) their getting additional counsel, and (2) asking the laws 
committee to find what legal matters we are dealing with. Another item to be 
determined was whether the national board was the proper place to handle this 
problem. It raised the legal question as to whether the bylaws of the national 
board permitted such a course of action. Counsel approved, the law committee 
approved, and the executive committee approved their going ahead. 

Their advice to the Pacific bureau was couched in words of their own report to 
the executive committee. It was determined that the question of treatment of 
divisible and indivisible premiums must be put aside to avoid a split in the North 
committee. 

We made no recommendation on rule; but quoted from part of the report. We 
were in sympathy with what they were trying to do on the west coast. 
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It was only at the last meeting we knew the question was going to come y 
California, in connection with the revision of rules and bylaws of the ratin . 
ganization. Mr. Brown stated that he first came into the picture in June Ife. 
that Mr. Levit had written an opinion wherein he stated he had grave doubt on 
the position taken by the Pacific bureau on partial subscribership. ™ 

Mr. Brown concluded that the bylaws of the Pacific bureau and the rai 
statutes were ambiguous. They noticed that the NYFIRO bylaws inte ting 
partial subscribership. It was his feeling that it was unwise to take disci 
ary action against North America. He recommended to Mr. Levit that 
should not fight this battle without further clarification of their own rules 
felt it was desirable to adopt new rules to restrict partial subscribership 
the lines we now claim. along 

Both Messrs. Brown and Levit agreed that the rules must be reasonable, 
A memorandum was submitted by Messrs. Brown and Levit. Around that time 
the FBI entered the bureau and the board, and this was the cause for his 
another look at the situation. This was followed by a written opinion to the 
rating bureau that action be terminated and further study of the matter be 
made, and that we revise our rules. 

The Pacific coast attorneys decided, prior to the New York department’s rule in 
September 1954, to embark on a revision of its rules. It was our belief that this 
was everybody’s problem, and that what we on the Pacific coast were doing wag 
not contrary to what others were doing. 

Consideration was also given to the desirability of seeking relief by legisla. 
tion. It was felt that such an answer is one of extreme doubt and would be 
several years away in any event. It was felt that even if we were unsuccessful 
in action under the revised rule, that a firm foundation would have been laid 
toward seeking legislation on the partial subscribership issue. 

They felt that the possibility of getting such a revised rule passed ang 
approved was reasonably good, or at least pretty fair. They felt if they got 
approval they could defend the rule in court; if not, they probably would not go 
further. They thought that the East had first given them a green light, which 
changed to yellow, then to red, and then back to green. 

They felt that counsel back East had reviewed the matter and felt there wag 
some chance of success, The question was raised that if you won in Californig 
you won nothing, because the company involved could immediately go out and cut 
rates. They contemplated seeking approval of the new rules first in Arizona, 
Nevada, and Utah. They hoped later on to do the same in California. 

Mr. Loughin reealled that at the May meeting Mr. Crafts was here when 
the letter of the Pacific Rating Bureau, dated March 4, 1955, was discussed. He 
wanted to know what we can tell them. At that time Mr. Loughin said, 
“T never looked at any law except the New York law. I took a look at the 
California law for the first time.” It was his position that the Pacifie coast 
lawyers could advise as to what to do. He thought he got the idea across to 
Mr. Crafts. There was undoubtedly some misconception involved, beeause of 
this. 

It was suggested that possibly the present position of the California lawyers 
was that it will not work in California. They said this was not quite their 
position. They believed it will help to alleviate the present conditions. 

A situation where any company can pick the brains of the rating bureau on 
difficult rating matters, and completely ignore the bureau on other rating matters, 
eannot go on indefinitely. It was suggested that it would be easier to sustain 
the rule in California than in a State having the all industry type of law. 

Mr. Levit stated that the problem of amending the rules of the Pacifie Rating 
Organization was a matter which he considered in 1950 and furnished an opinion 
on. He did not entirely share the opinion that we should drop the disciplinary 
action. At that time he made a careful review of the matter. North America 
made flagrant violations and took rating bureau’s material. They would not cut 
North America off at the pocketbook level. When Mr. Brown suggested the 
need of a change of rules, he could not disagree as his previous opinion followed 
along the same lines. In any event, he thought it desirable to take a new look. 

They were considering the problem from the view of all States, not just 
California. We could limit the rule to one State, but it was not our purpose 
to urge the States to rule in order to prevent North America from competing. 
They thought it was a reasonable rule to protect the bureau’s operations. 

Mr. Brown stated it was their purpose to get the rule approved in three 
States before attempting to have it adopted in California. Mr. Levit remarked 
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that they never believed rule would be adopted in Oregon. At present we could 
adopt it in three States only. He claimed that no coercion was involved and 
that any disadvantage does not stem from the rule, but from the statute itself. 

Mr. Levit pointed out that the type of subscriber involved would have no 

in California, as they could make rates on any basis they desired. If we 
adopt rule in all industry States, you take away certain rights. They believed 
that North America would have a stronger case in an all industry State, 
pecause of this fact. 

Mr. Levit stated that the matter had been discussed informally with the 
commissioners of Arizona, Montana, Nevada, and Utah. He believed they could 
get a friendly ear from the commissioners. Oregon does not permit part-in or 

rt-out filing. The only choice is to leave the bureau. 

They had no thought of attempting to change the situation in Oregon until 
the law was changed. Reference was made to the all industry type of bill 
in Montana and the comment that we did not think the law would give greater 
rights to companies. It was agreed that Montana would be an uphill battle. 
In the opinion of General Counsel Berry any attempt in California, Oregon, 
or Montana would be headed for disapproval. 

The question was asked of Messrs. Brown and Levit, “Were they of the opinion 
that under the rule they could accomplish what they wanted to do?’ It was 
suggested that dwellings could be considered a specialty field. Mr. Levit was 
quick to reply that neither Mr. Brown or himself claim they had devised the best 
rules ; but they do think it meets the problem just raised. 

The question would arise: “Would you try to sell the change to the commis- 
sioners?” It was the thought that the rule would not become effective in any 
State until approved by the commissioners. In connection with coercion, it was 
stated that North America stated they were willing to pay 100 percent. In 
other words, the same as they were paying before as full subscribers if it could 
be shown to be a reasonable assessment. 

Mr. North stated that they had no criticism of the objectives you seek to obtain. 
However, it may take 10 years to accomplish this purpose through legislation. 
Mr. North raised two basic questions: (1) Are we right on the basic approach, 
and (2) should we dissolve present rating organizations and start new ones? 
In this way, through the sale of the plants to the new organization you would 
establish the value of the rating organization’s assets. He further stated that 
it would give us an opportunity of handling the matter, instead of by rules, by 
incorporation in the constitutions and bylaws of the new rating organizations. 

It was the consensus of those present that the establishment of new rating 
organizations would leave you just about the same place you were with the old 
organizations, and that nothing could actually be gained through this procedure. 

The question was then raised as to whether or not consideration had been 
given in drafting the proposed rule to the effect it might have in tending to force 
North America to start a new rating bureau for themselves, Allstate, and other 
companies similarly situated. Some consideration had been given to such a 
situation. 

Mr. North stated basically what his committee was trying to determine was 
the rules for playing the game. If they were handicapped in competing with 
companies who cut rates, they might be forced to compete on another basis. 
His committee believed that if the Pacific passed the rule, that the testing ground 
was to be the State of California. 

It was his thought that the committee probably would not have been adverse 
to having the rule adopted if all understood that Arizona, Nevada, and Utah would 
be the first testing grounds. As Mr. North put it, we were probably blinded by 
the fire in our own backyard. By this, he was referring to the New York rate 
cases. 

It was his feeling we should have studied the California situation more 
closely. It was suggested that the proposed rule could have been sent east for 
study first. 

Mr. Brown stated that he did not believe his people would be upset if 60 days’ 
delay was merely to see where fight would be enjoined, but was not for a step 
in scrapping the plan. That is apparently what they fear. 

Upon returning from lunch, Mr. H. Clay Johnson sat in with the committee. 

While Messrs. Levit and Brown felt they had the best chance of obtaining 
approval of the proposed rules in Arizona, following a conference with the com- 
missioner of that State during the Los Angeles convention, it was pointed out 
to these gentlemen that in Arizona the Arizona Corporation Commission is above 
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the commissioner, and without their approval the rule would get no Place, 
Nevertheless, they believed they got a Sympathetic reaction. As far as they were 
concerned, California, Oregon, and Montana were out this party. 

The question was then raised as to what risks we take in presenting the rules 
in Arizona. It was stated by Mr. Levit they might go further on the record, 
even if turned down by the commissioner. 

Mr. Brown stated that it was not a recommendation for litigation. If they 
were turned down they probably would not go further. It was thought they 
might take the three States simultaneously so no commissioner would be left 
out on a limb. 

Mr. Brown advised they had sent the proposed rule to the casualty Deople 


on the Pacific coast and received a reply which he read covering casualty opera, 


tions. It was suggested that if they embark on such a course, they should check 
further with the casualty people. 

Discussions then touched on economic coercion. All agreed that you cong 
not rule out such an attack. Mr. Brown did not see how this risk was increageg, 
Mr. Marsh observed that you would start before the commissioner and then the 
court. To that point there is no money damage involved. 

The question of bad publicity was raised, and the opinion offered that eyey 
if you can prove you are innocent, the independents will say the price fixing boys 
are at it again. 

Mr. Van Orman observed that today’s climate is different than in past years— 
challengers are now present. 

It was suggested that antitrust action could be brought directly under the ex. 
ceptions of the McCarran Act without involving State law. Mr. Levit coud 
agree with that, but not with the weighing of it. It was suggested that onee 
we adopt the rule we lose the initiative. 

Mr. Levit observed that we are now reviewing the antitrust problem on 4 
competitive level. However, they looked at it from the standpoint of a rating 
bureau problem. The rating bureau cannot long survive under unrestricted par. 
tial subscribership in its present form. 

The question was raised as to whether or not the preamble of the rating law 
is not at odds with itself where it refers in one breath to free competition, and 
in the other to action in concert. The question we are talking about is how 
much of concerted action was necessary. Mr. Johnson observed that we sold 
Congress on the historical background of State regulation. 

The question was raised as to what would happen after approval of the rule 
of the rating bureau, but before approval of the commissioner, if Federal 
injunctive action was started in the Federal courts. It was stated that the rule 
would not become effective in any State until approved by the commissioner, 
It was observed that if proceedings were stated and you turned turtle by with- 
drawing from the proceedings, you would be finished for all times. 

A distinction was made between the rule of adherence and the proposed new 
rule. That was something we were doing on our own. If approved by con- 
missioner, they felt they were then operating under State law. 

Mr. Levit stated that he distinguishes between procedural and substantive 
matters. If we go to court they have to show it to be unreasonable. It was 
suggested that a definition of economic coercion was necessary to determine 
whether or not there were any violations of the antitrust laws. It was stated 
that unreasonable restrain of trade would have to be proven. It was stated 
that when you eliminate the ability of North America to compete, you are 
involved in economic coercion. 

It was suggested, in connection with listing the various elements of the problem, 
that you would end up showing you could not have any rule. Mr. Loughin 
observed that the preparation of a list would not drive anyone away from taking 
a business risk, in his opinion. 

It was stated that quite an amount of money is involved on the Pacific coast. 
Their law does not mandate partial subscribership. Their belief is that if the 
rule is sound, it is sound in California. Further reference was made to the 
adverse publicity campaign which would undoubtedly be waged by independents. 
It was finally agreed that (1) we do not agree on the chances of getting the rule 
adopted, and (2) it will not change the freedom of action of North America in 
California. 

Mr. Brown observed it will not solve the complete problem. It solves financial 
problems for the rating bureau. It was Mr. Brown’s opinion that if we were 
not prepared to go ahead in California, we should not go ahead elsewhere. He 
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was of the opinion, however, that if they win in other States, it will get adopted 
in California. You would be severely handicapped if you had to tell the Arizona 
commission*r you were not going to put it into effect in California. Under these 
circumstances, what happens to your argument on the financial needs of the 
9 

Mote bureau meeting on the Pacific coast had been set for the 27th of June. 
Messrs. Brown and Levit could not say where the meeting would be held, or if 
so, whether it would drop this item from the agenda. It was suggested that a 
report be drafted early next week reflecting present thinking on the question. 

The meeting adjourned at 5 p.m. with an understanding that Messrs. Berry, 
Marsh, Loughin, if available, Mr. Brown and Levitt, would further discuss the 
matter the following morning, before the executive committee meeting and that 
a report would be prepared for oral presentation to the executive committee. 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, June 23, 1955. 
Report of the special committee of chief executives. 
THe CHAIRMAN, EXECUTIVE COMMITTEE. 


Dear Sm: At the meeting held on June 8, this special committee of chief 
executives approved the report of the subcommittee of lawyers outlining a pro- 
cedure for the work of that group. 

The committee also considered in detail the situation which obtains as to par- 
tial subscribership in the territory of the Pacific Fire Rating Bureau. In this 
connection, the question of amending the California rating laws was discussed 
briefly, but in view of the legislative schedule in that State any such action 
would require at least 2 years and it was the consensus that interim steps be 
eonsidered first. The subcommittee of lawyers has been asked immediately 
to proceed with a study of the California situation so that we might secure the 
view of special counsel. 

In order to permit this further study and as the impact of any challenge to 
the proposed rule changes would have nationwide implications, it was the hope 
of this special committee that the Pacific Fire Rating Bureau would postpone 
action at its meeting on June 22 on the change in rules which have been under 


consideration. The suggestion was only that action be deferred; not that it be 
abandoned. 


Respectfully submitted. 
JoHN A. NortH, Chairman. 


MEMORANDUM OF PoINTs DiIscUsSSED WITH Messrs. LEVIT AND BROWN JUNE 22 
AND JUNE 23, 1955 


After preliminary discussion clearing away misunderstanding as a result of 
faulty liaison between west coast and the east, the discussion took the following 
direction : 

1. West coast lawyers proceed on the assumption that litigation will follow 
the adoption of these rules. 

2. They plan to have the rules adopted by the rating organization with a pro- 
vision that they are not to become operative in any jurisdiction unless and until 
approved by the insurance department. Their contemplated schedule calls for 
submitting them for approval to Arizona first, Nevada and Utah shortly there- 
after or perhaps simultaneously with Arizona. Somewhere in that time infor- 
mation discussions will be started with California and with other States. 

3. It is conceded that the adoption of these rules will not solve the so-called 
competitive problems in California or, according to Mr. Brown, elsewhere. He 
would expect, however, that the adoption in California would 

(a) aid the financial problem faced by the bureau; 
(b) have some sort of moral suasion as a result of everyone being in the 
Same organization. 

4. It is further conceded Oregon poses special problems and so does Montana. 
While there was some talk of efforts to introduce rules there, the writer’s 
opinion is that the California lawyers are not at all optimistic of their chances 
of Success or just how they would go about it. These difficulties grow out of 
rating law special provisions in Montana and Oregon. California and Mon- 
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tana statutes are referred to in our “Preliminary Observations with Refereng 
to Proposed Change of Rule 7 of Pacific Fire Rating Bureau.” The 9 
statutory provision is found in section 737.315 of the Oregon Revised Statutes 
in the last sentence of subsection (6) and reads as follows: 

Such insurer may so adopt the filings of a rating organization on part of the | 
classes of risks insured by it and may make its own filings as to other : 
which shall be uniform throughout the territorial classification. (NBFU Rate 
Regulatory Laws Compilation—vol. 1, p. 7, last sentnece, subsec. 6.) ' 

Of the six States serviced by the Pacific Fire and Rating Organization, Cali. 
fornia produced 73.5 percent; of the stock companies fire and extended coy 
premiums; Oregon, 11.5 percent; Montana, 4.1 percent; Utah, 3.2 percent; Ap. 
zona, 5.8 percent; Nevada, 1.9 percent. (Insurance by States. ) 

In two of the States chances of success are too remote to be taken very geqj. 
ously, i.e., Oregon and Montana. In California, even if approved, the Tules | 
would be ineffectual, except as above referred to. These three States have almog 
90 percent of the premiums. 

5. The attitude of the Pacific Fire Rating Bureau, gathered from the stat. 
ments of the California lawyers, is roughly this: | 

(a) If nothing is done, the bureau, as it has been known, will disintegrat, | 
quickly. There was some discussion as to the degree of disintegration jj 
all the class rated business was written independently of the bureau, |] 
seemed to be agreed that about 65 to 70 percent of the premiums came fron | 
schedule rated risks. It also seemed to be agreed that detail study of this 
subject should go into an examination of the methods of rating schedub | 
rated risks to protect against defection on that class of business similar of 
the defection on dwelling house business. ' 

(b) No suggestion for an alternative remedy coming from any other! 
source—the only present remedy seems to be the rule submitted (no price 
in authorship). 

(c) If executives do not want to run any risk of test litigation as to how 
far they can go in development of reasonable rules, then no rules can be 
drawn, inasmuch as any amendment of rules to accomplish the desired 
purpose is certain to result in test litigation if the statements of the North! 
America can be relied on. ' 

(d) The west coast people have talked to insurance departments ( Nevada, | 
Utah, and Arizona) and they would not expect any hostility on the part of 
the insurance departments. 

6. If the rules were approved the California lawyers would feel the chances 
of making such rules stand up in court, in view of the insurance department's 
action, would be good. Conversely, if the rules were turned down, the chances 
of reversal of that turndown would be correspondingly slim. 

7. In this connection it was pointed out that two of the States have rate laws 
which are joint rate laws—fire and casualty—and before any action is taken in | 
those States it should be cleared with the casualty interests. (This would not © 
delay action in Arizona inasmuch as the rate laws there are separate. ) 

8. A refusal to approve in any one State would of course adversely affect the | 
chances in another State. Conversely, an approval in one State might be er- | 
pected to enhance approval in other States. é 

The discussion then turned to risks involved and gains anticipated : 

(a) Antitrust Act: With the exception of two of those present, none of the 
lawyers seems to be too disturbed about an antitrust action prior to the approval | 
by an insurance deparment—this, on the theory, the Federal court would not | 
take jurisdiction until the State had acted since the rule was not to be effective 
until approval by the State. Following approval by the State there seemed to be 
a general agreement that this approval would aid in resisting any charge of co 
ercion under the antitrust laws. 

This has been discussed with the rating bureaus’ committee and the people on | 
the west coast are prepared to fight this issue if it is resisted. IF‘urthermore, say 
the California lawyers, the proposed rule attempts to do nothing more than 
what the business believed the law to contemplate. Therefore if we are nd 
prepared to fight for that belief, we must be ready to abandon any claim of | 
regulating by rule, partial subscribership. There would be no money damages 
of any consequence and one attacking the rule would almost certainly more | 
promptly, joining with the attack an attempt to enjoin the rating bureau and 
even cooperate in getting a speedy determination of any such litigation. 
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(b) Declaratory judgment: Money damages on this would not be an element. 
Declaratory judgment proceeding would attempt to get an answer from the 
courts before any damage was sustained. 

9, Adverse public reaction as a result of publicity attendant on the adoption 
of the rule, totally apart from any litigation. 

Different shades of opinion were presented as to the seriousness of this. The 
writer’s opinion is that it is quite serious. The start of publicity in that direc- 
tion is already discernible. The consequences of such publicity can be very far 
reaching, going so far as to lead to congressional investigations; amendments 
or repeal of Public Law 15. How serious this problem is, is a matter for execu- 
tive decision. 

10, Adverse public reaction following adoption at the time of litigation. 

This would be cumulative on top of the other and would grow as more States 
were involved in the proposed rule change and litigation. All of the consequences 
contemplated above might follow. It would tend to encourage formation of a 
new rating organization or new rating organizations—perhaps limit it solely to 
schedule rating or perhaps separate it on the basis of mutual rating bureau as 
against stock rating bureau. In this connection it is conceivable North America 
and others would not oppose the rule if they already have set up machinery for 
competing rating organizations. 

Two alternative courses were discussed that time would not permit a com- 
plete exposition : 

One by Anderson, suggesting a different type of approach by a rule which 
is attempted to approach the problem on an unfair competitive basis; 

The second by Berry, suggesting that if insurance departments could be 
persuaded to call hearings on so-called independent filings which tracked 
rating bureau filings, to come up with a different rate, the same ultimate 
result would be accomplished as would be accomplished if the filers were 
in the rating bureau and were using the deviation section—i. e., the com- 
missioner would call a hearing, then the rating organization or competing 
companies would have an opportunity to be heard. The commissioner under 
the all-industry pattern has a right to call a hearing at any time, so he could 
call it on his own motion. The west coast lawyers thought this would be 
more difficult than getting changed rules and might expose them to antitrust 
questions not present in following the course in changed rules. 

Others expressed somewhat the same feeling. 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, September 29, 1955. 
Mr. H. W. MILLER, 
Chairman, Executive Committee, 
New York, N.Y. 

Dear Sir: Since the last meeting of the executive committee there have been 
two meetings of your special committee of chief executives and there has been 
constant attention to the subject of partial subscribership by special counsel 
and our general counsel. 

PACIFIC FIRE RATING BUREAU 


The proposal of the Pacific Fire Rating Bureau for change in rules, with ree- 
ommendation that such changes be undertaken by the rating bureaus of Ari- 
zona, Nevada, and Utah as a first step rather than attempt the change in all 
States and territories served by that bureau, was considered. At meeting of 
July 13 it was voted unanimously that this special committee would not oppose 
the proposal to amend bureau rules in line with drafts heretofore sent compa- 
nies provided amended rules are specifically not effective in any State unless and 
until approved by appropriate regulatory authority of said State. 

Following that meeting, bulletins to advisory and rating organizations ad- 
vised of this committee’s studies and requested any studies made by those or- 
ganizations and any proposed amendments to constitutions and bylaws of those 
organizations made as a result of those studies. 


The returns received were before your special committee at meeting held on . 


September 22, at which time the following specific situations were discussed : 

Pacific Fire Rating Bureau.—At hearings before the insurance commissioners 
in Arizona and Nevada on the changes in rules of the respective rating bureaus, 
two companies, the Insurance Co. of North America and the Farmers Insurance 
Co. of California, appeared in opposition and challenged the legality of the 
proposed changes. It is expected that the same course will be followed in Utah. 
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It is the concensus that no steps be taken pending decision by the Arizong 
Insurance Department. 

New York.—It is the view that no steps be taken with reference to the New 
York situation pending decision by the Supreme Court on whether or not it 
will hear the appeal filed in this case. 

Minnesota.—In response to our inquiry to advisory organizations, the Western 
Actuarial Bureau wrote on August 14, from which we quote: 

“Since the amendment of the rules for bureau service charges were approved 
by the managing committees and adopted by most of the bureaus where the 
problem of partial subscribership had arisen, there has been no further change 
under consideration nor are any further changes presently contemplated, 

“The Farmers Mutual Automobile Insurance Co. of Madison, Wis., leq off 
with partial subscribership in a number of the States about 3 years ago, eliminat. 
ing the habitational and farm classes from bureau subscribership. The Mip. 
nesota Insurance Department did not approve their filing inasmuch as it wag 
not complete as to their method of determining town classification and the 
department also had a number of other objections including their insistenee 
that business be audited locally. A court case developed which dragged on for 
some time and eventually the company and the insurance department worked 
out a compromise. The company advised the bureau that it would continue its 
subscribership for all classes and, of course, the bureau had no reason to refuse 
their continuation. However, the insurance department accepted what in essence 
is an independent filing of their dwelling schedule rather than a deviation filing. 
The bureau is furnishing the company with all services including auditing, put 
must audit their business against the independent filing. 

“Subsequently the Insurance Co. of North America, whose independent filing 
had not been accepted, was told of this arrangement and the insurance depart- 
ment requested that it be given similar consideration by the bureau. After 
study by the managing committee, it was felt impossible to decline to enter into 
such an arrangement and the bureau acvepted them on the same basis. In go 
doing, however, it was pointed out that the matter of their filing with the insur. 


ance department was solely the action of the insurance department without | 
implied approval from the bureau. Again the bureau is furnishing them with | 


full service including town classification data and is auditing the business. 

“Most recently the Allstate Insurance Co. has been to the insurance depart- 
ment and to the bureau to work out subscribership whereby they would be 
serviced for the dwelling class only which is the only class they write presently. 
While we have not heard of the completion of such arrangement there seemed 
to be every indication that the company would apply for subscribership under 
this plan. 

“This is a rather unique situation in Minnesota, largely as a result of the 
insurance department’s position. A somewhat similar situation exists in Mis 
souri although in that State the laws are quite different and do not refer to 
deviation filings.” 

From a further letter, dated August 24, we quote: 

“In view of your inquiry I have contacted Manager Ryon of the Fire Under- 
writers Inspection Bureau and am devised that there are no pleadings or briefs 
available since the case was not heard in court. Mr. Ryon further advises that 
Commissioner Sheehan ordered the company to furnish or file a suitable rating 
plan with rules and forms which would also contemplate auditing of the dwell- 
ing business but the company brought suit to restrain the commissioner from 
acting apparently in the belief that this would jeopardize their license to do busi- 
ness in the State. The suit was later settled out of court by compromise and the 
company then returned to the bureau as a subscriber for town classifications, 
ratinge, and auditing. The bureau has considered their dwelling filing as a 
deviation.” 

Statutes.—General counsel reported the drafting of new insurance codes 
in West Virginia and Wyoming, and active study by legislative committees of 
the subject in Oklahoma and South Carolina. He requested instructions with 
specific reference to these States and in general for the 17 other States, includ- 
ing Minnesota, in which legislatures will meet this coming year. It was the 
general view that the changes in rules adopted by the Pacific Fire Rating Bureau 
might provide a model but before requesting further authority from the exect- 
tive committee it would be necessary to have a specific proposal for amending 
or revising the existing rating laws. It is expected that this special committee 


will have a recommendation for action by the executive committee at the meeting 
of October 27. 
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Board and bureau assessments.—The chairman referred to requests from rat- 
pureaus to the Inter-Regional Insurance Conference for guidance in the mat- 
ter of changing the basis of assessments for support of those organizations. 
Piscussion of this subject favored research on the subject by the Inter-Regional 
Insurance Conference, but it was the unanimous view that the results of such 
studies be cleared with this special committee before release. Upon motion, 
duly seconded, it was voted that general counsel maintain close liaison with 
the manager of the Inter-Regional Conference on this matter. 
Respectfully submitted. 
JouHN A. NortH, Chairman. 





MINUTES OF MEETING OF THE SPECIAL COMMITTEE OF CHIEF EXECUTIVES OF THE 
NATIONAL BOARD OF FIRE UNDERWRITERS, HELD IN THE BOARD Room, 85 JOHN 
Srraeet, New YorK, JANUARY 4, 1955, aT 11 A.M. 


Present: Messrs. John A. North, chairman, J. R. Barry, K. E. Black, K. B. 
Hatch, W. A. Hebert, H. W. Miller, Bruno C. Vitt, and ex officio, J. Victor Herd ; 
also, General Counsel J. R. Berry. 

Advices of his inability to attend were at hand from Mr. J. C. Hullett. Mr. 
John R. Cooney was neither present nor represented. 

The chairman opened the meeting, referrring particularly to the California 
situation. The legislative committee in that State will meet this week and the 
Board of Fire Underwriters of the Pacific is requesting advices from the Na- 
tional Board of Fire Underwriters relative to any position which might be 
recommended in connection with the question of partial subscribership. Mr. 
Black commented on the long-range study which is indicated and stated that it 
should be kept in mind that the problems involved may not be susceptible to 
ready or quick solution. 

The chairman referred to the questions which were sent to the members of 
this committee under date of December 10. The replies received show a strong 
consensus in accord with the conclusions recited in the last two paragraphs of 
General Counsel Berry’s report of December 2, viz: 

In view of all of the foregoing, it is our opinion that a study of the rating 
laws and of the constitution and bylaws referred to in the question is within 
the constitutional powers of the National Board of Fire Underwriters, and is 
consistent with prior action taken by this organization under that constitution. 

A consideration of the setting in which this question is propounded confirms 
the above conclusion. If the results of the work of this board in connection 
with improved building construction; more efficient firefighting; grading of 
cities; classifications of risks, ete.—results obtained at considerable expense to 
members—are to be available at no expense to competing nonmembers, the 
problem of justification for such continued expense must be faced. One answer 
to that problem might seriously affect the continued activity of this organization 
in those fields. To hold that the constitution of an organization barred that 
organization from studying a question which threatened the continuance of an 
activity of that organization, would be a perversion of the constitutional purpose. 

All present were recorded as concurring in these conclusions. 

With reference to questions 2 and 3, there was general discussion involving 
the position of a company member of two rating bureaus dealing with the same 
classes of business; the use of national board gradings by companies members 
of the national board not members of a rating bureau and the question of filed 
rates or formula becoming public record that could be used by companies not 
members of a rating bureau in the respective jurisdictions. It was the view 
that a company member of the national board could use national board gradings 
whether or not a member of a specific rating bureau. 

Discussion developed a difference of philosophy as to whether indivisible 
premiums constitute a new kind of business. It was the consensus that a solu- 
tion to the problem of partial subscribership must be sought— 

(a) with each company reserving its position on the philosophy of so- 
called indivisible premiums, and 

(bv) without involving the questions of membership by a company in two 
rating organizations for the same kinds of business and use by one rating 
bureau of data from another rating bureau. 

It was the view of those present that clarification or definition of partial sub- 
scribership is necessary to establish that a company cannot become a subscriber 
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or member of a rating bureau for only certain of the classes of risks which it 
writes under the kinds of insurance rated by that bureau. 

In presenting the foregoing to the executive committee for concurrence, jt ig 
recommended that steps be taken first in such States where laws might permit 
changes in the constitution and bylaws of rating organizations to prohibit partial} 
subscribership by class, Changes in the respective State laws are not contem. 
plated at this time, such legislative steps to be undertaken as a further step in 
the study. 

The committee recessed for lunch at 1:10 p.m. and reconvened at 2 p.m, at 
which time consideration was given to question 6. It was the unanimous view 
that general counsel of the National Board of Fire Underwriters be requested to 
draft recommendations setting forth the type of provision to be recommended 
for amendments and changes in constitution and bylaws of rating organizations 
and that such recommendations be forwarded to the local organizations 
through regional or advisory organizations and to the advisory committees of 
any independent rating bureaus which are not so covered. 

It was the view of the committee that prior to the meeting of the executive 
committee on January 27, a subcommittee comprising Chairman North ang 
Mr. K. E. Black confer with representatives of the legal firm of Cravath, Swaine 
& Moore to determine whether that firm would be available as special counsel, 
It was suggested that General Counsel Berry make the initial contact for such 
visit by the special committee. 

It was the view that since this matter is in the field of law and legislation the 
general counsel of the national board direct these studies and that special counse} 
be available in an advisory capacity to the general counsel and this committee, 

The meeting adjourned at 2: 20 p.m. 

L, A. VINCENT, Secretary, 


THE NATIONAL BoArp oF FtreE UNDERWRITERS, 
New York, June 24, 1955. 
To the Special Committee of Chief Executives (Messrs. John A. North, chairman, 
J. R. Barry, K. E. Black, John R. Cooney, K. B. Hatch, J. C. Hullett, H. W. 
Miller, 8S. Dwight Parker, Bruno C. Vitt, J. Victor Herd, ex officio). 
GENTLEMEN: At the request of Chairman North, a meeting of the special com- 
mittee of chief executives will be held in this office on Wednesday, July 13, 1955, 
at 11 a.m. Luncheon will be served. A telephone poll indicates that a majority 
of the members can attend on this date. 
We are asking Mr. John B. Marsh, special counsel, to meet with us. 
Very truly yours, 
L. A. VINCENT, General Manager. 


(Mailed July 21, 1955, to members of Special Committee of Chief Executives; copy 
to President Herd—J. R. Berry) 


MINUTES OF THE MERTING OF THE SPECIAL COMMITTEE OF CHIEF EXECUTIVES OF 
THE NATIONAL BOARD OF FIRE UNDERWRITERS, HELD IN THE BoArp Room, 
85 JoHN Srreet, New York, JULy 13, 1955, at 11 a.m. 


Present: Mr. John A. North, chairman, and Messrs. J. R. Berry, K. E. Black, 
J. C. Hullett, H. W. Miller, and Bruno C. Vitt. 

There were also present Special Counsel John B. Marsh and General Counsel 
J. R. Berry. 

Advices of their inability to attend were at hand from Messrs. K. B. Hateh 
and S. Dwight Parker. Mr. John R. Cooney was unable to be present or 
represented. 

MINUTES OF LAST MEETING 


At the request of the chairman, the general manager read the minutes of the 
last meeting of this special committee. 


PACIFIC FIRE RATING BUREAU 


Chairman North reviewed subsequent conversations with Mr. James F. Crafts 
of the Fireman’s Fund in San Francisco and conferences held in New York 
with Messrs. Levit and Brown, counsel for the Pacific Erie Rating Bureau. He 
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advised that the Pacific Fire Rating Bureau was awaiting a report from this 
committee since at its meeting on June 27, it postponed action on the proposed 
changes in rules pending such advices. : E , 

Special Counsel Marsh reported on his review of the matter, mentioning that 
there develops two types of questions to be resolved; i.e., legal and business. 
It had developed from conversations with Messrs. Levit and Brown that the 
Pacific Fire Rating Bureau recommends undertaking the changes in rules of 
the rating bureaus in the States of Arizona, Utah, and Nevada, as a first step 
rather than attempt the change in all States and territories served by that 
"Waiowing full discussion, on motion of Mr. Black, seconded by Mr. Hullett, 
it was voted unanimously that this special committee would not oppose the 
proposal to amend bureau rules in line with drafts heretofore sent companies 
provided amended rules are specifically not effective in any State unless and 
until approved by appropriate regulatory authority of said State. 

It was the view of the committee that the chairman and general counsel 
transmit these advices to the Pacific Fire Rating Bureau. 

(Note.—Mr. Hullett telephoned corrections. Chairman North approved (July 
22, 1955) .) 

NEW YORK FIRE INSURANCE RATING ORGANIZATION 


There was discussion of the reported appeal to the Supreme Court of the 
United States on behalf of the New York Fire Insurance Rating Organization 
on the question of right of ownership of the product of the rating bureau’s 
work. Mr. Barry stated it was hoped that special counsel would advise as to 
the effect such appeal might have on the overall program and that the New York 
Fire Insurance Rating Organization had still preserved the right to withdraw 
the appeal. : ; : 

It was the unanimous view that special counsel review the New York situa- 
tion and the proposed appeal to the Supreme Court. 


GENERAL 


The chairman presented for consideration the question of informing the 
advisory organizations and rating bureaus of the decision relative to the pro- 
posed change in rules of the Pacific Fire Rating Bureau. It was the unanimous 
view that no action be taken on this proposal. 

It was the consensus that the chairman, general counsel, and special counsel 
work out a bulletin to advisory organizations and rating organizations, advis- 
ing those organizations of this committee’s study and asking for any studies 
made by those organizations and any proposed amendments to constitutions and 
bylaws of those organizations made as a result of those studies. 


ADJOURNMENT 


The meeting adjourned at 12:35 p.m. 
L. A. VINCENT, Secretary. 


Unirep States Fineriry anp GuARANTY Co., 
Baltimore, Md., June 30, 1955. 
Mr. J. RAYMOND Berry, 
General Counsel National Board of Fire Underwriters, 
New York, N.Y. 


Dear Ray: Following the laws committee meeting of June 15 we have given 
further consideration to the question discussed at that meeting with regard to 
a possible change in the convention form of annual statement to provide for 
“catastrophe reserves.” Both our actuary, Mr. Kuenkler, and our tax counsel, 
Mr. Brown, have participated in this consideration. 

We are strongly of the opinion (1) that the industry should not approach Mr. 
Stam of the Joint Committee on Internal Revenue Taxation or any officials of 
the Treasury Department at this time with regard to this matter, and (2) that 
we should not initiate the proposed change in the annual statement at this time. 

Our reasons for this position are that up to now the industry has been sucessful, 
for the most part, in obtaining favorable tax treatment for the reserves now 
required by the annual statement. This is true in spite of the fact that a number 
of revenue agents have made attempts to challenge the deductibility of some of 
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our reserves, notably the reserve for unallocated claim expense. We feel that 
either consultations with Mr. Stam in Washington on the subject of reserves o, 
a change in the annual statement without such consultations might precipiate 
a general reconsideration of the whole question as to what reserves are properly 
deductible for fire and casualty companies under the present income tax law, 

If the annual statement is changed to require “catastrophe reserves” we f, 
reasonably certain that some revenue agents, particularly those in the Baltimore 
and New York area, would challenge the principle for which we are all contend. 
ing, namely, that reserves required by the annual statement are controlling for 
tax purposes. On the other hand, if such reserves are specifically required jp 
the annual statement the companies could not afford, without a serious weakep- 
ing of their whole position, to fail to take such reserve into account in arriving 
at taxable income. 

We are calling our position on this matter to your attention because we fee} 
very strongly that the tax dangers involved greatly outweigh the other considera. 
tions which have given rise to the proposal under discussion. 

Cordially yours, 
FRrank F. Dorsey, Executive Vice President. 


THE COMMERCIAL TRAVELERS 
MUTUAL ACCIDENT ASSOCIATION, 
Utica, N.Y., June $0, 1955, 
Mr. J. RAYMOND BERRY, 
General Counsel, National Board of Fire Underwriters, 
New York, N.Y. 


DEAR RAY: Just to keep you up to date I enclose copy of our brief in support 
of application for leave to appeal from Loren Laughlin’s interlocutory order hold- 
ing that the State of New York cannot regulate the extraterritorial activities of 
its own companies. 

The Commission has refused to hear similar applications by three or four 
other companies against whom adverse orders on the subject of jurisdiction have 
been entered and I assume that we will receive the same treatment. I neverthe 
less felt that I should make the attempt. Presumably our next step will be to 
appear generally, try the case on the merits and then appeal to the circuit court 
of appeals where for the first time we may expect to receive impartial treat- 
ment. 

With kindest regards and best wishes, I am, 

Cordially yours, 
Moses G. HvusBBap, 


JuLy 5, 1955. 
Memorandum to Committee of Chief Executives. 


Special counsel has met with the subcommittee of lawyers on June 15 and June 


22, to consider the situation in the States served by the Pacific Fire Rating | 


Bureau—this in line with the request of your committee. 


On June 22 Messrs. Levit and Brown of San Francisco sat in with the above | 


group and on June 23 continued discussions with part of this group. 


FACTS 


The Pacific Fire Rating Bureau makes fire insurance rates for six States: 
California, Oregon, Montana, Arizona, Nevada and Utah. Some of its subscrib- 
ing companies recently attempted to limit their subscribership to so-called sched- 
uled rated risks, and have attempted to become independent as to dwelling house 
class rated risks. In so doing, they are using, or propose to use, part of the 


material developed by the rating bureau at considerable expense to its members | 


and subscribers. 

To meet this situation Pacific Fire Rating Bureau has for the past year had 
a committee working with Counsel Levit and Special Counsel Brown on revisions 
of rules with reference to so-called partial subscribership and financial support 
of the bureau. That committee, with the assistance of counsel has now prepared 
two amended rules which they recommend be adopted. Copies of these rules are 
attached hereto. 
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If these rules are adopted by the rating organization, it would be with the 
express conditions that they were not to be applicable until approved by the 
insurance supervisory authority of the State where the rule was to be intro- 
duced. It is contemplated by the rating bureau that these rules would be intro- 
duced in all six States. The rate laws in these States are not uniform. 

In California there is no filing requirement, and no deviation. 

Oregon, while in major parts following the all-industry type of rating law, has 
a special provision reading as follows : ! 

«(6) An insurer may satisfy its obligation to make such filings by becoming a 
member of or a subscriber to a licensed rating organization which makes such 
filings, and by authorizing the commissioner to accept such filings on its behalf. 
Such insurer May so adopt the filings of a rating organization on part of the 
classes of risks insured by it and may make its own filings as to other classes 
which shall be uniform throughout the territorial classification.” 

Montana departs still further from the all-industry rating law and among 
other special provisions has the following: 

“A rating organization shall (1) permit any admitted insurer or ‘group’ to 
obtain and use at its option such rating organizations’ rates and rating manuals 
at a reasonable cost without discrimination and without any requirement to be- 
come a member or subscriber; (2) permit any admitted insurer or ‘group’ to be- 
come a member of or a subscriber to such rating organization or withdraw there- 
from; (3) neither have nor adopt any rule or exact any agreement, the effect 
of which would be to require as a condition to membership or subscription any 
member or subscriber to adhere to its rates, rating plans or rating sys- 

ms * * ao 
. It is agreed that these three States which produce approximately 90 percent of 
the stock company premiums derived from the lines rated by the Pacific Fire 
Rating Bureau, present special problems when approval of the attached rules is 
sought. It is therefore contemplated by the Pacific Fire Rating Bureau that 
these rules would first be submitted to the States of Arizona, Utah, and Nevada. 
(The rating laws of these States follow the all-industry pattern closely, but they 
are not separate laws to fire and casualty. ) 

Preliminary conversations have been had with the insurance departments of 
these last-mentioned three States. These conversations have encouraged the 
representatives of the rating bureau in the belief that the respective insurance 
departments are not hostile to the proposed rules changes. 

There is an additional consideration in California (which develops about 
74 percent of the premiums). In California a company could be a full sub- 
scriber, but is nevertheless free to charge rates which depart from those recom- 
mended by the rating bureau, so long as the rates charged meet standards of the 
California laws. 

It is the feeling of the draftsmen, however, that the adoption of these rules, 
even in California, would accomplish two things: (1) The adoption would solve 
the question of financial support of the bureau; and, furthermore, (2) would 
tend to keep independents and those conforming to bureau rates in closer con- 
tact with one another. Furthermore, Messrs. Levit and Brown report that if 
nothing is done, additional limited subscribership must be expected in the very 
near future in the territory of the Pacific Fire Rating Bureau: That the con- 
tinuance of the rating bureau, as it has been known in the past, is in jeopardy. 

The proposed rule changes represent an effort to preserve rating bureau prac- 
tices under law. Statutes of the six States provide for reasonable rules appli- 
cable to subscribers and it is the belief of the draftsmen that these rules can be 
supported as reasonable. They recognize difficulties in making this argument, 
and that some of these difficulties are more grave in certain of the States than in 
others; but they agree if these rules are approved by the regulatory authorities, 
they have a good chance of sustaining such approval on appeal. If the rules are 
not approved they would not be applied and some other course would have to 
be sought to preserve the fire rating bureaus in the States in question. 


DISCUSSION 


This discussion proceeds on the assumption that failure to take some action 
will result in the rapid disintegration of the rating bureau. No counter- 
suggestion as to action has been submitted to special counsel or to the sub- 
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committee of lawyers. Two possible alternative courses were discussed, 


erally, but neither alternative had been sufficiently considered by the one offg,. | 


ing it to be of value as a present alternative course in time to save the rating 
bureaus from further disintegration. 

The choice, therefore, facing the business is either inaction with consequent 
disintegration or, action along the lines of the proposed recommended rules, 

The lawyers, therefore, turned their attention to consideration of the } 
questions which would face the business of these rules were approved by the 
Pacific Fire Rating Bureau. 

There are, of course, questions beyond the legal questions which €Xecutives 
will want to weigh up. Questions such as: The public reaction to such ry 
changes at the State level: with the people; with the State legislatures and wit, 
the Congress; specifically possible modification or repeal of Public Law 45 
(so-called McCarran Act). Another question—the possible effect of the adop- 
tion of such rules in persuading independent-minded companies to organig 
new rating bureaus limited to scheduled rated risks. As to these questions, the 
lawyers expressed no opinion. : 

Assuming the adoption of these rules by the rating organization, there wou 
be no serious exposure to damaging losses merely because the rules have bee, 
adopted, so long as they are not to be effective until approved; but a lawsuit 
might be started by those who intend to contest every step of the way, but the 
chances of success of such a lawsuit are not ripe; since adoption of the rule 
by the rating organization is not a self-executed act. No damage flows from 
it until the rule is put into effect. 

We might confidently expect, therefore, that any lawsuit initiated at this 
stage would be unsuccessful. 

An action brought by a State or Federal official for alleged violation of the 
antitrust law would also appear to be premature at this stage. While it is trye 
that conspiracy actions do not have to wait until the conspiracy is an accom. 


plished fact, it would appear in the present situation an allegation of conspiracy | 


would be difficult to sustain; inasmuch as the course being followed is one being 
provided for under State regulation; i.e., the adoption of rules and the 
of the reasonableness of such rules before the State regulatory officials. 

Unless boycott, coercion, or intimidation could be made to appear, we would 
expect such lawsuit to fail. 

When the rules are passed upon by the insurance supervisory authorities, they 
would presumably either be approved or disapproved. If approved, the legal 
initiative remains with the rating bureau; i.e., the decision as to appeal would 
be made by the bureau. There would appear to be no serious legal consequence 
flowing to the bureau as a result of disapproval, or as a result of the bureau to 
appeal from such disapproval. 

If the rules were approved, then those objecting to the rules would have the 








burden of appealing. Courts, as a general matter, are loathe to reverse and | 


administrative officials who have made a finding based partially on facts ina 
retaliatory field, for which he is responsible. 


It is possible that an antitrust action might be instituted, but that action | 
should not prevail unless boycott, coercion, or intimidation is shown. This is | 
so because the procedure followed would be exactly as called for by the State | 


retaliatory law. 

This is not to say there will not be litigation. Present indications are that 
there will be. It is merely to say that the litigation has a reasonable chance 
of disposition in favor of the rating bureau and even were it to turn out the 
other way, the consequences as a practical matter do not appear to be too grave, 
inasmuch as no damage or very little damage could be foreseen. 

To sum up—any action taken raises the possibility of litigation : Unless action 


being taken in the Western States raises a greater hazard of litigation than it | 


does elsewhere, the mere threat of litigation is no reason for failure to act. If 
there is some jurisdiction where the chance of success on such litigation is 
greater than the chance in the Western States, then certainly that other juris 
diction should be recommended. 

As a locus in which to test this question, we do not have any informatio 
before us which would warrant our recommending some State other than one 
of the three States presently 
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(Copy to: Mr. J. G. Niederlitz and L. A. V.) 


JuLY 5, 1955. 
Mr. FRANK F. Dorsey, gids 
Baeecutive Vice President, United States Fidelity € Guaranty Co., 
Baltimore, Md. st ; 
Dear Frank: Thank you for your letter of June 30. Since the last commit- 
tee meeting Mr. Johnson’s statistical committee has met and concluded it had 
no objections to our tax subcommittee going to Washington. 
I am sure all of the members of the committee are aware of the danger 
should this suggestion be pressed too far and too fast. 
The meeting will be more exploratory than anything else, and the position 
of the business will be reviewed before the matter is carried any further. 
Yours very truly, 
J. RAYMOND Berry, General Counsel. 


Nores RE MEETING OF SUBCOMMITTEE OF LAWYERS, HELD IN GENERAL COUNSEL 
BERRY’S OFFICE ON JULY 11, 1955, at 11 a.m. 


Present: Messrs. J. Raymond Berry, Hugh Harbison, Special Counsel 
John Marsh, and Ray Hughes. 

In reviewing discussions had with Messrs. Levit and Brown, of the west coast, 
it was agreed that they thought more study had been given the matter here 
in the East; that Mr. Brown left it to Mr. Levit to sustain the proposed rule at 
the department level. Once sustained, however, then Mr. Brown started to 


The discussion then centered around the remarks made that they did not 
think they could allocate the cost of the rating bureau to the different lines 

ritten. 

oo Harbison thought a method for costing ratemaking expenses could be 
orked out. 

wit was noted that they produced for the committee of lawyers no information 

on any expense matter relied on to sustain the proposed rule. They indicated 

that the dwelling house class is bearing part of the schedule rating expense. 

Mr. Harbison thought this to be indefensible. It was felt that even of the 
rule was proper, it would have to lose and could not be sustained because of 
lack of cost statistics. 

It should be made clear to executives that they are making rules based on 
assumption. However, it must be supported and based on comprehensive cost 
accounting of expense. 

In connection with the proposed rule on partial subscribers, it was felt 
that any attempt to do what they are doing will invite litigation. Mr. Harbison 
agrees completely that hearings would be held, no matter what state is involved. 

Mr. Marsh observed that if they win the fight in department, other people are 
almost certain to take it to the court. 

We could become involved in outside litigation in a Sherman Act action or 
declaratory judgment action. It was believed the court would be slow to hear 
such a case until hearing was held by the insurance department. 

Mr. Harbison though that North America, anticipating possible loss of case, 
might try declaratory judgment action in Federal court. 

It was noted that if the bureau loses at department hearings, they retain the 
initiative, with rating bureau in a position to decide whether or not an appeal 
should be taken. 

Messrs. Brown and Levit have not reached decision on appeal under such 
circumstances. 

It was suggested that nonschedule rates do not now require action in concert. 
Years ago much reinsurance was placed at the agency level. It was important 
at that time, when a great many dwelling risks were reinsured, to have all com- 
panies in an agency charging the same rate on dwelling risks; otherwise, rein- 
surance at the agency level would have been almost impossible. Today, how- 
ever, little, if any, dwelling house business is reinsured at the agency level. 

Yesterday’s net retention of $2,500 has now increased until, in some cases, it 
may go as high as $250,000. 
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Discussion turned to insurance policies with indivisible premiums which cut 
across all lines of business. It was noted that the companies did this through 
a new rating bureau. The materials used by the new rating bureau were the 
statistics taken from the various rating bureaus. This material was confiscated 
by the new bureau. 

It was also mentioned that the Aetna had trouble finding domestic reinsurers 
for their new policy. 

It was stated that if the proposed rules were adopted by the bureau, there 
would be litigation for the following reasons: (1) North America do not give 
up easily; (2) there is enough weakness in the rules to invite litigation. 

It was noted that in small States they would have administrative trouble 
with multiple filing of rates. 

Mr. Harbison found some difficulty in seeing how multiple filings would create 
any more difficulty than multiple deviation. 

It was suggested that in California the department was presently checking al} 
companies to find if each company’s rates were not discriminatory; that is, 
that the company was not charging different rates for the same coverage. Mr, 
Harbison felt that a company could do that without being unfairly discrip. 
inatory. It was his thought that on a deviation basis you multiply work maybe 
a thousand times. 

The California law allows a company to charge 100 percent above mannal, 
It also provides that rate is too low only when several listed provisions are met, 

As far as discrimination is concerned, it was noted that rates could not be 
unfairly discriminatory. Mr. Harbison’s position was that there was a wide 
area of discretion on what is unfairly discriminatory. 

It was noted that the Insurance Co. of North America did not want to go 
the deviation route because it takes longer and also gives more opportunity for 
scrutiny by the department and the rating bureau. Outside the rating bureay 
North America can file new rates and the rating bureau has no right to appear 
in opposition. 

All agreed that it would be possible to get the law amended or obtain a volun- 
tary agreement by North America and Allstate to pay their fair share of rating 
costs. There appeared to be no question that a reasonable cost would be paid 
by independents as well as North America. 

Mr. Harbison, in commenting on a memorandum prepared on the subject, 
noted that the memorandum did not make reference to the statutes and that 
the statutes do not permit what is being proposed. He wanted executives in- 
formed that the rules are contrary to law. It was his thought that they should 
not follow this course of action, as the rules are in direct conflict with the laws 
of the States involved. He felt a reference along those lines qualified if neces- 
sary to at least some of the lawyers feeling that way. The question was raised 
as to how the views of the lawyers’ subcommittee should be presented to the 
North committee. 

After some discussion it was thought desirable that an oral report be made 
and, should members. of the North committee desire a written report, it might 
then be suggested that a written report would have to contain the foregoing 
reference which would be prejudicial to our case if the North committee sup- 
ported the proposed rules. 


JULY 12, 1955. 
Mr. Moses G. HUBBARD, 


General Counsel, The Commercial Travelers 
Mutual Accident Association, Utica, N.Y. 

DEAR MOSE: Thanks for your letter of June 30 and again congratulations on 
the courageous stand. 

I notice you are typically realistic about your chances upon appeal but I am 


Sure you will keep going. Please keep me posted all the way up to and through 
the circuit court. 


Kindest regards. 
Sincerely, 


J RAYMOND Berry, General Counsel. 


(Mail 


MINU’ 
THE 
Jou 


bh cut 


€ the 
cated 


urers 


there 
give 


ubles 
reate 


1g all 
it is, 


crim- 
laybe 


nual, 
met, 


wide 


0 go 
y for 
reau 
pear 


olun- 
iting 
paid 
ject, 
that 
S in- 


ould 
laws 


Lised 
» the 


nade 
light 
‘oing 
sup- 


S on 


am 
ugh 


el, 


RE RAEN ST TTA OT A A RN RR I RTS 


THE INSURANCE INDUSTRY 3705 


(Mailed July 21, 1955, to members special committee of chief executives; copies 
: to President Herd—J. R. Berry) 


MINUTES OF THE MEETING OF THE SPECIAL COMMITTEE OF CHIEF EXECUTIVES OF 
THE NATIONAL BOARD OF FIRE UNDERWRITERS, HELD IN THE BoarD Room, 85 
JoHN STREET, NEw YorK, JULY 13, 1955, aT 11 a.M. 


Present: Mr. John A. North, chairman, and Messrs. J. R. Berry, K. E. 
Black, J. C. Hullett, H. W. Miller, and Bruno C. Vitt. 
There were also present Special Counsel John B. Marsh and General Counsel 
. R. Berry. : 
. Ties of their inability to attend were at hand from Messrs. K. B. Hatch 
and §. Dwight Parker. Mr. John R. Cooney was unable to be present or 


represented. 
MINUTES OF LAST MEETING 


At the request of the chairman, the general manager read the minutes of the 
last meeting of this special committee. 


PACIFIC FIRE RATING BUREAU 


Chairman North reviewed subsequent conversations with Mr. James F. Crafts 
of the fireman’s fund in San Francisco and conferences held in New York with 
Messrs. Levit and Brown, counsel for the Pacific Fire Rating Bureau. He ad- 
vised that the Pacific Fire Rating Bureau was awaiting a report from this 
committee since at its meeting on June 27 it postponed action on the proposed 
changes in rules pending such advices. 

Special Counsel Marsh reported on his review of the matter, mentioning 
that there develops two types of questions to be resolved ; i.e., legal and business. 
It had developed from conversations with Messrs. Levit and Brown that the 
Pacific Fire Rating Bureau recommends undertaking the changes in rules of the 
rating bureaus in the States of Arizona, Utah, and Nevada as a first step rather 
than attempt the change in all States and territories served by that bureau. 

Following full discussion, on motion of Mr. Black, seconded by Mr. Hullett, 
it was voted unanimously that this special committee would not oppose the pro- 
posal to amend bureau rules in line with drafts heretofore sent companies 
provided amended rules are specifically not effective in any State unless and 
until approved by appropriate regulatory authority of said State. 

It was the view of the committee that the chairman and general counsel 
transmit these advices to the Pacific Fire Rating Bureau. 

Nore.—Mr. Hullett telephoned corrections. Chairman North approved. July 
22, 1955. 

NEW YORK FIRE INSURANCE RATING ORGANIZATION 


There was discussion of the reported appeal to the Supreme Court of the 
United States on behalf of the New York Fire Insurance Rating Organization 
on the question of right of ownership of the product of the rating bureau's 
work. Mr. Berry stated it was hoped that special counsel would advise as to the 
effect such appeal might have on the overall program and that the New York 
Fire Insurance Rating Organization had still preserved the right to withdraw 
the appeal. 

It was the unanimous view that special counsel review the New York situa- 
tion and the proposed appeal to the Supreme Court. 


GENERAL 


The chairman presented for consideration the question of informing the 
advisory organizations and rating bureaus of the decision relative to the pro- 
posed change in rules of the Pacific Fire Rating Bureau. It was the unanimous 
view that no action be taken on this proposal. 

It was the consensus that the chairman, general counsel, and special counsel 
work out a bulletin to advisory organizations and rating organizations, advising 
those organizations of this committee’s study and asking for any studies made 
by those organizations and any proposed amendments to constitutions and bylaws 
of those organizations made as a result of those studies. 
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ADJOURN MENT 


The meeting adjourned at 12: 35 p.m. 
L. A. VINCENT, Secretary, 


[Corrected copy] 


MINUTES OF THE MEETING OF THE SPECIAL COMMITTEE OF CHIEF ExEcuriygs 
OF THE NATIONAL BoarD OF FIRE UNDERWRITERS HELD IN THE Boarp Rooy | 
85 JoHN STREET, NEW YorK, JULY 13, 1955, aT 11 A.M. ; 


Present: Mr. John A. North, chairman, and Messrs. J. R. Barry, K. B, Black, 
J.C. Hullett, H. W. Miller, and Bruno C. Vitt. 

There were also present Special Counsel John B. Marsh and General Couns 
J. R. Berry. 

Advices of their inability to attend were at hand from Messrs K. B. Hatch 
and S. Dwight Parker. Mr. John R. Cooney was unable to be present o& 
represented. 


At the request of the chairman, the general manager read the minutes of 
the last meeting of this special committee. 


MINUTES OF LAST MEETING | 
PACIFIC FIRE RATING BUREAU ! 


Chairman North reviewed subsequent conversations with Mr. James F. Crafts | 
of the fireman’s fund in San Francisco and conferences held in New York with 
Messrs, Levit and Brown, counsel for the Pacific Fire Rating Bureau. He ad. 
vised that the Pacific Fire Rating Bureau was awaiting a report from this cop. 
mittee since at its meeting on June 27 it posponed action on the proposed | 
changes in rules pending such advices, 

Special Counsel Marsh reported on his review of the matter, mentioning that | 
there develops two types of questions to be resolved; i.e., legal and business, 
It had developed from conversations with Messrs. Levit and Brown that the 
Pacific Fire Rating Bureau recommends undertaking the changes in rules of the | 
rating bureaus in the States of Arizona, Utah, and Nevada as a first step rather | 
than attempt the change in all States and territories served by that Bureau, 

Following full discussion, on motion of Mr. Black, seconded by Mr. Hullett, it 
was voted unanimously that this special committee would not oppose the pro- 
posal to amend bureau rules in line with drafts heretofore sent companies 
provided amended rules are specifically not effective in any State unless and 
until approved by appropriate regulatory authority of said State. 

It was the view of the committee that the chairman and general counsel trans- 
mit these advices to the Pacific Fire Rating Bureau. 


NEW YORK FIRE INSURANCE RATING ORGANIZATION 


There was discussion of the reported appeal to the Supreme Court of the 
United States on behalf of the New York Fire Insurance Rating Organization on 
the question of right of ownership of the product of the rating bureau’s work. 
Mr. Barry stated it was hoped that special counsel would advise as to the effect 
such appeal might have on the overall program and that the New York Fire 
Insurance Rating Organization had still preserved the right to withdraw the 
appeal. 

It was the unanimous view that special counsel review the New York situation 
and the proposed appeal to the Supreme Court. 


GENERAL 


The chairman presented for consideration the question of informing the 
advisory organizations and rating bureaus of the decision relative to the pro 
posed change in rules of the Pacific Fire Rating Bureau. It was the unani- 
mous view that no action be taken on this proposal. 

It was the consensus that the chairman, general counsel and special counsel 


work out a bulletin to advisory organizations and rating organizations, advis- | 


ing those organizations of this committee’s study and asking for any studies 
made by those organizations and any proposed amendments to constitutions and 
bylaws of those organizations made as a result of those studies. 
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ADJOURN MENT 


The meeting adjourned at 12:35 p.m. 
L. A. VINCENT, Secretary. 


Avueust 11, 1955. 
Mr. Berry : Mr. Vincent wanted your attention called to the changes in attached 
minutes—and why. You have received corrected copies. 
I. DR 
Noted: J. R. Berry. 


INSURANCE Co. OF NorTH AMERICA, 
July 18, 1955. 
Constitution and Bylaws, Arkansas Inspection and Rating Bureau. 
Mr. WALTER PLANGMAN, 
Manager, Arkansas Inspection and Rating Bureau, 
Little Rock, Ark. 

Deak Mr. PLANGMAN: This will acknowledge your letter of June 24, 1955, 
enclosing copies of the revised constitution and bylaws of the Arkansas Inspec- 
tion and Rating Bureau. We enclose two copies for each the Insurance Co. 
of North America and the Philadelphia Fire & Marine Insurance Co. which we 
have executed, as requested, subject to the following conditions and under- 

andings : 
owe nave taken this occasion to reexamine the provisions of the constitution. 
We note that article XI provides that any insurer upon signing the constitution 
agrees to be bound by all of the provisions thereof, and by all bylaws, rules, forms, 
and regulations made in pursuance thereof, subject to its statutory rights with 
respect to the filing of deviation. We do not know what interpretation has been 
put upon this article, but we are concerned that it might be construed to limit 
lawful independent action as to rates and forms other than the right of deviation. 

We wish to state our position with respect to any agreement or obligation of 
subseribership in the bureau, either stated or inferred. 

We cannot recognize as valid any agreement or obligation which abridges our 
legal rights in the conduct of our business, including the types of policies we 
issue and the rates, endorsements, and forms used in connection therewith. By 
legal rights we mean not only those conferred upon us specifically by law, but 
also those inherent in the absence of specific law. 

In our view, the bureau is without the power to force a subscriber to forego 
any of its charter rights which it is licensed to exercise in the State of Arkansas. 

Any such attempt to restrict a company’s legal rights of initiative and inno- 
vation in the public interst is coercive and in conflict with the Federal antitrust 
laws. Only the duly constituted public supervisory officials of the State of 
Arkansas are invested with supervisory powers. 

A provision identical to article XI of the constitution of the Arkansas Inspec- 
tion and Rating Bureau is contained in the constitution of the Maryland Rating 
Bureau, and after hearing it was held by the insurance commissioner of Mary- 
land, in an order issued in May 1946, to be subject to the condition “that no 
insurer by becoming a member or subscriber to the Maryland Rating Bureau 
impairs or surrenders any of its rights which exist under the laws of the State 
of Maryland.” 

To the extent that the constitution of the bureau requires uniformity of prac- 
tices by all member and subscriber companies based upon majority vote, and 
limits lawful freedom of action by the minority members or by subscribers, we 
cannot be bound by its provisions. Insofar as the constitution and bylaws are 
in conformity with law, of course, we will consider ourselves bound by their 
terms. It is upon these conditions and understandings that we have executed 
the enclosed copies of the constitution and bylaws. 

Yours very truly, 
INSURANCE Co. OF NoRTH AMERICA, 
PHILADELPHIA Fire & MARINE INSURANCE Co., 
R. H. Pererisu, Assistant Vice President. 
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JULY 18, 1955, 
Subscribership application—Allstate Insurance Co. 
Hon. Leo O’CoNNELL, 
Commissioner, Department of Insurance, 
Boise, Idaho. 


DEAR COMMISSIONER O’CONNELL: I have your letter of June 22, 1955, in whic 
you request certain information upon the subject in caption. 

The bureau agrees that under its rules any insurer is eligible to obtain jt, 
examining services in an independent unit, at an assessment rate of 40 percent of 
the rate charged to members and full subscribers. 

However, section 2 of article II of our bylaws, which deals with the classe o 
subscribership and which we believe to be fully and fairly in conformance with 
section 41-2102 of the Idaho Code, defines that type of subscripership as follows: 

“(b) Any insurance company * * * who shall desire to utilize the examining 
service only of the association * * *” 

It is our position that Allstate does not qualify and cannot establish eligibility 
for an examining service subscribership because it is using and intends tp 
continue using other services and work products of the bureau. 

The manuals of Allstate contain its rules for writing Idaho business and the 
trates applicable thereto. 

Pages TL-1 through TL-14 contain a list of Idaho cities, towns, communities, 
and fire districts, segregated by counties, which indicate the protection class for 
each location together with certain code numbers. We have been informed by 
representative of Allstate that this information was taken from the bureau publ. 
cation “Classification—Idaho.” We have also been informed that this insurer 
intends to follow, by modifying its town classes and rates, any revisions which 
the bureau might make in the future in the said publication. 

Pages RA-1 through RA-5 provide certain rating information together with 
two tables indicating net rates, according to class of construction, protection, and 
occupancy, for writing $1,000 units of protection for a period of 1 year. We have 
been informed by a representative of Allstate that the rates in these tables were 





| 
| 


arrived at by applying a certain formula to the basic rates listed in “Classifica | 
tion—Idaho” and that changes in basic rates in this publication would be | 


followed by this insurer. 
JULY 18, 1955. 

Hon. LEE O’CONNELL, 
Commissioner, Department of Insurance, 
Boise, Idaho. 

This grading and rating information published by the bureau has been assen- 
bled through the years at considerable expense, defrayed by our members and 
subscribers; and is kept up to date in the same way. It is our position that 


these work products of the bureau are and should be available only to members 


and subscribers who are willing to pay for them. 


Our position in this regard has been generally accepted. As an example, we | 


may cite the subscribership of a company which writes only habitational risks 


' 
' 
' 


and auxiliary structures in Idaho, uses our town class information for under. | 


writing and commission purposes, but deviates 15 percent from the rates pub 
lished in “Classification—Idaho.” This company has always acknowledged the 
use of our engineering, rating, and examining services, and pays 100 percent 
assessments based upon premiums adjusted to bureau rate levels. We submit 


that publication of a rule, town class, and rate manual by Allstate, based upon | 


the bureau’s classification, less what would amount to a deviation, certainly 
should not entitle that insurer to a lower rate of assessment than is paid by the 
subscriber referred to above. 

We believe that it would have been entirely proper, under the circumstances, 
for the bureau to have simply rejected the Allstate application for partial 
examining) subscribership. The evidence available establishes that Allstate is 
not and does not intend to utilize only the examining service of the bureau; and, 
therefore, Allstate is ineligible for the subscribership applied for. 

We felt that this course would have caused more difficulty to Allstate than the 


: 


one we pursued, namely, to treat the application as one for full subscribership. | 


In this way, the applicant has received and will continue to receive such bureal 


services as it may require (without limitation so far as we are concerned), and | 


the only question at issue is one of the propriety of our assessment. 
We trust that after consideration of all the facts you will agree that our 
position is fully justified. 
Yours very truly, 
—_— ——, Manger. 


—_—— 
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State 
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Alabama-.-.---------- 
Arizona 
Arkansas...---------- 


California. ---------- 
Colorado-------------| 
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Organization replying 


South Eastern Underwriters Association_ 

(No inquiry made)_. 

Arkansas Inspection and Rating Bureau.| 

MeMillen, Teague and Coates___- 

(No inquiry made) _. 

Mountain States Inspection Bure aul 

New England Fire Insurance Rating 
Association. | 

Middle Department Association of Fire 
Underwriters. 

Insurance Rating Bureau of District of 
Columbia.3 

South Eastern Underwriters Association 
.do - 

Idaho Surveying and Rating Bureau_.- 

Cook County Inspection Bureau_. | 

Illinois Inspection Bureau... 

Indiana Rating Bureau__- 

Iowa Inspection Bureau_-____-- 

Kansas Inspection Bureau___- 

Kentucky Inspection Bureau____--_-- 

Louisiana Rating and Fire Prevention | 
Bureau. 

New England Fire Insurance Rating 
Association. 
Maryland Fire 

Bureau, 
New England Fire Insurance Rating 
Association. 
Michigan Inspection Bureau_-_-_- 
Fire Underwriters Inspection Bureau_-_-_-| 
Mississippi State Rating Bureau_-------- | 
Missouri Inspection Bureau 
Le sf | ae ee 
Nebraska Inspection Bureau_-_-....-.-.-- 
(No inquiry made) - | 
New Hampshire Board of Underwriters... 
Fire Insurance Rating Organization of 





Underwriters Rating 





New Jersey. 

Mountain States Inspection Bureau 

(No inquiry made) ..--.--...----- 

North Carolina Fire Insurance Rating 
Bureau. 

Fire Underwriters Inspection Bureau... 

Ohio Inspection Bureau._......--..-.-.- 

Oklahoma Inspection Bureau 

Sy”). 

Middle Department Association of Fire 
Underwriters. 

New England Fire Insurance Rating 
Association. 

South Eastern Underwriters Associa- 
tion. 

Fire Underwriters Inspection Bureau... 

Tennessee Inspection Bureau 

(State made rates) § 

Ce My MANS) was 5 ks oes onc echsese 

New England Fire Insurance Rating 
Association. 

Virginia Insurance Rating Bureau 9__-__- 

Washington Surveying & Rating Bu- 
reau,!0 

West Virginia Inspection Bureau 

Fire Insurance Rating Bureau ----_------ 

Mountain States Inspection Bureau 
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' See letter Aug. 15, 1955. 
* Voluminous file, letter Aug. 2, 1955. 
3 Membership in ‘burean is mandatory, no subscribers. 


4 See letter July 18, 
5 Letter Aug. 5. 


1955. 


6 Membership i in bureau is mandatory. 
7 Voluminous file, letter Aug. 2. 


§ State made rates. 


’ ‘Membership in Bureau is mandatory. 
10 Law does not permit partial subscribership 


0 Letter Apr. 15, 1953. 
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PAcIFIC FirE RATING Bureav, 
San Francisco, July 26, 1955. 
Hon. Paut A. HAMMEL, 
Insurance Commissioner, Carson City, Nev. 


Dear Str: Enclosed you will find a certified copy of resolution adopted py 
the governing committee of the Pacific Fire Rating Bureau on July 21, 1955, 

You will note that by this resolution there have been adopted, subject to you 
approval, the following: 

(1) A new rule relating to partial subscribership to be numbered general 
tule VII. (Present general rule VII relating to “Amendments” is to be re 
numbered VIII.) 

(2) A declaration of general policy relating to partial subscribership. 

(3) An amended rule relating to assessments; this being an amendment of 
operating rule IT. 

As you are aware, section 121E of the general insurance law of Nevada, 
provides: 

(2) Subject to rules and regulations which have been approved by the 
commissioner as reasonable, each rating organization shall permit any insurer, 
not a member, to be a subscriber to its rating services for any kind of ingy,. 
ance, subdivision, or class of risk or a part or combination thereof for which it js 
authorized to act as a rating organization. Notice of proposed changes in sneh 
rules and regulations shall be given to subscribers * * *.” 

Notice of the foregoing proposed changes was given to all members and sub. 
scribers of the bureau under date of March 4, 1955. 

The proposed changes are hereby submitted to you for your approval. 

It is anticipated that there will be objection to some or all of the proposed 
changes by some members or subscribers, and for this reason you may wish to 
hold a public hearing with respect to the proposed changes before acting upon 
them. 

Your attention and usual courteous consideration will be appreciated, 

Yours very truly, 
F. H. Hawkins, Evecutive Secretary, 


JULY 29, 1955, 
Mr. KENT H. PARKER, 
Manager, Western Actuarial Bureau, 
Chicago, Ill. 


DEAR Kent: At the direction of the special committee of chief executives ] 
have sent the enclosed letter to each of the rating bureaus of the United States. 
Needless to say, if the Western Actuarial Bureau has made any studies or 
changes, we would appreciate having copies of them. 
Yours very truly, 








General Counsel, 


(STENT A TT TTT ERT RRNA = N= Ne RS EST 


EE 


At its January meeting the laws committee referred to its subcommittee of 


lawyers the following two recommendations contained in letter of January 14, 
1954, from the Eastern Underwriters Association : 

1. “* * * study, on a national plane, be made of the rating law provisions with 
respect to the rights of subscribers versus members of a rating organization. 

2. “* * * study, on a national plane, be made of the possible effect of the 
application of Fair Trade Practices Act to partial withdrawal from full sub- 
scribership.” 


rape 


The subcommittee has used for its study the New York rating law and the 


all-industry fire, marine, and inland marine rate regulatory bill. 
The all-industry bill provides: 
“Subject to rules and regulations which have heen approved by the commis 


sioners as reasonable, each rating organization shall permit anv insurer, nota | 


member, to be a subscriber to its rating service for any kind of insurance, sub 
division, or class of risk or a part or combination thereof for which it is author- 
ized to act as a rating organization” [sec. 6(b) ]. 

The New York rating law provides: 


“Bach rating organization * * * shall subject to reasonable rules and regula | 


tions, permit any authorized insurer, not admitted to membership, to become & 
subscriber to its rating services * * * for any kind of insurance or subdivision 
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or class of risk or a part or combination thereof written by fire or marine in- 
surers or for such other insurers for which it is authorized to act as a rating 
organization” [sec. 181(4) ]. 

The all-industry bill further provides: 

“The information furnished in support of a filing may include * * *; (3) the 
experience of other insurers or rating organizations; (4) any other relevant 
factors. A filing and any supporting information shall be open to public inspec- 
tion after the filing becomes effective” [sec. 4(a) ]. 

Identical language is found in the New York rating law [sec. 184(4) ]. 

The all-industry bill further provides: 

“The commissioner shall promulgate reasonable rates and statistical plans * * * 
which shall be used thereafter by each insurer in the recording and reporting 
of its loss and countrywide expense experience * * *. The commissioner may 
designate one or more rating organizations or other agencies to assist him in 
gathering such experience and making compilation thereof, and such compila- 
tions shall be made available, subject to reasonable rules promulgated by the 
commissioners, to insurers and rating organizations” [sec. 13]. 

The New York rating law requires each insurer to file annually— 

«* * * statistical report showing a classification schedule of its premiums and 
losses * * * and such other information as the superintendent may deem neces- 
sary or expedient * * *. Such statistical reports shall be consolidated in ac- 
cordance with regulations prescribed by the superintendent. Such consolida- 
tions shall be made available, subject to reasonable rules promulgated by the 
superintendent, to insurers and rating organizations” [sec. 183(5) ]. 

Your subcommittee is of the opinion that— 

1. New York’s rating law as applicable to insurance, written by fire insurers 
and the all-industry fire, marine and inland marine rate regulatory bill, recog- 
nizes the right of partial subscribership by requiring ratinng organizations to 
permit a nonmember to become a subscriber to the rating organization's services 
for any kind of insurance, subdivision, or class or risk or a part or combination 
thereof. 

2. The right of partial subscribership is accorded whether or not the insurer 
has previously been a member, or is eligible for membership, or has been a full 
or partial subscriber. 

8. Such right of subscribership (full or partial) may be subject to reasonable 
rules and regulations adopted by the rating organization, but such rules and 
regulations may not be in derogation of the right referred to in 1 and 2 above. 

4. As a condition of partial subscribership, the insurer may be subjected to a 
fair assessment for its use of the rating plans and services of the rating organi- 
zation with respect to any kind of insurance, subdivision, or class of risk, or a 
part or combination thereof, for which said insurer is not a subscriber. 

5. With reference to proceedings to enjoin under fair trade statutes (State or 
Federal) against an insurer, partial subscriber, using filed rating organization 
material to support a filing of such insurer for classes as to which it is not a 
subscriber, none of the 11 lawyers present, with 2 exceptions, was willing to give 
me his opinion that such a course had an even chance of ultimate success. 


JULY 29, 1955. 
Mr. WALTER PLANGMAN, 
Director, Arkansas Inspection & Rating Bureau, 
Little Rock, Ark. 

Deak Mr. PLANGMAN: A special committee of chief executives (of which the 
writer is chairman), acting under authorization from the executive committee 
of the National Board of Fire Underwriters, has been studying the problems 
growing out of partial subscribership in rating bureaus. This committee is 
concerned with the impact of subsequent developments in our business origi- 
nating with partial subscribership which affect accuracy of experience data, 
the basis of assessments, and other related matters. 

It would be helpful to the committee in its study if you would furnish this 
committee with three copies of (1) any studies it has made on this subject, 
(2) any changes in its constitution, bylaws, or rules affecting this subject 
which have been made by your governing board within the past year. Also, 
if any are contemplated, the committee would appreciate advices as to what 
changes are being worked on and the purposes therefor. 

This information would aid the committee in its study considerably. 

Sincerely yours, 


JOHN A. NorTH. 
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NorTH CAROLINA FIRE INSURANCE RATING Burg, 


Raleigh, N.C., August 1, 1955, 
Mr. Joun A. NORTH, 


Chairman, Special Committee of Chief Executives, 
The National Board of Fire Underwriters, New York, N.Y. 


Dear Mr. Nortu: Replying to your letter of July 29, the question of partig 
subscribership is not a problem, so far as this bureau is concerned. Under the 
laws of this State, membership in this bureau is a prerequisite to licengj 
for those companies which write coverages over which this bureau has juris. 
diction. 

As a consequence we have made no studies of this subject and ao not eg. 
template any changes in the constitution and bylaws. 

Yours very truly, 


W. S. Brzzeci, Manager. 


MISSISSIPPI STATE RATING BUREAU, 
Jackson, Miss., August 1, 1955. 
Re partial subscribership in rating bureaus. 

Mr. Joun A. NortTH, 

Care of the National Board of Fire Underwriters, 
New York, N.Y. 

Dear Mr. Nortu: In answer to your letter of July 29, we have not made any 
studies of the above subject and no change in our constitution or bylaws js 
contemplated relating to this subject. 

A change in our statutes 6 or 8 years ago stated in effect that any company 
or group of companies engaged in the business of insuring special types or clagges 
of risks in connection with an inspection or engineering service could file its 
rates and schedules applicable to such risks directly with the insurance cop. 
mission. 

It was, as a result of this change, that the Factory Insurance Association was 
permitted to file their special rating schedule for highly protected risks and 
under the same provision three or four mutual and reciprocal companies filed 


special schedules for the rating of special classes such as woodworking risks, | 


milling risks, ice plants and the like and the companies filing these special 
schedules were permitted subscribership in the bureau for all classes of property 


any ae RERIRRERNNNERE RE SHE =m 


2 ae 


except those on which they were supplying special engineering and inspection 
service and on which special schedules had been filed directly with the con- 


mission. 


While this no doubt constitutes partial subscribership, it does not appear to 
differ from the highly protected risks rating plan since it has been my in- 
pression that the FIA and the participating companies do not pay bureau assess 
ment on premiums handled through that organization. 

In this connection, it would appear that any fire company writing inland 
marine insurance is a partial subscriber since on a number of lines the fire 
rate is used as a basis for calculating the inland marine rate and the various 
bureaus furnish the fire rates to inland marine departments but receive no as 
sessment for this service. 

3est regards. 
Sincerely yours, 


F. JULIAN CARROLL, Manager. 


TROUTMAN, SAMS, SCHRODER & LOCKERMAN, 
Atlanta, August 1, 1955. 
Re partial subscriberships in SEUA territory. 

Mr. W. W. SAMPSON, 

Manager, South-Eastern Underwriters Association, 
Post Office Bow 5048, 

Atlanta, Ga. 


Dear Bit: Mr. North, in his letter to you of July 26, said he would like to 
have my opinion as to the effect of the present regulatory acts in the territory 
of the SEUA as regards the right of partial subscriberships. 

As you know, this is a question which has given us concern and which we 
have studied from time to time in the past 2 years. The conclusions which I 
have reached and which still represent my views, are as follows: 
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(1) In Georgia and South Carolina, a company, if it wishes, may subscribe 
all or part only of the SEUA services. This right is granted by statute. In 
~ ner the State of Alabama, nor the State of Florida statutes is there any pro- 
ae : ranting this right, but it may be that the right has been established by 
eal of conduct on the part of the departments, the SEUA, and the com- 


ies. : . : 
(2) A company which has been a subscriber for a particular class, but has 


withdrawn its subscribership for that class, is not entitled to utilize the work of 
the association for = own Sees eee even though such work were ac- 
rior to the company’s withdrawal. 

eae are no statutory provisions in the laws of Georgia, Alabama, Flor- 
jda, and South Carolina governing the basis of charges existing between mem- 
pers, subscribers and partial subscribers. It is to be presumed that the insur- 
ance departments would prohibit any unreasonable discrimination against sub- 
seribers whether full or partial. ; ; 

The constitution and bylaws of the SEUA do not contemplate subscribers for 
a part only of the association’s services and no provision is made for any re- 
duction in assessment in the event a subscriber uses only a part of that to 
which it is entitled. I think the association must be governed, however, by 
the statutory requirements of the rating laws and in view of the conclusions 
set out, it is my view that a subscriber may subscribe for a part only of the 
association’s services for Georgia and South Carolina. Whether this right exists 
also for Alabama and Florida would depend on the actual facts with reference 
to the treatment of partial subscriberships by the association, the departments, 
and the companies for those States. It is my information that while the recog- 
nition of partial subscriberships in those States has been small, nevertheless it 
has been sufficient to establish something of a precedent. 

For the benefit of Mr. North and his committee, I enclose a brief memorandum 
as to the applicable statutes of the four States in which we have bureaus dealing 
with the question of partial subscriberships. 

I made the suggestion, at one time, that perhaps this matter could be brought 
to a head by proposing an amendment to our constitution and bylaws which 
would prohibit limited or partial subscriberships on the ground that it consti- 
tuted an unfair advantage to partial subscribers and there was no reasonable 
basis for requiring members and full subscribers to support an organization and 
to permit a competitor to obtain an unfair advantage through a partial sub- 
scribership. If such an amendment were adopted undoubtedly there would be a 
complaint made to the respective insurance departments and in all probability 
litigation would follow. Approval by the insurance departments would, to a 
large extent, depend upon the construction of the law and the showing made as 
to why there was a reasonable basis for prohibiting partial subscriberships. 
It was decided that no such action should be taken. 

I have advised the association, as you know, that if they felt it desirable to 
do so, there was no reason why they should not insist upon full assessments 
from partial subscribers. Certainly our constitution and bylaws do not now pro- 
vide for any reduction in such assessments for partial subscribers. I have used 
the analogy of a club which offers golf, tennis, and social facilities, where the 
club dues are the same for all members and no concession is made because a 
member does not, for example, use the golfing facilities. 

If concessions in the basis of assessments are to be made, I should think this 
would have to be a matter left to the judgment of the executive committee or 
the office committee, and worked out by negotiation and agreement in the differ- 
ent cases as they arise. As you know we have not only the problem of the 
Insurance Co. of North America and the MPIRO companies, but a question is 
presented by our dwelling forms, which now include casualty covers as well as 
fire and allied line covers, as to what part of the total premium is to be 
included. 

After Mr. North has reviewed this letter, there may be further information 


he desires, or further questions which he wishes to ask, so I know he will feel 
free to call on me. 


With best wishes. 
Very sincerely yours, 
Rosert S. Sams. 
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Nores AS TO STATUTES IN SOUTH-EASTERN UNDERWRITERS ASSOCIATION Stares 
WitH REFERENCE TO PARTIAL SUBSCRIBERSHIPS 


The provisions of the Georgia and South Carolina laws are identical; to wy. 

“Subject to rules and regulations which have been approved by the com. 
missioner as reasonable, each rating organization shall permit any insurer, not 
a member, to be a subscriber to its rating services for any kind of insuray 


subdivision or class of risk, or a part or combination therefor for which it ig i 


authorized to act as a rating organization.” (Georgia Code, sec. 56-2106 (b): 
South Carolina Code, sec. 8108-5(b).) 


' 
| 
A rating organization may be licensed: “* * * for such kinds of insurance | 


or subdivision or class of risk or a part or combination thereof as are spec 


in its application * * *.” (Georgia Code, sec. 56-2106(a) ; South Carolina God. 
sec. 8108-5 (a).) ; 


“Every rating organization shall report the names of both members and gyp. 
scribers and shall make reasonable provision in its bylaws, rules, constitution, 
or otherwise, to permit any insurer engaged in the kind of insurance for Which 
ratemaking is done by such rating organization, to become a member or gyp. 
scriber thereof, upon application therefor by such insurer.” 

The following sections from the Florida statute are also of interest ag tp 
the right of an insurer to use rates of a rating system of which it is not, 
member : 


Section 629.05: “No insurer shall use rates or rating systems made by a rating 


organization of which it is not a member or subscriber or by another insurer” | 


Section 629.16: “No insurer shall after expulsion or withdrawal from » 
rating organization, use any rate or any rating system, made by such rating 
organization during the period that such expulsion or withdrawal continues” 
Alabama Fire Insurance Regulatory Act, section 5 states: 

“Every rating organization shall make reasonable provision in its bylaws, 
rules, constitution, or otherwise, to permit any insurer engaged in the kind of 
insurance for which ratemaking is done by such rating organization, to become 
a member or subscriber hereof, upon application therefor by such insurer. Ap 
insurer may be a member of or a subscriber to more than one rating organiza. 


tion but not for the purpose of rating the same risk. No insurer shall use any | 


rate or rating system made by a rating organization of which it is not a member 
or subscriber or by another insurer. No rating organization shall discriminate 
unfairly between insurers in the condition imposed for admission as subscribers, 
or in the services rendered to either members or subscribers. The refusal of any 
rating organization to admit an insurer as a subscriber shall, at the request of 
such insurer, be reviewed by the supervisor at a hearing held upon at least 10 
days’ notice to such rating organization and such insurer. If the supervisor 
shall find that the insurer has been refused admittance to such rating organiza- 
tion as a subscriber without justification, he shall make an order directing such 
rating organization to admit such insurer as a subscriber. If he shall find 
that the action of the rating organization in refusing admittance to an insurer 
as a subscriber is justified, he shall make an order affirming its action.” 


SoutH-EASTERN UNDERWRITERS ASSOCIATION, 
Atlanta, Ga., August 1, 1955. 
Partial subscribership assessments. 
Mr. J. RAYMOND Berry, 
General Counsel, the National Board of Fire Underwriters, 
New York, N.Y. 


Dear Ray: We have your letter of July 29 with specimen copy of letter 
sent to each of the rating bureaus of the United States. 
Inasmuch as all matters pertaining to the subjects for Alabama, Florida, 


Georgia, and South Carolina, and the sprinklered-risk rating bureau in Virginia, 
are handled from this office, you may understand we will speak for these | 


bureaus as comprising our territory. 
By reason of recent correspondence with Mr. North, chairman of your com 


mittee, and at the same time president of this association, we have these sub- | 


jects before counsel, Mr. Robert S. Sams, for study and opinions. 


t 
| 
Florida Code section 629.05 states: 
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We shall be glad to communicate any suggestions or ideas we might have to 
our committee. 
With kindest regards. 
Sincerely yours, 
W. W. SaMpson, Manager. 


THE PHOENIX INSURANCE Co., 
August 2, 1955. 
Mr. R. M. Beck WITH, 
Manager and Secretary, 
Inter-Regional Insurance Conference, 
New York, N.Y. 

Dear Roy: It has come to me secondhand that the Western Underwriters Asso- 
ciation have made inquiry of the Inter-Regional Insurance Conference on the sub- 
ject of partial subscribership in rating bureaus. I am not sure that this has 
been done because it did not come directly to me. As you know, I am chairman 
of a special committee of the national board that is dealing with this subject 
on a nationwide basis, and we have retained special counsel for our assistance 
pecause of the many legal implications. It would seem unfortunate to have the 
matter considered by too many different groups, and at least at the level of the 
chief executives we think it should be channeled through one committee. 

I know your executive committee would approve of this action, and thus, if 
the matter has been referred to you by the Western Underwriters Association, I 
would assume that you would promptly refer it to J. Raymond Berry, general 
counsel of the national board, who acts as a clearinghouse for our committee of 
chief executives. 

Incidentally, a communication is being sent to the advisory organizations and 
rating bureaus requesting them to inform our committee of any changes in their 
constitution and bylaws or contemplated changes in the same which would have 
a bearing on this subject. This will undoubtedly alert such organizations to the 
fact that there is such a committee considering partial subscribership, assess- 
ments, etc. 

Yours very truly, 
JOHN A. NortH, President. 


(This copy is respectfully referred for information of Mr. J. Raymond Berry, 
general counsel, with copy of correspondence and information from Mr. 
Sams) 

SouTH-EASTERN UNDERWRITERS ASSOCIATION, 
Atlanta, Ga., August 2, 1955. 

Partial subscriberships in South-Eastern Underwriters Association territory. 

Mr. JoHN A. NorTH, 

President, South-Eastern Underwriters Association, 

Hartford, Conn. 


DearR JoHN: On the question of applicable law we enclose copy of letter we 
have from Mr. Sams, giving this information along with certain opinions related 
to the subject. 

Best regards. 

Sincerely yours, 
W. W. Sampson, Manager. 


SouTH-EASTERN UNDERWRITERS ASSOCIATION, 
Atlanta, Ga., August 1, 1955. 
Partial subscribership assessments. 
Mr. J. RayMonp Berry, 
General Counsel, The National Board of Fire Underwriters, 
New York, N.Y. 


Dear Ray: We have your letter of July 29 with specimen copy of letter sent to 
each of the rating bureaus of the United States. 

Inasmuch as all matters pertaining to the subjects for Alabama, Florida, 
Georgia, and South Carolina, and the sprinklered risk rating bureau in Virginia, 
are handled from this office you may understand we will speak for these bureaus 
as comprising our territory. 
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By reason of recent correspondence with Mr. North, chairman of your gop. 
mittee and at the same time president of this association, we have these Subjects 
before counsel, Mr. Robert S. Sams, for study and opinions. 

We shall be glad to communicate any suggestions or ideas we might have tp 
your committee. 

With kindest regards. 

Sincerely yours, 
W. W. Sampson. Manager. 


Crum & Forster or Groreta, 
Atlanta, August 16, 1955, 


Partial subscriberships in South-Eastern Underwriters Association territory 
your letter of the eighth. 


Mr. W. W. SAMPSON, 
Manager, South-Eastern Underwriters Association, Atlanta, Ga. 

Dear BILL: In paragraph 3, on page 3, you say, “unless authorized, no member 
or subscriber shall use any * * *”, etc. Shouldn’t this be “no ex-member o, 
subscriber”? 

In the proposed revision of bylaws, paragraph A makes a service charge on fyjj 
premiums less such credit as the executive committee determines proper, Par. 
graph D sets the charge on a set basis. It seems to me it would be better for 
B to have the same treatment as A. 

Another thing: paragraph B makes the amount of assessment subject t 
negotiation. I should think it would be better for the executive committee tp 
determine a charge less some formula for credits and leave no opportunity for 
negotiation. Of course, the charge would have to be reasonable. 

The proposed revision refers to “fire and allied lines” and “any special or 
multiple lines or forms.” I am wondering if this is sufficiently inclusive and jf 
we couldn’t find an expression that would be less likely to open up controversy. 


nn. eer 


——— 


It seems to me, the association’s assessment should include some charge for | 
intangible work such as municipal fire protection engineering and public relg. | 


tions. In many cases our sprinklered inspection service would, for example, be 
helpful to a company writing a manufacturers output policy. 

I am attaching rough draft of the revision that might take care of the points 
brought out. If you think any of my ideas meritorious, you might discuss then 
with Mr. Sams. 

Yours very truly, 
H. F. Hines, Manager. 


TROUTMAN, SAMS, SCHRODER & LOCKERMAN, 
Atlanta, August 1, 1955. 
Re partial subscriberships in South-Eastern Underwriters Association territory, 
Mr. W. W. SAMPSON, 
Manager, South-Eastern Underwriters Association, Atlanta, Ga. 


DEAR BILL: Mr. North, in his letter to you of July 26, said he would like to 


have my opinion as to the effect of the present regulatory acts in the territory 
of the South-Eastern Underwriters Association as regards the right of partial 
subscriberships. 

As you know, this is a question which has given us concern and which we 
have studied from time to time in the past 2 years. The conclusions which | 
have reached and which still represent my views, are as follows: 


(1) In Georgia and South Carolina, a company, if it wishes, may subscribe for 


all or part only of the South-Eastern Underwriters Association services. This 
right is granted by statute. In neither the State of Alabama, nor the State of 
Florida statutes is there any provision granting this right, but it may be that 
the right has been established by a course of conduct on the part of the depart 
ments, the South-Eastern Underwriters Association and the companies. 

(2) A company which has been a subscriber for a particular class, but has with- 


drawn its subscribership for that class, is not entitled to utilize the work of the | 


association for its own subsequent filings even though such work were accumil- 
lated prior to the company’s withdrawal. 

(3) There are no statutory provisions in the laws of Georgia, Alabama, 
Florida, and South Carolina governing the basis of charges existing betweel 
members, subscribers and partial subscribers. It is to be presumed that the 
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insurance departments would prohibit any unreasonable discrimination against 
subscribers whether full or partial. i 

The constitution and bylaws of the SEUA do not contemplate subscribers for 
a part only of the association’s services and no provision is made for any reduc- 
tion in assessment in the event a subscriber uses only a part of that to which it 
js entitled. I think the association must be governed, however, by the statutory 
requirements of the rating laws and in view of the conclusions set out, it is my 
view that a subscriber may subscribe for a part only of the association’s services 
for Georgia and South Carolina. Whether this right exists also for Alabama and 
Florida would depend on the actual facts with reference to the treatment of 
partial subscriberships by the association, the departments and the companies 
for those States. It is my information that while the recognition of partial 
subscriberships in those States has been small, nevertheless it has been sufficient 
to establish something of a precedent. ; , 

For the benefit of Mr. North and his committee, I enclose a brief memorandum 
as to the applicable statutes of the four States in which we have bureaus dealing 
with the question of partial subscriberships. : 

I made the suggestion, at one time, that perhaps this matter could be brought 
to a head by proposing an amendment to our constitution and bylaws which 
would prohibit limited or partial subscriberships on the ground that it con- 
stituted an unfair advantage to partial subscribers and there was no reasonable 
pasis for requiring members and full subscribers to support an organization 
and to permit a competitor to obtain an unfair advantage through a partial sub- 
scribership. If such an amendment were adopted undoubtedly there would be a 
complaint made to the respective insurance departments and in all probability 
litigation would follow. Approval by the insurance departments would, to a 
large extent, depend upon the construction of the law and the showing made as 
to why there was a reasonable basis for prohibiting partial subscriberships. It 
was decided that no such action should be taken. 

I have advised the association, as you know, that if they felt it desirable to do 
so, there was no reason why they should not insist upon full assessments from 
partial subscribers. Certainly our constitution and bylaws do not now provide 
for any reduction in such assessments for partial subscribers. I have used the 
analogy of a club which offers golf, tennis and social facilities, where the club 
dues are the same for all members and no concession is made because a member 
does not, for example, use the golfing facilities. 

If concessions in the basis of assessments are to be made. I should think this 
would have to be a matter left to the judgment of the executive committee or 
the office committee and worked out by negotiation and agreement in the different 
cases as they arise. As you know, we have not only the problem of the Insurance 
Company of North America and the MPIRO companies, but a question is presented 
by our dwelling forms which now include casualty covers as well as fire and 
allied line covers as to what part of the total premium is to be included. 

After Mr. North has reviewed this letter, there may be further information he 
desires, or further questions which he wishes to ask, so I know he will feel free 
to call on me. 

With best wishes. 

Very sincerely yours, 


Rosert 8. Sams. 


OxnIo INSPECTION BUREAU, 


Columbus, Ohio, August 2, 1955. 
Mr. JoHn A. NortH, 


Chairman, Special Committee, 
The National Board of Fire Underwriters, 
New York, N.Y. 


Deak Mr. NortH: We have your letter of July 29 about partial subscribership 
in rating bureaus. As you no doubt know, the Ohio Legislature passed the so- 
called all-industry rating bill which provides for partial subscribership. 

We, of course, are interested in this subject, but so far our activity has been 
confined to making assessments on a basis equitable to all members and sub- 
scribers. As requested, we are enclosing the following: 

(1) Three copies of our method of assessing companies which subscribe for 
partial service and which exclude classes rated under flat-rate schedules. 

So far, under our method of computing the assessment charge, companies sub- 
scribing for partial service where properties rated under flat-rate schedules are 
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excluded pay the same amount of assessment that they would have paid if gy, 
scribing to the services of the bureau on all classes of property served by the 
bureau. 

(2) Three copies of our rules covering service charges which were amended 
April 1, 1954, to provide under note 5, page 2, for the assessment of companig 
subscribing for partial service. These rules for service charges have 
filed with the superintendent of insurance and have been approved by him. 


At this time, we are not contemplating any changes with respect to our trea, ) 


ment of partial subscribership. 
Yours very truly, 
Roy E. JULIAN, Manager, 


MippLE DEPARTMENT ASSOCIATION OF FIRE UNDERWRITERS, 
Philadelphia, Pa., August 2, 1955, | 
Mr. Joun A. Norra, ' 
President, Phoenix Insurance Co., 
Hartford, Conn. 

Dear Mr. NorTH: This will asknowledge your July 29 letter, referring 
study to be made by a special committee of the National Board of Fire Unde. 
writers, relating to the problem of partial subscribership in rating bureaus, 

In reference to your specific questions, we may advise that there has been » 
change made in our constitution within the past year and none is contemplata 
at this time. 

As to furnishing copies of any study made on this subject, we have nothiy | 
readily available in presentable condensed form. As I believe you are awar | 
the subject of partial subscribership and modification of assessment goeg back | 
to 1947 in this territory, and we have a voluminous file covering hearings befor 
two insurance commissioners, correspondence, reports, and actions of gpecia) 
committees, briefs, etc. 

It has been a long legal battle which actually has not been concluded insofar | 
as the principle of modified assessment on excluded classes is concerned, sing | 
the mutual companies who are members of another rating bureau for special 
classes are still contending that no assessment should be paid on the premium; 
representing these classes and have never been satisfied with the 20 percent | 
our regular rate of assessment against these premiums. ; 

The last hearing was before Commissioner Leslie, who up to the expiration of 
his term avoided a final ruling. Counsel for the mutual group has appealed ti 
the new commissioner, but up to this time there has been no adjudication. : 

In 1949, following a hearing on the question of admitting companies for partial 
subseribership, our board of governors, on advice of counsel, amended the con- 
stitution to provide for such subscribership and at the same time set up pr’ 
visions relating to method of assessment. t 

If a resume embracing essential points covering the background and history | 
on the subject in this territory would be helpful to your committee we would be 
glad to undertake its preparation, but if the situation is already understood 
you may consider this unnecessary. 

Very truly yours, 
(S) CartyLe H. Hitn, Executive Manager. 


NokTH AMERICA COMPANIES, 
August 3, 19355. 
Hon. Paut A. HAMMELL, 
Insurance Commissioner, 
Department of Insurance, : 
Carson City, Nev. | 


Dear Sir: On July 21, 1955, the governing committee of Pacific Fire Rating | 
Bureau adopted a resolution which would add a new rule VII to the general! 
rules of the bureau, adopted a declaration of general policy and amended rule Il 
of the bureau’s operating rules. If the bureau has not already done so, it will in 
due course request your approval of the new rule VII of the general rules of the 
bureau, the declaration of general policy and the amendment to rule II of th 
operating rules. We are writing you at this time with the request that before 
you act on any such request of the bureau we be given an opportunity to present, 
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either orally or in writing as you may direct, our views with respect to the 
legality of the bureau’s action. 

The substance of the action of the governing committee of the bureau is to 

e for itself jurisdiction which the people of Nevada, through their legisla- 
ture, have placed in the commissioner of insurance with respect to the right 
of an insurance company doing business in Nevada to subscribe to the bureau 
with respect to certain classes of insurance and to file rates independently for 
other classes of insurance. The bureau in requesting you to approve its action 
js asking you to disregard the statutes of the State of Nevada (Nevada Compiled 
Laws Supp. 1943-49, sec. 3656.121f, subsec. (2) ). 

Although this question, to our knowledge, has not been presented to the courts 
of the State of Nevada, it has been before the insurance department of the State 
of New York and the courts of the State of New York. The New York statute is 
substantially similar to the Nevada statute. In New York it was held that 
a rating organization was required to allow partial subscriberships to those in- 
surance companies which desired them and that such companies were entitled to 
make their own filings for rates for those classes of insurance for which they 
were not subscribers to the rating organization. 

Yours very truly, 








Resident Vice President. 


Avuegust 3, 1955. 
Mr. Jonn A. Nortu, 
President, the Phoenia Insurance Co., 
Hartford, Conn. 


Deak JOHN: We did recently receive an inquiry from Western Actuarial 
Bureau as to whether our executive committee would be willing to serve as a 
source for study and general recommendations as a guide to the regional bodies 
and rating bureaus with respect to the question of bureau assessments, particu- 
larly from the standpoint of business upon which the bureaus are called upon 
for service but for which the bureaus are not the rating organizations. 

Our committee has expressed itself as being willing to consider this matter, 
but I am quite certain that they would not wish to do so if such action would 
duplicate or in any manner “cross wires” with similar consideration being given 
by your special committee of the national board. 

I have already written the regional managers asking them to furnish me 
with a memorandum on this matter of assessments if they care to do so and will 
be very glad to turn any material over to Mr. Berry as you suggest, with the 
understanding that the particular subject involved is being taken care of by 
your special committee. 

I am leaving today for a brief vacation but immediately upon my return 
I shall get in touch with Mr. Berry. 

With high regards, I am, 

Yours sincerely, 


——_- ————_, Manager. 


INSURANCE RATING BUREAU OF THE DistTRICT of CoLUMBIA, 
Washington, D.C., August 3, 1955. 
Mr. Joun A. Norru, 
Chairman, Special Committee on Partial Subscriberships, 
National Board of Fire Underwriters, 
New York, N.Y. 

Drak Mr. Nortu: We are pleased to offer information as requested in your 
letter of July 29, 1955. 

By virtue of Public Law 327, 78th Congress, our bureau has no subscribers or 
partial subscribers. Membership in the bureau is mandatory. The following is 
a partial quote from section 4 of the law: “* * * the insurance companies author- 
ized to effect inssurance in the District against the risk of loss or damage by 
hazards within the scope of this act shall organize a rating bureau for the pur- 
pose of administering rates for such insurance, and all such companies now 
or hereafter authorized to transact such business in the District shall be members 
of such bureau.” 

Our governing committee recently considered our basis of assessment. The 
enclosed copy of letter written to the manager of the bureau by its counsel, Mr. 


47932—60—pt. 6——387 
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Albert F. Adams, explains our method of assessment and counsel’s opinion that 
the bureau is precluded by law from acceding to the request of the Associates 
Factory Mutual Fire Insurance Companies that these companies be permitted , 
departure from the bureau’s basis. 

The following is a resolution of our governing committee at its April § 1954 
meeting: “Resolved, That a committee consisting of Mr. John Glendening as 
chairman and Mr. Charles M. Close be appointed to study the basis of ASSeSsmen; 
in the light of Mr. Kelly’s letter and the practice in other jurisdictions with 
respect to deviated premiums and report to the next meeting. The general 
counsel was assigned to assist the committee in this work. The manager wy 
instructed to inform Mr. Kelly of this action and that for the present, asgay 
ments would be on the same basis as in the past.” 


b 
$ 
t 


At the October 28, 1954, meeting of our governing committee, Mr. John Glen. 
dening, chairman of the subcommittee to study the possibility of changing thy 
basis of assessment, made a report in which he stated that the subcommitts 
had studied the assessment procedure in 14 States, including the Distriet of 
Columbia; that the subcommittee concluded the amendment of the District ¢ 
Columbia statute would be prerequisite to any change in the assessment Dro. 
cedure; that if the rating bureau attempted to construe the words “preminn 
income on risks” to mean, in the case of Associated Factory Mutual Fire Ingy. 
ance Companies, only the absorption from deposits, the same construction wou 
be required with respect to dividends paid by mutual companies and by pg. 
ticipating stock companies; and concluded by recommending to the Soverning 
committee that the present basis of assessment be continued in the case ¢ 
all members of the rating bureau, including the Associated Factory Mutng | 
Fire Insurance Companies. 

While I cannot at the moment place my hands on our records, due to our book. 
keeper being away at army camp, I believe the Associated Factory Mutual Fin 
Insurance Companies are paying their assessments under protest. 

If we can be of any further service to your committee, please let us know. 

Very truly yours, 
K. R. UNpDERWoop, Acting Manager, 


f 
' 





MARYLAND FIRE UNDERWRITERS RATING BuREAU, 
Baltimore, Md., August 3, 1955. 
Re partial subscribership. 
Mr. JOHN A. NortTH, 


Chairman, Special Committee, the National Board of Fire Underwriters, Hart. 
ford, Conn. 


DeaR Mr. NortH: We have your letter of July 29 asking for three copies of 
(1) any study this bureau has made on the subject of partial subscribershi | 
and (2) any change which has been made in our constitution affecting this | 
subject. t 

No detailed study has been made of this subject but it does appear to 1 / 
that a constitutional amendment will not accomplish the desired objective um. | 
less that section of the all industry rate regulatory law, which reads as follows i 
is revised: 

“Subject to rules and regulations which have been approved by the (com 
missioner) as reasonable, each rating organization shall permit any insurer, 
not a member, to be a subscriber to its rating services for any kind of insurance, 
subdivision, or class of risk or a part or combination thereof for which it is | 
authorized to act as a rating organization.” 

No change has been made in our constitution affecting this subject. Neither | 
is any change contemplated at this time. However, it may be appropriate to | 
mention that the subject was discussed by our board of governors when it voted 
to oppose the partial subscribership of the North America companies but no 
action was taken as the opinion prevailed that a constitutional amendment in | 
conflict with the law would not be acceptable to the insurance commissioner, | 

Yours very truly, 


R. W. NEAL, Executive Manager. 
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MOUNTAIN STATES INSPECTION BUREAU, 
Denver, Colo., August 4, 1955. 
Mr. JoHN A. NortH, : E ae sf ; 
Chairman, Special Committee of Chief Ewecutives, National Board of Fire Under- 
writers, New York, N.Y. 
DEAR MR. NORTH : We acknowledged receipt of your letter of July 29 pertain- 
ing to the subject of partial subscribership in rating bureaus. 
As of the present no activities have been initiated by our managing com- 
mittee with respect to the subject as relating to this bureau. 
Yours very truly, 
H. M. Mack, Manager. 


LOUISIANA RATING & FIRE PREVENTION BUREAU, 
New Orleans, La., August 4, 1955. 
Mr. Joun A. NORTH, 3 ; Lge 
Chairman, Special Committee of Chief Executives, the National Board of Fire 
Underwriters, New York, N.Y. 

Dear Mr. Nortu: I have your letter of July 29, regarding the study by your 
committee of the problems growing out of partial subscribership in rating 
bureaus. 

I am enclosing three copies of the constitution and bylaws of this bureau 
which might be of some help to your committee. We have not made a study 
of this matter but, naturally, I have kept up through the Journal of Commerce 
with developments in other sections of the country. 

There have been no changes made in our constitution and bylaws since October 
12, 1949, and as far as I know at this time, none are contemplated in the near 
future. 

At the present time we have 40 mutual companies who subscribe to our 
services, and 11 stock companies who are subscribers (not members) for the 
reason that they are not authorized to write general fire business in Louisiana. 

Under section V of the bylaws, companies not authorized to write general fire 
business are charged an entrance fee of $25, and the minimum annual charge 
is $25 for those members or subscribers who write only sprinkler leakage and 
water damage insurance, or those whose only service is the verification of the 
fire insurance rate used in connection with inland marine policies. However, 
the rate of assessment is the same for members and subscribers, and is set 
at the beginning of each assessment period. 

If you desire any additional information, please advise me. 

Sincerely yours, 
P. A. Wieetns, Manager. 


OKLAHOMA INSPECTION BUREAU, 
Oklahoma City, Okla., August 4, 1955. 
Mr. Joon A. NortTH, 
The National Board of Fire Underwriters, 
New York, N.Y. 

DearR Mr. Nortu: In reply to your letter of July 29, if any studies have been 
made by the Oklahoma Managing Committee regarding problems growing out 
of partial subscribership in rating organizations, we have not been apprised of 
it by our committee. It would be our suggestion, if you have not already done 
so, that you address Mr. K. H. Parker, manager, Western Actuarial Bureau, 
Post Office Box 1089, Chicago, II1., in this connection. 

Our bureau service charges, August 1954, contemplates in the second para- 
graph of item 2, treatment for assessment purposes relating to limited or partial 
subseribership. While this was recently inserted in our rules, it is our under- 
standing that the method has been in effect for quite some time. We are pleased 
to enclose three copies of these rules for your information. 

There have been no changes in our articles of association or constitution since 
they were adopted in 1949, and we have no bylaws. If any changes in our 
articles of association and constitution or the rules enclosed are contemplated, 
we are unaware of it, but undoutedly, Mr. Parker can provide you with this 
information since he is secretary of the Oklahoma Managing Committee. 

Yours very truly, 


L. B. ANTENE, Manager. 
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MICHIGAN INSPECTION Burgav, ' 
Detroit, Mich., August 
Mr. Joun A. Norn, gust 4, 1956, 


Ohairman, Special Committee, the National Board of Fire Underwriters 
New York, N.Y. ' 


Dear Mr. NortH: In reply to your letter of July 29, 1955, regarding parti] 
subscribership in this bureau, there have been no changes during the past Year 
in the constitution, bylaws, or rules of this bureau relative to this subject. 

We believe Mr. K. H. Parker, secretary of the Michigan Managing Commi 
will be in a better position than we are to furnish you with the remainder of the 
information requested in the second paragraph of your letter and we are, there. 
fore, referring your letter to Mr. Parker for further reply. . 

Respectfully yours, 


O. M. HENN, Manager, 


VIRGINIA INSURANCE RATING Bureav, 


Richmond, Va., August 5, 1 
Mr. Joun A. NortH, 955, 


Chairman, Special Committee of Chief Executives, 
Care of National Board of Fire Underwriters, 
New York, N.Y. 


Deak Mr. NortH: In reply to your letter of July 29, the Virginia statutes do 
not permit any “partial subscribership” as regards the Virginia Insurance Rating 
Bureau. You will recall that the Virginia Insurance Rating Bureau was created 
and organized in pursuance of statute to that effect. 

As will be observed from section 38.1-227 of the Insurance Code of Virginia 
all insurers (whether stock, mutual, reciprocal or interinsurer, or other type 
or form of organization) shall be members of the Virginia Insurance if they are 
licensed to transact in Virginia a kind of insurance which is under the jurisdic. 
tion of the Virginia Insurance Rating Bureau. There are a few companies, 
primarily of the local mutual assessment type, which are not required to be 
members of the bureau. 

Trusting this is the desired information, I am, 

Yours very truly, 
L. O. FREEMAN, Jr., Manager. 


TENNESSEE INSPECTION BUREAU, 
Nashville, Tenn., August 5, 1955. 
Mr. Joun A. NortH, 
Care of National Board of Fire Underwriters, 
New York, N.Y. 


Dear Mr. Nortu: The first thing we would like to call to your attention in 
connection with your letter of July 29, is that Mr. J. H. Norton has not been 
manager of this bureau for more than 3 years, and we thought all the records of 
the national board had been changed to this effect, but possibly your committee 
did not have this information. 

We recently sent the national board a copy of our articles of association, and 
there have not been any changes made since the original document was drawn 
by the attorneys except for editorial purposes, and insofar as we know there are 
not any changes being anticipated. 

As to partial subscribership, the law of this State provides for special engi- 
neering and inspection services in connection with rates of mill and elevator, 
lumber and woodworking, and factory risks. Under this provision it has been 
held that a company which qualifies can make rates for the types of risk men- 
tioned and can subscribe to the services of the authorized rating bureau for 
their types of risks. Hence, we have some companies that do make their own 
mill and elevator, lumber and woodworking rates, and these are confined solely 
to some of the mutuals. 

For your information, recently when a group of companies wanted to with 
draw from our service in connection with the rating of dwellings in this State, 
and make their own rates on this class, the insurance department held that this 
could not be done under our law, and the group did not pursue the question 
any further. 

Trusting this information is what you wish and that it will be of some assist- 
ance to you, we are, 

Yours very truly, 


JOHN F. Lee, Manager. 
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Missourt INSPECTION BUREAU, 


St. Louis, Mo., August, 5, 1955. 
Mr. Joun A. NorTH, 
Chairman, Special Committee of Chief Executives, 
National Board of Fire Underwriters, 
New York, N.Y. 

Dear Mr. NortH: Replying to your letter of July 29, this is a problem which 
has been before us in various forms for a number of years. This particular 
pureau does not operate under a governing board but we do follow general prac- 
tices of other bureaus in the Middle West which do have such boards, but we can 
only speak for outself. ; 

For many years under agreement with the Mill Mutual companies and several 
mutuals writing lumber business, both organizations having rating bureaus filing 
their schedules and rates with the Missouri Insurance Department in accordance 
with Missouri Rating Act, we have not made assessments on this particular 
pusiness. With all other companies where they may have individual rates filed 
such as for dwellings, we have insisted that they must pay assessment upon 
all business which the bureau is making or is prepared to make rates on. Where 
these companies rates differ from those of the Missouri bureau an adjustment 
is made in the premium produced by these classes to bring them up to bureau 
rates and then the regular bureau assessment rate is applied to this revised 
figure. So far we have had no controversies with these companies with this 
method of assessment. We do have one or two mutual companies which have 
their own farm schedules which have refused to pay an assessment on farm 
properties. 

If 1 ean give you any further information, please call on me. 

Yours very truly, 
PAUL W. Terry, General Manager. 


NEW HAMPSHIRE Boarp Or UNDERWRITERS, 
Concord, N.H., August 5, 1955. 
Mr. Joun A. NorTH, 
Chairman, Special Committee of Chief Executives, National Board of Fire 
Underwriters, New York, N.Y. 

DeaR Mr. NortH: Our executive committee has on several occasions discussed 
the problems confronting our board as the result of partial subscribership on 
various companies or groups of companies. 

Our committee however has not taken any definite action or deveolped a study 
of this subject as we have been awaiting the final outcome of the hearings of the 
New York Fire Insurance Rating Organization before the New York Superin- 
tendent of Insurance. 

I plan to include this subject in the agenda for a meeting of our executive 
committee which will be held on August 26, and will keep you informed as to 
action taken by our committee. 

In the meantime it seems extremely fortunate to the industry that your com- 
mittee has been appointed and I am convinced that your recommendations after 


a study of the overall problem will be extremely valuable to all rating organiza- 
tions. 


Sincerely yours, 
A. C. Hupson, Secretary. 


KENTUCKY INSPECTION BUREAU, 
Louisville, Ky., August 5, 1955. 
Bureau subscribership. 
Mr. Joun A. NortH, 
The National Board of Fire Underwriters, 
New York, N.Y. 


Dear Mr. Nortu: In reply to your letter of July 29, I have to advise that 


there has been no change in the data sent the national board early in February 


of this year, and I now understand that no changes are under study or con- 
templated. 


Yours very truly, 
G. H. Parker, Manager. 
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ILLINOIS INSPECTION Bureau, 

iat iee ait Chicago, Ill., August 5, 1955. 
Chairman, Special Committee of Chief Executives, National Board of Fi 
Underwriters, New York, N.Y. ™ 
Dear Sir: No changes have been made in the constitution or the rules f 
service charges of the Illinois Inspection Bureau since the copies were forwardes 

to Mr. J. Raymond Berry, general counsel of the National Board of Fire Und 
writers, in February of 1955, and which we understand are available to youll 
We regret that we do not have available results of any special study on the 
impact of partial subscribership to the bureau, and are not familiar with an 
contemplated changes in our constitution or operating procedures due to partis) 
subscribership. 

Yours very truly, 
R. K. PHELPs, Manager, 


FIRE INSURANCE RATING Bureau, 
Milwaukee, Wis., August 5, 1955. 
Re partial subscribership in rating bureaus. 
Mr. JoHN A. NorTH, 
Chairman, Special Committee of Chief Executives, National Board of Fire Under. 
writers, New York, N.Y. 

Dear Mr. Nort: Please be referred to your letter of July 29 on this subject, 

This question was discussed by the managing committee of this bureau at their 
November 1952 annual meeting when one member company eliminated dwelling 
business from the classes to which they subscribe and filed their own dwelling 
schedule direct with the department of insurance. The bureau was instructed 
to prepare an analysis of the situation, and the attached letter (three copies en- 
closed) directed to members of the bureau’s managing committee resulted in 
unanimous expression of their approval. Three copies of the bureau service 
charges rules, which include the amendment in question, are also enclosed. 

It was established permanent dwellings and seasonal dwellings represented 
approximately 34 percent of the total Wisconsin premiums, and therefore the 
same percentage of bureau income. The increased assessment was then based 
upon the ratio of dwelling business to total Wisconsin writings, with considera- 
tion given, however, to the reduction in bureau expense due to the elimination of 
dwelling auditors’ salaries and to furnishing and mailing dwelling schedules 
and revisions thereto. The ratio of dwelling premiums to total Wisconsin pre- 
miums is reviewed annually. 

If we can be of any further service to you in this connection please advise us. 

Yours very truly, 
FIRE INSURANCE RATING BUREAU, 
W. L. PHELPS, Manager. 





MANAGING COMMITTEE OF THE MICHIGAN INSPECTION BUREAU, 
Chicago, Ill., August 5, 1955. 
Mr. Jouwn A. Nortu, 
Chairman, Special Committee, the National Board of Fire Underwriters, New 
York, N.Y. 

Dear Mr. Nortu: We have copy of Manager Henn’s letter of August 4 in which 
he advises that there have been no changes during the past year in the constitu 
tion or rules of the bureau relative to partial subscribership. 

The last change made in the rules for bureau service charges, was provision 
for determining an equitable rate of assessment for those subscribing companies 
which elected under the Michigan statute to subscribe for more limited service 
than the usual member or subscribing companies which subscribes for all classes 
on which the bureau renders service. 

This change was adopted some 2 years ago and we believe copy was forwarded 
last February at the request of General Counsel Berry. 

There are no changes now under contemplation by the managing committee. 

Yours very truly, 
——, Secretary. 
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Missouri INSPECTION BUREAU, 
St. Louis, Mo., August 5, 1955. 
Mr. Joun A. NoRTH, , ; ‘ Bi, 
Chairman, Special Com mittee of Chief Executives, National Board of Fire Under- 
writers, New York, N.Y. 

Deak Mr. NortH: Replying to your letter of July 29, this is a problem which 
has been before us in various forms for a number of years. This particular 
pureau does not operate under a governing board but we do follow general prac- 
tices of other bureaus in the Middle West which do have such boards, but we 
can only speak for ourself. 

For many years under agreement with the mill mutual companies and sev- 
eral mutuals writing lumber business, both organizations having rating bureaus 
filing their schedules and rates with the Missouri insurance department in 
accordance with Missouri Rating Act, we have not made assessments on this 
particular business. With all other companies where they may have individual 
rates filed such as for dwellings, we have insisted that they must pay assess- 
ment upon all business which the bureau is making or is prepared to make rates 
on. Where these companies rates differ from those of the Missouri bureau an 
adjustment is made in the premium produced by these classes to bring them up 
to bureau rates and then the regular bureau assessment rate is applied to this 
revised figure. So far we have had no controversies with these companies with 
this method of assessment. We do have one or two mutual companies which 
have their own farm schedules which have refused to pay an assessment on farm 
properties. 

If I can give you any further information, please call on me. 

Yours very truly, 
P. W. Terry, General Manager. 


IowA INSPECTION BUREAU, 
Des Moines, Iowa, August 5, 1955. 
Mr. JoHN A. NorTH, 
The National Board of Fire Underwriters, 
New York, N.Y. 

Deak Mr. NortH: We acknowledge your letter of August 4 with respect to 
studies made on the subject of partial subscribership and any changes made in 
our articles of association and constitution by the Iowa managing committee 
with respect to the subject. 

On February 2, 1955, we forwarded to Mr. J. Raymond Berry, general counsel, 
a copy of our articles of association and constitution and a copy of our bureau 
service charges rules amended for application in those cases where a company 
elected to subscribe only for certain classes. This material represents our 
current practice and no changes are under study or in contemplation at this 
time. 

Yours very truly, 
Gro. C. WHITMER, Manager. 





IDAHO SURVEYING AND RATING BurEAU, INC., 
Boise, Idaho, August 5, 1955. 
Mr. Jonn A. NortH, 
The National Board of Fire Underwriters, 
New York, N.Y. 


Dear Mr. NortH: I reply to your letter of July 29, by enclosing in triplicate 
copy of a letter which we recently wrote to our commissioner of insurance upon 
the subject. I believe that this letter will outline our stand upon the subject. 

I am also enclosing a page from our operating rules which covers this sub- 
ject. I may add that we are contemplating a change in our operating rules 
to eliminate any confusion which an applicant might read into them. 

Idaho is somewhat different than other States, in that we have in our code a 
chapter having to do with rating bureaus and also a chapter having to do with 
examining bureaus. The rating bureau law also provides for combined rating 
Ps examining bureaus and this bureau is licensed for both rating and exam- 
ning, 


I trust that this information will be of some value to you and remain, 
Yours very truly, 


L. S. Furrner, Manager. 
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SouTrH-EASTERN UNDERWRITERS ASSOCIATION, 
Atlanta, Ga., August 8, 1955, 
Re partial subscriberships in SEUA territory. 
To: The Office Committee (Messrs. J. Ledbetter, chairman, H. F. Hines, Lounig p 
Jervey). ‘ 
GENTLEMEN: We have received from counsel, Mr. R. 8. Sams, certain gy. 
gestions for partial memberships or subscriberships for consideration as Changes 
to be made in our constitution and bylaws. In submitting these proposals, Mr. 
Sams, comments: “In any such revision, it seems to me provision should be mage 
for what in effect is a ‘partial’ membership. While the companies represent 
by MPIRO can say that organization represents them only where certgip 
casualty covers are lumped together with fire and allied lines, the effect ig jug 
the same as eliminating the SEUA as their representative for the fire ang 


: 


allied lines cover of such policies. It is suggested this fact be met although, | 
approval of the executive committee is required.” Mr. Sams further comment | 


to the effect that the provision in paragraph (a) of article I of the constit,. 
tion, reading ‘Membership in the association shall be for the entire territory,” 
could remain as it should apply even though a member be on a partial basis 
only. For consideration, the suggestions as to changes in constitution and py. 
laws if partial memberships and subscriberships are to be recognized are as 
follows: 


Constitution—article IV 


Add as (3): “Upon approval of the executive committee, a member may limit 
the extent of its representation by the association.” 

So that article IV would read: 

“(1) Any capital stock insurance company doing a general fire and allig 
insurance business and authorized to write any class of insurance in any 
State within the territory of the association may apply for membership. 

“*(2) Applications for membership may be accepted by the executive com. 
mittee. The applicant shall agree that upon the election to membership they 
will faithfully comply with the rules of this association subject, however, to the 
statutory right with respect to the filing of deviations. 

““(3) Upon approval of the executive committee, a member may limit the extent 
of its representation by the association.” 


Constitution—article XI 


Add as a new paragraph at the end: 

“Unless authorized by written consent of the executive committee no member 
or subscriber shall use any of the work product of the association as to any class 
in which the association does not represent the member or subscriber ; and this 
prohibition shall apply even though such work product was developed by the 
association for a class during a period when said member or subscriber was 
represented by the association for said class.” 

So that article XI would read: 

“There shall be a rules committee consisting of 5 members, to be appointed 
annually by the president. 

“Any report or information that a member of this association has failed to 
fulfill its obligations to the association or has failed to maintain fair and ethical 
methods of competition shall be referred to the rules committee. It shall be the 
duty of the officers of the association to bring to the attention of the committee 
any such report or information received by them. 

“The rules committee shall investigate such report or information and shall 
give the member concerned an opportunity to be heard. Such member shall 
require its officers and employees to furnish the committee with such information 
as it may require and shall make its books and records available for examination 
by the committee. 

“Upon completing its investigation of a report or information concerning any 


I TS I 


member, the rules committee shall notify such member of its conclusions, and | 


request it to act in accordance therewith. 

“If the member shall fail to conform to the conclusions of the rules committee, 
the rules committee shall report its conclusions in writing to the executive com- 
mittee, which may recommend to the association the expulsion or suspension of 
such member. Any recommendation by the executive committee to the association 
for the expulsion or suspension of a member shall be considered by the associa- 
tion at a special meeting to be called for that purpose. 
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“No member of a committee shall serve where such committee is considering an 
act or practice of his company or any of its affiliated companies which might be 
made the ground for expulsion or suspension of any of such companies. 

“Upon termination of the membership in the association of any member, 
whether by expulsion, resignation, or otherwise, all interest of such member in 
the property of the association shall cease. 

“Unless authorized by written consent of the executive committee no member 
or subscriber shall use any of the work product of the association as to any 
class in which the association does not represent the member or subscriber; and 
this prohibition shall apply even though such work product was developed by 
the association for a class during a period when said member or subscriber was 
represented by the association for said class.” 


Bylaws 

Revise the first part to read (revision printed in italic). 

Each member or subscriber shall pay such assessment as shall be levied by the 
erecutive committee to defray the necessary expenses; such assessment to be 
pased on the total of the following: 

(a) The aggregate premiums at rates published by the association for all fire 
and allied lines business in the States embraced in the association, less any credit 
as fired by the executive committee for premiums for which the association does 
not represent the members or subscribers ; and 

(b) The aggregate of that part of the premiums for any special or multiple 
line policies or forms which represents fire and allied lines coverage, the part ap- 
plicable to such coverages to be determined by agreement with the association. 

In determining the basis of assessment, return premiums shall be deducted, 
but there shall be no deductions for reinsurance or dividends to policyholders or 
for deviations from published rates. Each member and subscriber shall pay its 
respective pro rata, but the rate of assessment on subscribers shall not exceed 
that levied on members. All assessments, however, shall be subject to such 
minimum charge as may be fixed by the executive committee. In addition to 
such assessment each new member or subscriber shall pay an initial fee for each 
State in the territory of the South-Eastern Underwriters Association in which it 
operates, such fee to be fixed by the executive committee. This initial fee to 
accompany application for membership or subscribership, as the case may be. 
A company already a member or subscriber but not operating in all the States in 
association territory, shall pay such initial fee upon its taking out of a license 
to operate in any additional State or States within the territory of the 
association. 

Respectfully submitted. 

Yours very truly, 
W. W. Sampson, Manager. 


WEST VIRGINIA INSPECTION BUREAU, 
Charleston, W. Va., August 9, 1955. 
Mr. Joun A. NorTu, 
The National Board of Fire Underwriters, 
New York, N.Y. 


Dear Mr. Nortxu : This is in reply to your letter of July 29 requesting informa- 
tion as to studies now in progress or which have been made in the last year in 
regard to partial subscribership in rating bureaus. First, let me say that we 
have no studies in connection with this subject in progress at present, nor have 
there been any changes in our constitution, bylaws, or rules affecting this subject 
within the last year. 

I might elaborate further and indicate to you the status under which we are 
operating at the present time. There are two conditions of long standing in 
which a special type of mutual companies are subscribers to the services of the 
West Virginia Inspection Bureau for rates except, in the one case, those affecting 
lumber risks and, in the other, those affecting grain risks. In those instances 
the company reports the premiums used as a basis of assessment, but indicates 
separately their premium income for the classes for which we perform no service 
on their behalf. In the calculation of the assessment this amount of premium is 
deducted from their total writings in the State and the result determines the 
basis on which the assessment is made. 

We have, in addition, local so-called farm mutuals which are domestic West 
Virginia organizations who are not required by law (under an insurance depart- 
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ment ruling) to submit their daily reports for audit or statistical Purposes 
Reciprocal companies doing business in West Virginia, likewise, are not required 
to submit their business for audit or statistical purposes. 

All other classes of companies subscribe for the full services of the West 
Virginia Inspection Bureau, which include the activities of the rating depart. 
ment, auditing department, and statistical department. 

It is hoped that this information will be of value to you in your studies, 

Yours very truly, 


D. G, GREENFIELD, Manager, 


INDIANA RATING Bureau, 


Indianapolis, August 10, 1955. 
Mr. JoHN A. NortH, 


Chairman, the National Board of Fire Underwriters, 
New York, N.Y. 

DeEAR Mr. NortH: Answering your letter of July 29, which unfortunately has 
been delayed due to vacations. 

As the chairman of a special committee of chief executives making a study 
of the problems growing out of partial subscribership to the bureaus, you ask 
questions which we shall try to answer as follows: 

There have been no changes made in our published bureau service charges or 
articles of association and bylaws by reason of these partial subscriptions. We 
have been told that this is a subject under consideration and we have, therefore, 
expected to receive more detailed instructions when the study is completed. 

The present recommendation of our managing committee regarding the aq. 
justment of our rate of assessment is as follows: First, determine the rate of 
assessment that would be necessary for meeting bureau expenses if all com- 
panies eliminated the dwelling class from subscription, and apply such increased 
rate of assesment to the company’s premiums, excluding the dwelling class and 
limiting such assessment to that which would apply at our regular rate of assess. 
ment applied to the total premiums including dwellings. 

The formula in itself seems to be mathematically correct, but when the limiting 
feature is applied and the company affected does not obtain any credit for the 
limited subscription, it may not be inconsistent, but the companies are sure to 
think so. 

Yours very truly, 


H. J. E_nourn, Manager. 


(Copy of this letter sent to Messrs. Marsh, North, and Loughlin, Aug. 15) 


WESTERN ACTUARIAL BUREAU, 

Chicago, Ill., August 12, 1955. 
Mr. J. RAYMOND BERRY, 
General Counsel, National Board of Fire Underwriters, 
New York, N.Y. 


DEAR RAy: Referring to your letter of July 29, I assume that you have now 
heard from the rating bureaus of each of the States in this field in response to 
the special committee’s request. 

Since the amendment of the rules for bureau service charges were approved 
by the managing committees and adopted by most of the bureaus where the prob- 
lem of partial subscribership had arisen, there has been no further change under 
consideration now are any further changes presently contemplated. 

In talking to you I mentioned the special subscribership arrangement which 
has developed in Minnesota and you expressed an interest in having some de 
tails. 

The Farmers Mutual Automobile Insurance Co. of Madison, Wis., led off with 
partial subscribership in a number of the States about 3 years ago, eliminating 
the habitational and farm classes from bureau subscribership. The Minnesota 
Insurance Department did not approve their filing inasmuch as it was not com- 
plete as to their method of determining town classification and the department 
also had a number of other objections including their insistence that business be 
audited locally. A court case developed which dragged on for some time and 
eventually the company and the insurance department worked out a compromise. 
The company advised the bureau that it would continue its subscribership for all 
classes and, of course, the bureau had no reason to refuse their continuation. 
However, the insurance department accepted what in essence is an independent 
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filing of their dwelling schedule rather than a deviation filing. The bureau 
js furnishing the company with all services including auditing, but must audit 
their business against the independent filing. 

Subsequently the Insurance Co. of North America, whose independent filing 
had not been accepted, was told of this arrangement and the insurance depart- 
ment requested that it be given similar consideration by the bureau. After study 
py the managing committee, it was felt impossible to decline to enter into such 
an arrangement and the Bureau accepted them on the same basis. In doing so, 
however, it was pointed out that the matter of their filing with the insurance de- 
partment was solely the action of the insurance department without implied ap- 
proval from he bureau. Again the bureau is furnishing them with full service in- 
cluding town classification data and is auditing the business. 

Most recently the Allstate Insurance Co. has been to the insurance department 
and to the bureau to work out subscribership whereby they would be serviced 
for the dwelling class only which is the only class they write presently. While 
we have not heard of the completion of such arrangement there seemed to be 
every indication that the company would apply for subscribership under this 
plan. ‘ i Se ' 

This is a rather unique situation in Minnesota, largely as a result of the insur- 
ance department’s position. A somewhat similar situation exists in Missouri al- 
though in that State the laws are quite different and do not refer to deviation 
filings. 

If there is anything more than you or the special committee would like on 
the subject, kindly advise. 

Yours very truly, 
K. H. PARKER, Manager. 


NEW ENGLAND Fire INSURANCE RATING ASSOCIATION, 
Boston, Mass., August 12, 1955. 
Mr. Joun A. NorTH, 
Chairman, National Board of Fire Underwriters, 
New York, N.Y. 

Dear Mr. Nortu: I have your letter of July 29, 1955, and I am pleased to 
learn that a special committee of chief executives is to undertake a study of the 
problems growing out of partial subscribership in rating bureaus. 

The association has not made any study of this subject nor any recent changes 
in the constitution, bylaws or rules affecting this subject. In 1948, following an 
informal hearing of the companies that were subscribing for partial service be- 
fore the Massachusetts Insurance Department, article IX, section 3, of the bylaws 
was amended and reads: 

“The amount of any assessment levied against a member or subscriber receiv- 
ing all the service furnished by this association shall be based and computed on 
the premiums hereinafter defined on the business located within the State or 
States where the companies are members of this association or subscribers to the 
service furnished by this association. The amount of any assessment levied 
against a subscriber for part of the service furnished by this association shall 
be based and computed on an equitable basis on the premiums hereinafter de- 
fined on the business serviced by this association located within the State or 
States where the companies are subscribers. ‘Premiums,’ as used in this section, 
shall mean gross direct premiums calculated at rates published by this associa- 
on less cancellation and return premiums other than dividends (Mar. 4, 
1948. ).” 

Our finance committee approved a plan to charge a combination of the regular 
or full rate of assessment against the premiums of nonexcluded classes and a 
modification of the regular assessment applied to premiums of excluded classes. 
The nonexcluded classes included the premiums for which the companies were 
receiving full rating service. The excluded classes constituted the premiums on 
classes for which the company did not subscribe to the rating association for 
service. The application of the regular rate of assessment to classes which are 
fully serviced and a modified rate on the premiums of excluded classes the com- 
mittee felt presented a fair and equitable method. 

Since 1948, we have been assessing the companies subscribing for partial service 
20 percent against the premiums on the excluded classes. 

The only other modification made in our assessment is in connection with the 
Connecticut mutual companies for farm business. These companies, you under- 
stand, do not use our rates and forms on this type of business but have filed with 
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the insurance departments their manual of rates and forms. The associatio; 
however, does process the daily reports for these companies. For this Service w 
assess the Connecticut mutual companies 50 percent of the regular rate of asta 
ment on all farm business. 

On rain and commercial water damage, our rate of assessment is one-tenth of j 
percent against the premiums on this class. 

A copy of our bylaws is enclosed. 

Very truly yours, 


B. M. HERMES, Executive Manager. 





THE FIRE INSURANCE RATING ORGANIZATION OF NEW JERSEY, 
Newark, N.J., August 15, 1955 
THE NATIONAL BOARD OF FIRE U NDERWRITERS, . 
New York, N.Y. 
(Attention of Mr. John A. North.) 

GENTLEMEN : As chairman of a special committee studying the problems grow- 
ing out of a partial subscribership in rating bureaus you have requested us to 
give you certain information on this subject as it pertains to our organization, 
We are perhaps somewhat more fortunate in the State of New Jersey in that 
the department of banking and insurance has ruled that the rating law of this 
State does not permit an insured to file independently for specific classifica. 
tion of a kind of insurance and also to subscribe to the rating services of a rating 
organization for other classifications of the same kind of insurance. 

Under this decision the department of banking and insurance denied the re- 
quest of one group of companies a short time ago to terminate their subscription 
to our rating services for the dwelling classes. In view of this our governing 
committee has not felt that it was necessary to propose any changes in our 
constitutions affecting the subject of partial subscribership. 

If there is any other information you desire in connection with this subject, 
please do not hesitate to write us. 

Very truly yours, 
S. Gace Lewis, General Manager. 





(Copy of this letter and enclosures sent to Messrs. Marsh, Loughlin, and North) 


LAW OFFICES OF MCMILLEN, TEAGUE & CoATEs, 
Little Rock, Ark., August 15, 1955, 
Mr. J. RAYMOND BERRY, 
General Counsel, National Board of Fire Underwriters, 
New York, N.Y. 

DEAR Mr. Berry: In 1954 the constitution of the Arkansas Inspection and 
Rating Bureau was amended at a regular meeting upon due notice, the effect 
of the amendment being to change the name of the former executive committee 
to board of governors and to change the name of the former advisory committee 
to executive committee. Since reference was made to these two committees in a 
number of different articles of the constitution and in the bylaws, it was neces- 
sary that several of them be amended. No other change was made. 

Parenthetically, we may say that the present board of governors, formerly 
the executive committee, is the governing organization elected by the member- 
ship. The present executive committee, the former advisory committee, is a 
committee of local representatives of member companies, who are selected by 
the board of governors. In general, the duty of the board of governors is to 
establish policy, and the duty of the executive committee is to carry out that 
policy in its application to local details. 

After this change was made, the bureau management sent copies of the new 
constitution and bylaws to the members and subscribers of the bureau, asking 
for their signature on the new form. In response to that request, the Insurance 
Co. of North America and its allied company, the Philadephia Fire & Marine 
Insurance Co., returned to the bureau copies which were signed in a special way, 
which I have had copied and enclose for your study. These specially signed 
copies were returned with a cover letter, copy of which I also enclose for your 
study. 
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Iam not sure that it was necessary to have the constitution and bylaws signed 
again, since we had the signatures of those two companies as subscribers on 
our original form of bylaws, and they were given the usual notice when the 
amendment was made. 

It appears to me, from the wording of the letter, that the Insurance Co. of 
North America is endeavoring to place itself in a position where as a prerequisite 
to subscription or membership in the Arkansas Inspection and Rating Bureau 
it could not be required to consent either now or at some later date to a relin- 
quishment of some right which it now possesses. They do not in the letter 
specifically outline what particular right they have in mind, but the lead sen- 
tence of the last paragraph, which reads: 

“To the extent that the constitution of the bureau requires uniformity of 
practices by all member and subscriber companies based upon majority vote, 
and limits lawful freedom of action by the minority members or by subscribers, 
we cannot be bound by its provisions.” 
appears to be the limiting proviso. It is my own opinion that under the present 
constitution and bylaws any member or subscriber is given such rights as it is 
required to have by the Uniform Rating Act which we have in Arkansas. How- 
ever, I do not find in that act any prohibition upon a limitation that might be 
made by the bureau either now or in the future upon its members or subscribers 
in order to accomplish uniformity. It would appear to me that if the company 
did not desire to be either a member or a subscriber within the limitations of 
the bureau constitution, it could withdraw. I am further definitely of the 
opinion that it would be improper for the bureau to accept a limitation from a 
subscriber which is not available to all subscribers and members. 

Inasmuch as this is a matter which can conceivably affect not only the 
Arkansas bureau but any other bureau, it is requested that you, as general 
counsel for the National Board of Fire Underwriters, which is licensed as an 
advisory organization of the Arkansas Inspection and Rating Bureau, review 
this matter and give to us the advantage of your advise both as to the effect of 
the limited signature and the cover letter of the North America and also as to 
what our procedure should be. 

Yours very truly, 
JAMES I. TEAGUE. 


NEBRASKA INSPECTION BUREAU, 
Omaha, Nebdbr., August 15, 1955. 
Tue NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, N.Y. : 
(Attention: Mr. John A. North, chairman, special committee of chief executives. ) 


Deark Mr. NortH: This will acknowledge your July 29 letter in which you 
advise that the above committee has been studying the problems growing out of 
partial subscribership in rating bureaus. 

Under date of February 2, a copy of Articles of Association and Constitution 
of Nebraska Inspection Bureau, together with one copy of Bureau Service 
Charges were furnished your office, being sent to Mr. J. Raymond Berry, general 
counsel. These rules represent the current practice and no changes are under 
study or in contemplation at this time. 

Yours very truly, 
W. P. Biinn, Manager. 


CruM & ForSTER OF GEORGIA, 
Atlanta, Ga., August 16, 1955. 
Partial subscriberships in South-Eastern Underwriters Association territory, 
your letter of the Sth. 
Mr. W. W. Sampson, 


Manager, South-Eastern Underwriters Association, 
Atlanta, Ga. 


Deak BILL: In paragraph 3, on page 3, you say, unless authorized, no member 


or subscriber shall use any * * *, ete. Shouldn’t this be no exmember or 
subscriber? 


In the proposed revision of bylaws, paragraph A makes a service charge on 
full premiums less such credit as the executive committee determines proper. 
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Paragraph B sets the charge on a net basis. It seems to me it would be better 
for B to have the same treatment as A. 

Another thing, paragraph B makes the amount of assessment subject to nego. 
tiation. I should think it would be better for the executive committee to deter 
mine a charge less some formula for credits and leave no opportunity for nego. 
tiation. Of course, the charge would have to be reasonable. 

The proposed revision refers to “fire and allied lines” and “any special 
multiple lines or forms.” I am wondering if this is sufficiently inclusive ang 
if we couldn’t find an expression that would be less likely to open up controversy 

It seems to me, the association’s assessment should include some charge fo, 
intangible work such as municipal fire protection engineering and public relg. 
tions. In many cases our sprinklered inspection service would, for example, be 
helpful to a company writing a manufacturers output policy. ; 

I am attaching rough draft of the revision that might take care of the points 
brought out. If you think any of my ideas meritorious, you might discuss they 
with Mr. Sams. 

Yours very truly, 
H. F. HINneEs, Manager, 


Each member and/or subscriber shall pay assessments levied by the executive 
committee, such assessments to be based on a percentage of the aggregate pre. 
miums for which the association makes rates or performs a service of any king 
regardless of whether such premiums are developed under fire and/or allied lines 
policies, all-risk policies, or multiple perils policies. From such aggregate the 
executive committee may authorize credits for premiums for which the SEYA 
has not rendered full service. 


WASHINGTON SURVEYING AND RATING BuREAU, 
Seattle, Wash., August 16, 1955. 
Mr. JouN A. NoRTH, 
Chairman, Special Committee of Chief Executives, 
National Board of Fire Underwriters, 
New York, N.Y. 

Dear Mr. NortH: I have your letter of July 29 with reference to partial sub- 
seribership in this rating bureau. 

Section .19.05 of the Washington Insurance Code specifically provides that 
“As to fire insurance under a standard form fire policy, an insurer may 
authorize a rating organization to make all its filings only, and may not makea 
portion of such filings on its own behalf and authorize a rating organization to 
make other such filings.” 

The only exception to the above is a grandfather clause applicable to an 
insurer which, prior to the 1st day of January 1947, made its own filings in this 
State as to a particular class of fire risk, subject, of course, to certain specific 
requirements. 

I trust this will afford you the information desired. 

Yours very truly, 
J. K. Woo.iey, Manager, 





(Copy to L.A.V.) 
AvaGust 17, 1955. 
Mr. K. H. PARKER, 
Manager, Western Actuarial Bureau, 
Chicago, Iil. 

Dear Kent: Thanks for your letter of August 12 outlining in detail the 
Minnesota situation. 

We would like, if possible, to see the pleadings and briefs filed in the Farmer? 
Mutual case. If you think your rating bureau manager cannot get copies I will 
try and get them from the lawyers, provided your manager will get the names 
of the lawyers involved. 

Kindest regards. 

Sincerely, 
J. RayMonpD Berry, General Counsel. 
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KANSAS INSPECTION BUREAU, 
Topeka, Kans., August 22, 1955. 
NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, N.Y. 
(Attention Mr. John A. North.) 

Dear Mr. NortH: I am answering your letter of July 29, addressed to Mr. 
Hodges, since Mr. Hodges retired from active bureau service on June 30. 

I believe that early in February of this year you were furnished copies of the 
pureau’s constitution, together with a copy of our bureau service charge rules. 
Those rules are still in effect, and no changes or further study are in contempla- 
tion at this time. 

Very truly yours, 
L. A. Maeriy, Manager. 


WESTERN ACTUARIAL BUREAU, 
Chicago, Ill., August 24, 1955. 
Mr. J. RAYMOND Berry, 
General Counsel, National Board of Fire Underwriters, 
New York, N.Y. 

Dear Mr. Berry: Your note of August 17 addressed to Kent Parker and refer- 
ring to the Farmers’ Mutual case in Minnesota was directed to my attention in 
view of the fact that Mr. Parker is presently away from the office on vacation . 

In view of your inquiry I have contacted Manager Ryon of the Fire Under- 
writers Inspection Bureau and am advised that there are no pleadings of briefs 
available since the case was not heard in court. Mr. Ryon further advises that 
Commissioner Sheehan ordered the company to furnish or file a suitable rating 
plan with rules and forms which would also contemplate auditing of the dwelling 
business but the company brought suit to restrain the commissioner from acting 
apparently in the belief that this would jeopardize their license to do business 
in the State. The suit was later settled out of court by compromise and the 
company then returned to the bureau as a subscriber for town classifications, 
ratings, and auditing. The bureau has considered their dwelling filing as a 
deviation. 

Yours very truly, 
H. O. SNEDIKER, Assistant Manager. 


ARKANSAS INSPECTION & RATING BUREAU, 
Little Rock, Ark., August 26, 1955. 
Mr. Joun A. NorTH, 
Chairman, Special Committee of Chief Executives, National Board of Fire Under- 
writers, New York, N.Y. 

Dear Mr. NortH: Your letter regarding the problems growing out of partial 
subscribership in rating bureaus has been received and this problem has caused 
us quite a bit of concern during the past few years. 

We are glad to know that your committee is studying this subject and hope 
it will be possible to work out something in the near future which will protect 
the companies, rating organizations and the public from the bad practice which 
will develop unless a satisfactory solution can be found. Our committees have 
made no special study of this subject and no changes have been made in our con- 
stitution and bylaws or in our rules within the past year. 

It is possible this subject will be considered by our board of governors at its 
next meeting and perhaps a special committee may be appointed to explore the 
subject. In the meantime our office has largely been guided by action taken in 
Middle Western States because Western Actuarial Bureau is an advisory organ- 
ization to our bureau. 

Just as soon as we receive any additional information which may be of help 
to your committee we shall forward it to you. A copy of our constitution and 
bylaws is enclosed for your information. 

Kindest personal regards. 

Sincerely yours, 
WALTER PLANGMAN, Manager. 
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INTER-REGION AL INSURANCE CONFERENCE, 
New York, September 6, 1955. 

Mr. J. RAYMOND Berry, 

General Counsel, the National Board of Fire Underwriters, 

New York, N.Y. 

Deak Ray: Last month I received the enclosed communication from Mr, John 4. 
North to which I responded as shown on the copy of my letter dated August 3 

Due to my absence from the city I have not had an opportunity of contacting 
you in the interim. 

I am not at all sure that I have correctly interpreted Mr. North’s letter and 
that the special committee of the national board, to which he refers, is actually 
considering the matter of bureau assessments, particularly from the Standpoint 
of business upon which the bureaus are called upon for service but for which 
they do not function as the rating organization of record. 

I would appreciate your advice as to whether the special committee is eop. 
cerning itself with this matter, if it is I will be pleased to turn over to you any 
memoranda that may reach me from the several regional organizations, whep 
such data is received. 

If your committee is not concerning itself with this subject we will proceed, as 
contemplated by our executive committee. 

Yours very truly, 
Roya. M. BeckKwirtH, Manager, 





(Copy for Mr. Berry) 


SEPTEMBER 7, 1955, 
Mr. R. M. BEcKwITH, 


Manager, Inter-Regional Insurance Conference, New York, N.Y. 

Dear Roy: I really don’t care who does the work in connection with the 
research on assessments of various rating bureaus and regional bodies. Your 
conference is well equipped to make this investigation. I wanted to make sure 
that the special committee of chief executives of the national board, which is 
worrying with partial subscriberships and collateral subject matter, will be used 
as a clearinghouse and all information bearing on this subject channeled 
through General Counsel J. Raymond Berry, who is keeping the records for our 
committee. I also wanted to avoid confusion in the industry by relieving the 
bureaus of the necessity of reporting similar data to more than one place. 

I think that when you get in touch with Mr. Berry you two can iron the 
situation out satisfactorily. 

Sincerely yours, 
JOHN A. NortH, 
Chairman, Special Committee of Chief Executives, NBFU. 


MINUTES OF MEETING OF THE SPECIAL COMMITTEE OF CHIEF EXECUTIVES OF THE 
NATIONAL BOARD OF FIRE UNDERWRITERS HELD IN THE BoarpD Room, 85 Joun 
STREET, NEw YORK, SEPTEMBER 22, 1955, aT 2 P.M. 


Present: Mr. John A. North, chairman, and Messrs. J. R. Barry, K. E. Black, 
K. B. Hatch, H. W. Miller, 8S. D. Parker, and B. C. Vitt. 

Advice of his inability to be present was on hand from Mr. John R. Cooney. 

There were also present: Mr. John B. Marsh, special counsel, and General 
Counsel J. R. Berry of the national board staff. 


BOARD AND BUREAU ASSESSMENTS 


The chairman referred to request from rating bureaus to the Inter-Regional 
Insurance Conference for guidance in the matter of changing the basis of 
assessments for support of these organizations. Discussion of this subject 
favored research on the subject by the Inter-Regional Insurance Conference, 
but it was the unanimous view that the results of such studies be cleared with 
this special committee before release. Upon motion duly seconded, it was 
voted that general counsel maintain close liaison with the manager of the 
Inter-Regional Insurance Conference on this matter. 
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PARTIAL SUBSCRIBERSHIP 


There was dist ributed to the members present a summary tabulation of replies 
rating and advisory organization to the inquiry from this committee, 

-_ ttached. The following specific situations were discussed : 
i York —Special Counsel Marsh reported on conference at which there 

in resent : Messrs. J. R. Barry and Counsel Kaplan of the New York Fire 
— : ce Rating Organization, Chairman Loughin of the committee on laws, 
a Counsel Berry and himself. It is the view that no steps be taken 
Ce paterence to the New York situation pending decision by the Supreme 
Co rt on whether or not it will hear the appeal filed in this case. 
ot Fire Rating Bureau.—General Counsel Berry reported that at hear- 
ings before the insurance commissioners in Arizona and Nevada on the changes 
1 les of the respective rating bureaus, two companies, the Insurance Co. of 
¥ ae America and the Farmers Insurance Co. of California, appeared in opposi- 
‘don and challenged the legality of the proposed charges. It is expected that 
the same course will be followed in Utah. It is the consensus that no steps be 
taken pending decision by the Arizona Insurance Department. ; 

Minnesota.—Letters of August 14 and 24 from the Western Actuarial Bureau 
were discussed in detail in view of the effect countrywide of the compromise 
reached in that State. Possible steps involving litigation, or refusal by the bu- 
reau to provide service where the variance has been granted without following 
full deviation procedure where discussed but no decision was reached pending 
further study of the nationwide situation. 

Statutes—General counsel reported the drafting of new insurance eodes in 
West Virginia and Wyoming, an active study by legislative committees of the 
subject in Oklahoma and South Carolina. He requested instructions with 
specific reference to these States and in general for the 17 other States, in- 
cluding Minnesota, in which legislatures will meet this coming year. It was the 
general view that the changes in rules adopted by the Pacific Fire Rating Bu- 
reau might provide a model but before requesting further authority from the 
executive committee it would be necessary to have a specific proposal for amend- 
ing or revising the existing rating laws. Accordingly, the members of this spe- 
cial committee are asked to furnish general counsel with memorandums setting 
forth their views. Such information will be consolidated and be available to 
this special committee for consideration at a meeting to be held before the Octo- 
ber 27 meeting of the executive committee. 


ADJOURN MENT 


There being no further business, the meeting, upon motion, was adjourned. 
L. A. VINCENT, Secretary. 


MEMOBANDUM OF POINTS, MEETING WITH CHIEF EXECUTIVES, SEPTEMBER 22, 1955 


A. Review of situation as it stands today with reference to partial subscriber- 
ship. 
(1) U.S. Supreme Court appeal of the New York decision. 

(2) Adoption of revised rule with reference to partial subscribership by 

Pacific Fire Rating Bureau. 
(a) Hearing held in Arizona and brief filed. 
(b) Hearing held in Nevada, brief not yet filed. 

(3) Situation in other States. (See compilation attached hereto.) (a) 
Specific reference to Minnesota situation. (See letter attached to exhibit. ) 

= Review of the situation which we face with reference to possible statutory 
changes. 

(1) General revisions of the insurance laws are contemplated in at least 
four States—South Carolina, Oklahoma, West Virginia, and Wyoming. All 
of these four have expressly invited the law department of the national board 
to submit suggestions for change or improvement in their State statutes. 

(2) Seventeen States will meet in regular session in 1956. All of the in- 
surance commissioners of these States are aware of the partial subscriber- 
ship problem. 

(3) It must be assumed that those seeking the so-called New York con- 
struction of the all-industry bill are aware of the above legislative situation 
and will have their own suggestions as to statutory changes. 


47932—60—pt. 6——38 
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C. Discussion of judicial trend with reference to statutory restrictions on free 
interplay of competitive economic forces, including— 
(1) possibility or lack of possibility of further restrictive Statutes; 
(2) possibility of sustaining such statutes as against constitutional attack: 
(3) result of such statutes, if sustained, on present activities of our 
member companies and their organizations; and 
(4) public opinion and reaction. 


(Copy to L. A. V.) 
SEPTEMBER 23, 1955, 
Mr. Royat M. BrEcKWITH, 
Manager, Inter-Regional Insurance Conference, New York, N.Y. 


Dear Beck: As you know from our conversation the other day, I delayeg 
answering your letter of September 6 until after the meeting of the committee 
of chief executives yesterday afternoon. 

At that meeting your letter was discussed and it was the sense of the meeti 
that there was no objection to you or your organization pursuing the matter 
of bureau assessments from the standpoint of business upon which the bureans 
are called upon for service but for which they do not function as the rating 
organization of record. 

The committee felt that before any conclusions were reached and before any 
advices were given that it would be well to clear those conclusions and proposed 
advices with the committee to be sure that was no conflict between the actions 
of the respective organizations. 

If this arrangement meets with your approval, I don’t see any reason for any 
further delay. Will you let me hear from you? 

Best regards. 

Sincerely, 
J. RAYMOND BeErRRy, General Counsel, 


SouTH-EASTERN UNDERWRITERS ASSOCIATION, 
Atlanta, Ga., September 28, 1959. 


Messrs. John H. Ledbetter, chairman; C. J. Williams, vice chairman; Walter 


E. Beeson, J. A. Carruth, W. J. Christensen, George W. Hardin, H. F. Hines, 

Charles P. Jervey, Louis P. Jervey, F. M. Kinnett, H. R. Lamar, George B, 

Leonard, John A. North, E. N. O’Beirne, Sr., H. Kelly Seibels, John J. Seibels, 

Thomas B. Sims, Jr., B. C. Vitt, B. F. Weaver, executive committee. 
GENTLEMEN : 


1. MEMORANDUM ON ASSESSMENTS 


We submit for information of the full committee copy of a memorandum on 
assessments which the office committee on September 20, 1955, voted to approve 
for transmission to the Inter-Regional Insurance Conference. The executive 
committee of that organization has agreed to act as a focal point for study and 


general recommendation as a guide to the regional organizations and rating | 


bureau on the question of bureau assessments for the standpoint of multiple 
line business upon which the bureaus are called upon for service, but not to act 
as the rating organization having jurisdiction. Request was made that we sub- 
mit a memorandum of our views for study. 

This subject will appear on the agenda for the Pinehurst meeting of the execu- 
tive committee as an item in the minutes of the office committee meeting of 
September 20, 1955. 


2. PARTIAL SUBSCRIBERSHIPS IN SEUA TERRITORY CONSTITUTION AND BYLAWS 


These interrelated subjects have been under study by the office committee 
with counsel for several months. The National Board of Fire Underwriters also 
is interested. After review of suggestions by counsel the office committee on 
September 20, 1955, recommends adoption of the following changes: 


Constitution—Article IV 
Add as (8): 


“(3) Upon approval of the executive committee, a member may limit the ex- 
tent of its representation by the association.” 
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Constitution—A rticle XI 

Add as a new paragraph at the end: : ; 

“Unless authorized by written consent of the executive committee no member 
or subscriber or former member or former subscriber shall use any of the work 
roduct of the association as to any class in which the association does not repre- 
sent the member or subscriber; and this prohibition shall apply even though 
such work product was developed by the association for a class during a period 
when said member or subscriber was represented by the association for said 


class.” 


Bylaws—Section 3 

Revise the first part to read (revision printed in italic) : 

“Hach member and/or subscriber shall pay assessments levied by the ewecu- 
tive committee, such assessments to be based on a percentage of the aggregate 
premiums for which the association makes rates or performs a service of any 
kind, regardless of whether such premiums are developed under fire and/or 
allied lines policies, all risk policies, or multiple perils policies. From such ag- 
gregate the executive committee may authorize credits for premiums for which 
the association has not rendered full service. 

“In, determining the basis of assessment, return premiums shall be deducted 
but there shall be no deductions for reinsurance or dividends to policyholders 
or for deviations from published rates. Each member and subscriber shall pay 
its respective pro rata but the rate of assessment on subscribers shall not exceed 
that levied on members. All assessments, however, shall be subject to such mini- 
mum charge as may be fixed by the executive committee. In addition to such 
assessment each new member or subscriber shall pay an initial fee for each 
State in the territory of the South-Eastern Underwriters Association in which 
it operates, such fee to be fixed by the executive committee. This initial fee 
to accompany application for membership or subscribership, as the case may be. 
Acompany already a member or subscriber but not operating in all the States in 
association territory, shall pay such initial fee upon its taking out of a license 
to operate in any additional State or States within the territory of the asso- 
ciation.” 

This subject will appear on the agenda for the Pinehurst meeting of the execu- 
tive committee as an item in the minutes of the office committee meeting of 
September 20, 1955. In view of the time element and the importance of the matter 
this information is being submitted to the full committee instead of to the con- 
stitution and bylaws committee alone for study and recommendation. The 
National Board of Fire Underwriters also is being notified. 

Respectfully submitted. 

Yours very truly, 
W. W. Sampson, Manager. 





THE PHOENIX INSURANCE Co., 
Hartford, Conn., September 26, 1955. 
Special committee of chief executives. 
Mr. J. RAYMOND Berry, 
General Counsel, the National Board of Fire Underwriters, 
New York, N.Y. 

Dear Ray: As requested at the time of our last meeting, we are expected to 
give you some of our individual ideas as to what we would like to see incorporated 
in the constitutions and bylaws of rating associations, to be implemented by legis- 
lation if necessary. The following are some of my thoughts which I have re- 
iterated before, and if I think of others, they will be forwarded. 

1. Each fire rating organization, of which capital-stock companies are the 
principal members, should have a provision in its constitution clearly defining 
partial subscribership. 

2. Either the constitution or bylaws should restrict the use of rating bureau 
material, which represents the expense of compilation, inspection, and other 
work done, so that members or subscribers could not use this material if they 
are not subscribing to the services of the association in whole or if they should 
resign therefrom. 

3. In order that assessments be fair, nondiscriminatory, and sufficient to cover 
the expense of performing rating bureau obligations, there should be no deduc- 
tion due to deviations or dividends to policyholders, and any discount allowed 
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in the assessment for services which are not performed on behalf of the subscribe 
should be based upon a tangible saving to the rating bureau. 

4. It might be advisable and worth considering to describe what is meant by 
the work product of the rating bureau in order that the bureau may protect its 
engineering service, grading of cities and towns, public relations, and educationg 
activities, all of which cost money. 

5. As regards package policies which may be rated by other organizations Such 
as MPIRO, there should be some basis upon which a percentage of the total 
premium is reported for assessment purposes to the fire rating bureau, if the fire 
rating bureau actually performs any services or work product to produce a rate 
which is used as part of the rate or premium of the package policy rating bureau, 
This might be arrived at on a percentage basis and by negotiation. 

6. An effort should be made and supported by legislation, particularly in those 
States where subscribership to a rating bureau is either automatic or manda. 
tory, to force as far as possible the use of the deviation method as prescribed jp 
the all-industry bill. 

There would seem to be enough material available now for instituting a pro 
gram with the various rating bureaus to incorporate these features in their 
constitutions and bylaws and to be prepared to support them in the event of 
litigation or by legislative action. In my opinion, such a step would reduce 
discrimination to a minimum, would be reasonable, and would eliminate a cer. 
tain degree of unfair competition. 

I have read the recent communication to you from the SEUA in which there 
are recited certain intended recommendations for a change in the constitution 
of that organization dealing with the above, and I am in accord with these 
recommendations, including the basis upon which assessments may be made on 
the writings of partial subscribers or members who deviate. 

I do not wish to leave the implication that my thoughts are conclusive or 
complete, but it would appear that out of our various meetings and discussions 
of the Pacific Fire Rating Bureau matters and the others which have come before 
us, these changes are essential to the continuing operation of rating bureaus, 
Otherwise, we must face the threat of a breakdown in our rating procedures that 
might be chaotic, costly, and result in a multitude of discriminatory practices, 
Furthermore, a breakdown of rating bureaus might conceivably result in total 
inability to provide reliable statistics upon which the commissioners could hence. 
forth approve rates or rate changes, and thus the public interest is definitely 
involved. 

Yours very truly, 
JOHN A. NortuH, 
Chairman, Special Committee of Chief Executives, NBFU, 


[Confidential] 


Partial subscribership and related problems. 


To: Mr. S. Dwight Parker, president. 
From: Legal department. 


Fire insurance rating organizations currently face two somewhat interrelated 
major problems. To be specific these are: 


1. THE PROBLEM POSTED BY THE PARTIAL SUBSCRIBERS 


Certain companies are subscribers for part of the services of the rating organ- 
izations, subscribing for some of the classes over which the rating organizations 
have jurisdiction and independent as to certain other classes over which the 
rating organizations also have jurisdiction. With respect to the classes of in- 
surance as to which these companies are independent, they use much of the 
basic rating system and data developed by the rating organizations without 
making any attendant payment therefor. Furthermore, these companies are 
able, with respect to the classes of insurance as to which they are independent, to 
depart from established rating organization rates without being required to go 
through the formalities of notice to the rating organization and without follow: 
ing the established procedure for deviation filings. 


2. THE PROBLEM POSED BY INDEPENDENTS 


Such companies in most, if not all, jurisdictions in which they write fire in- 
surance have independent rates for the kinds of insurance which they write and 
are not members of or subscribers to the rating organizations for any classes, 
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These companies may use much of the rating organizations’ material and rating 
system aS a basis for ratemaking without making any payment therefore and, 
as independents are not compelled to go through the established procedural 
formalities for deviation filings. a 

The objectives which we might hope to accomplish by appropriate legislation, 
with special reference to the laws of those certain States where the insurance 
code is being recodified, are the following: 

1. To require that any company using in any manner any of the rating material 
or rating system of the rating organization, even if only as a basis for point of 
departure in determining its rates, pay its ratable share of the expenses incurred 
by the rating organizations in developing such rating material and rating systems. 
While important, this objective is a minor one in relation to the second objective 
discussed below. 2 

2, To require that any company writing any kinds or classes of insurance under 
the jurisdiction of an established rating organization follow recognized deviation 
procedure. That is, the company must give notice to the rating organization, the 
rating organization must have the right to demand a hearing and the burden 
of proof that the proposed rates are not excessive, inadequate or unfairly dis- 
criminatory must be met by the company seeking the deviation. 


COMMENT ON THE OBJECTIVES 


1. It would seem to be less difficult to pass legislation that might afford a 
satisfactory solution to the problem of partial subscribership than to solve the 
problem posed by the companies that are completely independent of the rating 
organization. Any attempt to draft legislation that would tend to solve this 
second problem would encounter the obstacle of hostility from legislators who 
might feel that the basic policies of the antitrust laws are being violated. 

9. Any effective solution to the problem of independents would inVolve requir- 
ing such companies to join or subscribe to an established rating organization. 
Furthermore, the definition of the rating organization would have to be redrawn 
so that a single company could not set up its own rating organization and it 
might be necessary to limit rating organizations to not more than one in a given 
State with respect to any single class of business. This would result in creating 
a problem for a rating organization such as MPIRO whose jurisdiction is based 
on a combination of the classes of business which separately are being rated 
by several distinct rating organizations. 

8. While it would undoubtedly be difficult to secure passage of legislation com- 
pelling membership in the rating organization, the experience in North Carolina 
and Mississippi, where such statutes have long remained in force, shows that 
itis my no means impossible. Copies of the relevant portions of the compulsory- 
membership type statutes in force in these States are annexed hereto as exhibits 
A and B. 

POSSIBLE LEGISLATIVE PROGRAM 


(a) Legislation to establish a specifically limited number of recognized rating 
organizations for various kinds or classes of property insurance (fire and allied 
lines). This means that there would be established by law only one recognized 
rating organization for each kind, class, or subdivision of property insurance 
now serviced by rating organizations, with the possibility that with respect to 
some of these rating organizations for various classes it might be desirable 
expressly to permit one rating organization for those insurers writing on the 
stock plan and another rating organization for insurers writing on the mutual 
plan, Certain specialty classes might also be cases for exceptions from this 
general rule in accordance with an exemption power to be given the rating 
organizations pursuant to their rules and regulations. 

(b) Further legislation would be necessary to require every insurer to join 
or subscribe to the recognized rating organizations that have been given juris- 
diction over the kinds or classes of property insurance written by said insurer 
unless specifically exempted as specialty classes as set forth above. This legis- 
lation coupled with the aforementioned legislation (paragraph (a)) and also 
supplemented by legislation strengthening the requirements that have to be met 
before acceptance by insurance departments of deviation filings by requiring 
that deviation filings must be justified on the basis of a certain minimum num- 
ber of years’ experience at rating bureau rates, rather than to permit deviation 
filings on the basis of judgment or expense factors alone, would tend to solve 
the problem now posed by the partial subscribers and independent companies. 
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COMMENT ON LEGISLATIVE APPROACHES 





1. It is obvious, of course, that any such rigorous program would meet intense roe 
hostility from the ranks of the independent insurers, from the partial Sub- corp 
scribers, as well as from legislators who generally oppose insurance companies have 
as representatives of big business and from those legislators who conceive they. Th 
selves to be guardians of the policies of the antitrust laws. ratit 

2. It might seem advisable, therefore, to divide this legislation into package at le 
so that it might be possible to gain part of the objectives, even if not all, 5 com 
may be impossible in many States to solve the problem posed by the indepeng. Th 
ents and yet possible to enact legislation designed to solve the problem poge its g 


by the partial subscribers. It should be realized, however, that there may jp out i 
adverse results from enacting only half of the legislative package. If the pgp. be in 
tial subscribers were to be faced with the option choice of total subscribership ment 


with its consequences of conforming to rates and paying full assessments, o No s 
complete withdrawal from the rating organization, they might well choose thy any | 
latter. While such a choice may be unlikely for business reasons, it is no insut 


beyond the realm of possibility that they would follow the practice adopted py 
some of these companies in Canada. 

3. We must also recognize the fact that the legislation will be as restrictiy 
for the now orthodox members of the insurance industry as it will be for thoge 
who are taking such action as the independents and partial subscribers 
Nevertheless, the complete solution (paragraphs (@) and (b)) offered hereip 
seems to be desirable for the majority of the industry in the foreseeable future 
In view of the possibility that any partial program might foster withdrawals 
from the rating organization, it is recommended that paragraphs (@) and (b)/ wher 
of this program be presented to the legislatures as a complete package. While 
it may be so restrictive as to become onerous, it should be remembered that 
should any of this legislation become burdensome to the industry as a whole, jt 
should be possible to have it amended or repealed. Furthermore, the sug. 
gested solution does provide some flexibility in that rating organizations through 
their own procedure may exempt certain companies in special situations from 
the requirement of using the established rating system. It could further bp 
provided that rating organizations may exempt or abate assessments with! 
respect to those certain classes of insurance written by companies traditionally | 
employing a different rating system from that used by the established appli- order 
eable rating organization. sider: 

4. A second alternative legislative approach that might be worthy of explor- 
tion should the complete program be impossible of attainment, could be a combi- 
nation of strengthening deviation procedure as indicated in paragraph (b) and 
requiring that all those filing independently as to any classes of property in 
surance comply with deviation procedures with attendant obligations of justi. 
fication and burden of proof. 

5. Least satisfactory, but worthy of consideration if all else fails, is the 
assessment approach recently introduced by the South-Eastern Underwriter 
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Association. We are of the opinion that while the proposed rule VII of the = 
Pacific Fire Rating Bureau may have some initial success because of local we 
conditions, it would not prevail in most jurisdictions without first amending loa ¢ 
the appropriate rate regulatory laws. For this reason the South-Eastem canes 
Underwriters Association approach would seem to present a more workable and ¢ 
solution. be ch 
W. G. How .anp. the {i 

Exurisir A 
: — 
' fora 
NortH CAROLINA ing @ 
Section 58-127. Rating bureau. | appre 
Under the supervision of the commissioner of insurance who shall call a meet: | part 
ing for that purpose and within 6 months after the effective date of this act, just | 
insurance companies authorized to effect insurance in this State againt the risk doing 
of loss by perils within the scope of this act, shall organize a rating bureau fi e 8 
the purpose of making rates and rules and regulations which affect or determine pt 


the price which policyholders shall pay for insurance covered by this artide - 
on property or risks located in this State; and all companies now or hereafte ap 
authorized to transact such business in this State shall become members é 
such bureau. 
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The government of the rating bureau shall be vested in its members, and it 
shall not be subject to the direction or control of any other bureau, association, 
corporation, company, individual, or group of individuals. Each member shall 
Te reraing board, executive committee, or other governing body of the 
rating bureau shall be provided for in the bylaws which shall provide also that 
at least one member of such governing body shall be an official of a domestic 
company and shall be a bona fide resident of the State of North Carolina. ; 

The rating bureau shall have power to adopt a constitution and bylaws for 
its government and to adopt reasonable rules and regulations necessary to carry 
out its functions, but such constitution, bylaws, rules, and regulations shall not 
be inconsistent with the provisions of this article, and together with any amend- 
ments thereto shall be approved by the commissioner before becoming effective. 
No such constitution, bylaws, rules, and regulations shall discriminate against 
any type of insurer because of its plan of operation or otherwise, nor shall any 
insurer be prevented from returning any unused or unabsorbed premium deposit, 
savings, or earnings to its policyholders or subscribers. 

The rating bureau shall be empowered to subscribe for or purchase any neces- 
sary service. Subject to the approval of the commissioner it shall apportion 
the expenses of its operation among its members equitably in proportion to 
services rendered by the bureau; provided, however, the bureau may fix a 
minimum annual charge to be paid by each member, not exceeding $50, and a 
reasonable admission fee, not exceeding $50. 4 ; j j 

The principal office of the bureau shall be located in the city of Raleigh, N.C., 
where all records shall be kept and all business of the bureau transacted; pro- 
vided, that with the approval of the commission, branch offices of the bureau 
may be established within the State. The bureau shall furnish without dis- 
crimination its service to its members, and any rating schedule, forms, or plans 
of operation which have been approved by the commissioner and filed with the 
rating bureau shall be available for inspection at any reasonable time by all 
members of said bureau. 

Any member of the rating bureau may appeal to the commissioner from any 
decision of such bureau and the commissioner shall, after a hearing held on not 
less than 10 days’ written notice to the appellant and to the bureau, issue an 
order approving the decision of the bureau or directing it to give further con- 
sideration to such proposal. In the event the bureau fails to take satisfactory 
action, the commissioner shall make such order as he may see fit (General 
Statutes, 1943, in 1950 replacement volume). 


Exutsit B 
MISSISSIPPI 


Section 5816. Insurance commission created—general provisions. 


All stock fire insurance companies licensed to transact the business of fire in- 
surance in this State shall file and keep on file with the insurance commission 
a schedule of rates of premiums for contracts of indemnity against the risk of 
loss or damage by fire or lightning on property in this State, which rates, in all 
cases, shall be a fixed percentage of the amount insured by the policy, and fixed 
and established under the provisions of this article, and which premiums shall 
be charged and collected in accordance with the schedule of rates on file with 
the insurance commission and as fixed from time to time, as provided in this 
article and such premiums shall be uniform for all licensed stock fire contracts 
for all risks rated under the same schedules and classifications. Before apply- 
ing any schedule of rates or changes or amendments thereto the same shall be 
approved by the insurance commission who shall approve same in whole or in 
part if it deems such schedule or changes or amendments thereto as fair and 
just to the people of the State and compensatory to the insurance companies 
doing business in this State, and in line with the rates of insurance charged by 
the said companies in other States, taking into consideration all factors of the 
cost of insuring, and providing that the attorney general shall have the right 
of appeal in the name of the State from the decision of the insurance commission 
in approving such rates; and when thus approved such schedules or changes 
and amendments shall be applied by the rating bureau and its members in the 
conduct of their business. At the time of the filing of the annual reports of 











3742 THE INSURANCE INDUSTRY 


the stock fire insurance companies doing business in this State each year, the 
insurance commission shall approve the amendments to schedules filed ann 
uniess same are in conflict with section 5311 (Code of 1980; sec. 5825; Code 
of 1942) hereof. 


Section 5817. Rating bureau—selection—organization. 


The stock fire-insurance companies organized or admitted to do business j, 
this State shall maintain a rating bureau, to be composed of such number 
persons resident in this State as shall be desired and who shall be skilleg in 
the business of fire-insurance rating, fire hazard, fire protection engineering, ang 
fire-insurance inspection. Said rating bureau may be chartered or operated 4 
a corporation, or association, or limited partnership, and shall provide for 
such officers, board of directors, and bylaws as it may deem proper and Change 
or alter the same from time to time as may be necessary. The said rating bureay 
shall maintain an office in the city of Jackson, Hinds County, Miss., and ali ¢ 
the correspondence, files, papers, and documents of such rating bureau shal] be 
preserved by said bureau, and shall be opened at all times to the inspection ang 
examination of any insured or any person interested (Mississippi Code Anno 
tated, 1942). 


NEE 


NATION WIDE REVIEW OF PARTIAL SUBSCRIBERSHIP SITUATION 


1. LITIGATION 


OE 


(a) Supreme Court of United States has declined to review the North Ameri 
case growing out of the decision of the New York Insurance Department. 

(6b) The insurance commissioner of West Virginia has overruled the cop. 
tention of Allstate that the West Virginia Inspection Bureau had no standing 
to appear in connection with Allstate’s so-called independent filing. Hearing 


on the merits is scheduled to begin October 27. 


2. LEGISLATIVE SITUATION 


West Virginia, Wyoming, Oklahoma, South Carolina, and Michigan are eon. 
sidering the enactment of insurance codes or a complete review of present codes, 
We have been invited to make suggestions as to change. 

Seventeen States will have regular legislative sessions in 1956. 


3. RATING ORGANIZATION ACTIVITIES IN CONNECTION WITH PARTIAL SUBSCRIBERSHP 


Hearing have been held in Arizona, Nevada, and Utah on the proposed changes 
in Pacific Fire Insurance Rating Bureau rules, which rules have heretofore been 
before the committee of chief executives. No decision has been given in any of 
the three States yet. 

The South-Eastern Underwriters Association is contemplating a change in 
its structure which would permit members, following action of the governing 
committee, to file as independents to meet the competition of so-called inde 
pendent filings of partial subscribers. 

(Notre.—This is the reverse approach from that taken on the west coast.) 

In Minnesota independent filings are made using rating bureau material, 
so-called independents subscribing to the rating bureau and the rating bureau 
furnishing stamping service. 

In Arkansas North America claims to be a partial subscriber, having with 
drawn from the rating bureau as to the dwelling classes, but retained a sub 
scription for other classes. They have stopped sending daily reports to the | 
audit bureau of the division for stamping and set up their own stamping office 
in Austin, Tex. No decision has been made yet by the rating bureau as to what 
course it will follow, but counsel advises that a decision will have to be made 
in the not too distant future. In this State, as in the others, the question af | 
financial contribution by the so-called subscriber is another problem involving | 
rule change. i 
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INTER-REGIONAL INSURANCE CONFERENCE, 
New York, N.Y., September 27, 1955. 

Mr. J. RAYMOND BERRY, — 
General Counsel, the National Board of Fire Underwriters, 
New York, aad « 

Deak Ray: Thanks for your note of September 23 relative to that matter 
of bureau assessments involving, particularly, business upon which the bureaus 
are called upon for service but for which they do not act as the named rating 


We will, proceed, as planned, to study this matter in our executive committee 
and I shall certainly keep in touch with you when we get to the point of making 
any recommendations so that there will be no possibility of conflict between 
conclusions reached or action recommended by the two organizations. 

Sincerely yours, 
Roya. M. Beckwirtu, Manager. 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, N.Y., September 29, 1955. 
Mr. H. W. MILLer, 
Chairman, Executive Committee, 
New York, N.Y. 

Deak Sir: Since the last meeting of the executive committee there have been 
two meetings of your special committee of chief executives and there has been 
constant attention to the subject of partial subscribership by special counsel 
and our general counsel. 

PACIFIC FIRE RATING BUREAU 


The proposal of the Pacific Fire Rating Bureau for changes in rules, with 
recommendation that such changes be undertaken by the rating bureaus of 
Arizona, Nevada, and Utah as a first step, rather than attempt the change in all 
States and territories served by that bureau, was considered. At the meeting 
of July 13 it was voted unanimously that this special committee would not 
oppose the proposal to amend bureau rules in line with drafts heretofore sent 
companies, provided amended rules are specifically not effective in any State 
unless and until approved by appropriate regulatory authority of said State. 

Following that meeting, bulletins to advisory and rating organizations advised 
of this committee’s studies and requested any studies made by those organiza- 
tions and any proposed amendments to constitutions and bylaws of those organi- 
zations made as a result of those studies. 

The returns received were before your special committee at the meeting held 
on September 22, at which time the following specific situations were discussed : 

Pacific Fire Rating Bureau.—At hearings before the insurance commissioners 
in Arizona and Nevada on the changes in rules of the respective rating bureaus, 
two companies, the Insurance Co. of North America and the Farmers Insurance 
Co. of California, appeared in opposition and challenged the legality of the 
proposed changes. It is expected that the same course will be followed in Utah. 
It is the consensus that no steps be taken pending decision by the Arizona 
Insurance Department. 

New York.—It is the view that no steps be taken with reference to the New 
York situation pending decision by the Supreme Court on whether or not it will 
hear the appeeal filed in this case. 

Minnesota.—In response to our inquiry to advisory organizations, the Western 
Actuarial Bureau wrote on August 14, from which we quote: 

“Since the amendment of the rules for bureau service charges were approved 
by the managing committees and adopted by most of the bureaus where the 
problem of partial subscribership had arisen, there has been no further change 
under consideration nor are any further changes presently contemplated. 

“The Farmers Mutual Automobile Insurance Co. of Madison, Wis., led off with 
partial subscribership in a number of the States about 3 years ago, eliminating 
the habitational and farm classes from bureau subscribership. The Minnesota 
Insurance Department did not approve their filing inasmuch as it was not 
complete as to their method of determining town classification and the depart- 
ment also had a number of other objections including their insistnce that busi- 
hess be audited locally. A court case developed, which dragged on for some 
time and eventually the company and the insurance department worked out a 








3744 THE INSURANCE INDUSTRY 


compromise. The company advised the bureau that it would continue its sub- 
scribership for all classes and, of course, the bureau had no reason to refuse 
their continuation. However, the insurance department accepted what in 
essence is an independent filing of their dwelling schedule rather than a deviation 
filing. The bureau is furnishing the company with all services including audit. 
ing, but must audit their business against the independent filing. 

“Subsequently, the Insurance Co. of North America, whose independent filing 
had not been accepted, was told of this arrangement and the insurance depart- 
ment requested that it be given similar consideration by the bureau. After 
study by the managing committee, it was felt impossible to decline to enter into 
such an arrangement and the bureau accepted them on the same basis. Ip 80 
doing, however, it was pointed out that the matter of their filing with the insur. 
ance department was solely the action of the insurance department without 
implied approval from the bureau. Again the bureau is furnishing them with 
full service including town classification data and is auditing the business, 

“Most recently, the Allstate Insurance Co. has been to the insurance depart. 
ment and to the bureau to work out subscribership whereby they would be gery. 
iced for the dwelling class only which is the only class they write presently, 
While we have not heard of the completion of such arrangement there seemed 
to be every indication that the company would apply for subscribership under 
this plan. 

“This is a rather unique situation in Minnesota, largely as a result of the 
insurance department’s position. A somewhat similar situation exists in Mis. 
souri, although in that State the laws are quite different and do not refer to 
deviation filings.” 

From a further letter dated August 24, we quote: 

“In view of your inquiry I have contacted Manager Ryon of the Fire Under- 
writers Inspection Bureau and am advised that there are no pleadings or briefs 
available since the case was not heard in court. Mr. Ryon further advises that 
Commissioner Sheehan ordered the company to furnish or file a suitable rating 
plan with rules and forms which would also contemplate auditing of the dwelling 
business, but the company brought suit to restrain the commissioner from acting, 
upparently in the belief that this would jeopardize their license to do business in 
the State. The suit was later settled out of court by compromise and the com- 
pany then returned to the bureau as a subscriber for town classifications, ratings, 
and auditing. The bureau has considered their dwelling filing as a deviation.” 

Statutes.—General counsel reported the drafting of new insurance codes in 
West Virginia and Wyoming, and active study by legislative committees of the 
subject in Oklahoma and South Carolina. He requested instructions with spe 
cize reference to these States and in general for the 17 other States, including 
Minnesota, in which legislatures will meet this coming year. It was the general 
view that the changes in rules adopted by the Pacific Fire Rating Bureau might 
provide a model, but before requesting further authority from the executive 
committee, it would be necessary to have a specific proposal for amending or 
revising the existing rating laws. It is expected that this special committee will 
have a recommendation for action by the executive committee at the meeting 
of October 27. 

Board and bureau assessments—-The chairman referred to requests from 
rating bureaus to the Inter-Regional Insurance Conference for guidance in the 
matter of changing the basis of assessments for support of those organizations. 
Discussion of this subject favored research on the subject by the Inter-Regional 
Insurance Conference, but it was the unanimous view that the results of such 
studies be cleared with this special committee before release. Upon motion, 
duly seconded, it was voted that general counsel maintain close liaison with the 
manager of the Inter-Regional Conference on this matter. 

Respectfully submitted. 





JoHN A. Norra, Chairman. 


SoutH-EASTERN UNDERWRITERS ASSOCIATION, 
Atlanta, Ga., September 30, 1955. 
Re partial subscriberships in SEUA territory—Constitution and bylaws. 
Mr. R. 8. SAMs, 
Troutman, Sams, Schroder & Lockerman, 
Atlanta, Ga. 


Dear Mr. Sams: The enclosed copy of letter from President North together 
with copy of letter addressed to General Counsel J. Raymond Berry by Mr. 
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North as chairman of the special committee of chief executives, National Bureau 


of Fire Underwriters, will, I am sure, be of interest to you and to the members 
of our office committee. 
With kindest regards. 
Yours very truly, 
W. W. Sampson, Manager. 


SouTH-EASTERN UNDERWRITERS ASSOCIATION, 
September 26, 1955. 
Mr. W. W. SAMPSON, sit 
Manager, South-Eastern Underwriters Association, 
Atlanta, Ga. 

Dear Brit: The enclosed copy of a letter to Ray Berry may be of interest to 
you and the members of the SEUA office committee, and it stems from the last 
meeting of the special committee of chief executives of the national board, at 
which we all agreed to furnish Mr. Berry with some specific ideas of what we 
would like to see incorporated in the constitutions and bylaws of rating asso- 
ciations and which we would be willing to support by legislation if necessary. 

Our special counsel, Mr. John Marsh, is leaving for a delayed vacation in the 
middle of October and will not return until about the 12th of November. It was 
hoped, therefore, that our views could be screened by him before he left. 

My ideas so closely support the minutes of the office committee meeting of 
September 20 that while there is nothing conclusive in them they could be of 
interest to you, the committee, and particularly to Mr. Sams. Thus I would hope 
that you might show this letter to him at least. 

With best wishes, 

Sincerely yours, 
JOHN, 
President. 


FIRE INSURANCE DIVISION, 
BOARD OF INSURANCE COMMISSIONERS, 
Austin, Tex., October 14, 1955. 
Mr. Huen L. ToLLaAck, 
Assistant Secretary, National Association of Insurance Commissioners, 
Chicago, Ill. 

Dear Mr. TottAcKk: In Texas we are faced with the problem of promulgating 
Equitable seacoast extended coverage rates, which problem is common to all 
Coastal States. Under present tax laws, the Internal Revenue Department does 
not permit tax free catastrophe reserves for insurance companies. This, of 
course, results in higher rates to the public by various rating organizations or 
else produces a wide fluctuation in rates from year to year, where a State has 
suffered a loss from hurricane. 

It oceurs to me that a worthwhile project for the NAIC would be to appoint 
a committee to study the whole situation and possibly make recommendations to 
Congress to provide a tax free catastrophe reserve (either in cash or Government 
bonds) to be set up by companies operating in Coastal States, with a proper 
loading in the rate to provide for the reserve. I feel certain all other commis- 
sioners of Coastal States will be interested in such an item. 

If you think this suggestion worthwhile, will you please bring it to the atten- 
tion of the proper official. 

Yours very truly, 
MARK WENTZ, Commissioner. 


OCTOBER 17, 1955. 
Re reserving on fire installment premiums. 
Mr. James L. Ross, 
Jackson, Miss. 


Dear Jim: You will remember at the meeting in the New York superintendent’s 
office, the superintendent called for briefs to be filed in connection with the above 
and I told you I would send you a copy of any brief that we filed. 

Since that time a representative of the American Fore Group—apparently 
speaking for all of the others who were seeking an optional basis of reserve— 
has requested an extension of time for the filing of briefs. He took the matter 
up with our committee, prior to requesting the extension, and was authorized 
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to say to the New York department that we would have no objection to the 
extension. 

We are now in receipt of advices that the extension has been cranted—g, 
least until the 20th of October and it may be extended thereafter. Yoy will 
note this request for extension was not initiated by us. Our brief has been 
written and can be filed at any time. 

I have always doubted the wisdom of airing this situation and somewhat 
belatedly the others seem to be coming to that same conclusion. I suspect the 
American Fore is trying to make some arrangement with the New York Insur. 
ance Department which will permit it to continue to reserve on a full basis go 
far as the New York department is concerned and then allow this subject to be 
dropped from the agenda of the insurance commissioners. 

Will you please pass this information on to Walter and rest assured if any 
steps are taken looking toward filing briefs you will be furnished a copy, } 
wish you would also make it clear to Mr. Davis that if the commissioners’ gyp. 
committee has any idea of making a report which would change the commis 
sioners’ position from that already taken we will want an opportunity to be 
heard. In our judgment any change by the NAIC from its present positig 
would be a bad blow to the business and a serious blow to State regulation, 

Yours very truly, 


J. RAYMOND Berry, General Counsel, 





MINUTES OF COMMITTEE ON LAWS OF THE NATIONAL BOARD OF FIRE UNDERWRITERS 
HELD IN THE BoarpD Room, 85 JOHN STREET, NEW YORK, ON OcTOBER 19, 1955, 
11 A.M. 


Present: Mr. C. A. Loughin, chairman; Messrs. Olin L. Brooks, Raymond NX, 
Caverly, H. B. Collamore, H. Clay Johnson, W. E. McKell; also William Tribou 
(representing Millard Bartels), E. 8S. Coons (representing H. W. Miller), Peter 
Korsan (representing K. B. Hatch), Russell Viering (representing John A 


North), and Wilfred Howland (representing S. Dwight Parker) ; General Cou. | 


sel Berry, General Manager Vincent and Ray Hughes of the law department. 
There were also present during the Ohio multiple line discussion Mr. ©. DP, 
McVay, president of the Ohio Farmers, General Manager J. Dewey Dorsett 
and General Counsel Ray Murphy of the Association of Casualty & Surety 
Companies. 
Advices of their inability to attend were at hand from Messrs. Paul FE. Laymon, 
Harry W. Miller, J. K. Hooker, and Frank F. Dorsey. 


OHIO—MULTIPLE LINE LEGISLATION 


Mr. C. Don MeVay, president of the Ohio Farmers Insurance Co., who asked 
to appear before this committee, explained the expenses incurred in the employ- 
ment of legal counsel and public relations counsel by the local committee of 
stock interests in connection with the passage of multiple line legislation. He 
stated these companies were committed to an expense of $50,000, and asked the 
national board and the Association of Casualty & Surety Companies to assume 
one-half of this amount. 

During consideration of the request, the committee reflected favorable con 
sideration of reimbursement, but felt the matter should be submitted to the 
executive committee at its meeting on the 27th. Following discussion, it was 
voted to recommend to the executive committee that payment be made subject 
to the qualification that general counsel be satisfied that the bill properly re 
flected the services, subject also to similar action by the executive committee 
of the Association of Casualty & Surety Companies. 

Mr. Caverly asked that he be recorded as not voting. 


NATIONWIDE REVIEW OF PARTIAL SUBSCRIBERSHIP SITUATION 


General counsel made the following report : 
(1) Litigation 

(a) Supreme Court of United States has declined to review the North America 
case growing out of the decision of the New York Insurance Department. 


(b) The Insurance Commissioner of West Virginia has overruled the contet- 
tion of Allstate that the West Virginia Inspection Bureau had no standing to 
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appear in connection with Allstate’s so-called independent filing. Hearing on 
the merits is scheduled to begin October 27. 


(2) Legislative situation 

West Virginia, Wyoming, Oklahoma, South Carolina, and Michigan are con- 
sidering the enactment of insurance codes or a complete review of present codes. 
We have been invited to make suggestions as to change. Seventeen States will 
have regular legislative sessions in 1956. 


(3) Rating organization activities in connection with partial subscribership 


Hearings have been held in Arizona, Nevada, and Utah on the proposed 
changes in Pacific fire insurance rating rules, which rules have heretofore been 
pefore the committee of chief executives. No decision has been given in any of 
the three States yet. 

The South-Eastern Underwriters Association is contemplating a change in its 
structure which would permit members—following action of the governing 
committee—to file as independents to meet the competition of so-called in- 
pendent filings of partial subscribers. 

Note: This is the reverse approach from that taken on the west coast. 

In Minnesota independent filings are made using rating bureau material— 
so-called independents subscribing to the rating bureau and the rating bureau 
furnishing stamping service. 

In Arkansas, North America claims to be a partial subscribed having with- 
drawn from the rating bureau as to the dwelling classes, but retained a sub- 
scription for other classes. They have stopped sending daily reports to the 
audit bureau of the division for stamping and set up their own stamping office 
in Austin, Tex. No decision has been made yet by the rating bureau as to what 
course it will follow, but counsel advises that a decisi«n will have to be made 
in the not too distanct future. In this State, as in the others, the question of 
financial contribution by the so-called subscriber is anuther problem involving 
rule change. 


DELAWARE—FIRE DEPARTMENT AND POLICEMEN’S PENSION ACTS 


At the present session of the legislature the fire department tax was raised 
from 2 to 3% percent and a policemen’s pension tax, based primarily on casualty 
premiums—although broad enough to tax our conventional automobile property 
premiums—was passed. Both these laws failed to obtain the three-fourths ma- 
jority vote required by the Delaware constitution. 

“2. Is opposed to the optional treatment of reserving term business.” 

General counsel was instructed to take this position at the December 1954 meet- 
ing of the NAIC, bearing in mind that it was not a unanimous vote of the 
executive committee. 

Mr. Jervey requested general counsel to supplement Mr. Loughin’s report in 
response to which the general counsel advised that representatives of our sub- 
committee had attended the meeting referred to by Mr. Loughin; that the pro- 
ponents of the optional basis for reporting were well represented; that only 
two or three NAIC subcommittee members were present; that one was a militant 
advocate of the optional method and the speaker’s personal views were that the 
New York superintendent was something more than merely inclined to the 
optional method ; that at the end of the hearing briefs had been requested by 
the insurance department and at our suggestion it was agreed briefs would be 
exchanged on the question of reserve. In view of this it was necessary that a 
definite position be taken and unless instructed to the contrary general counsel 
would take the position opposing mandatory full reserve and opposing optional 
treatment. 

Mr. Loughin reported that a subcommittee of the NAIC which is dealing 
with this subject, met on September 27 at the New York Insurance Department. 
He asked for reaffirmation of the action of the November 1954 executive com- 
mittee meeting with the removal of any restraint on the activity of the staff in 
opposing either full reserve or optional treatment. After discussion, on motion 
duly made and seconded, it was voted that this committee reaffirm its previous 
position. The motion was carried, Messrs. Heacock, Herd, and Jervey voting 
in the negative. 

General counsel stated that the proponents of full reserving sought an exten- 
sion of time for filing all briefs and same was granted. 
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NEW YORK—CAPITAL EXPENDITURES 


The subcommittee appointed pursuant to the action at the May meet 
met with the insurance department. Thereafter the insurance department i 
cularized domestic companies that any addition or expenditures made in ~ 
calendar year in respect of any existing building, which, according to recognis 
accounting principles, should be capitalized and which, when added to the a = 
gate of all such additions and expenditures previously made during the Sai 
calendar year, exceeds an amount equal to 5 percent of the book value of ont 
building, or $10,000, whichever is the greater, requires the approval of | 
superintendent of insurance. - 


General counsel advised that we are working in close touch with the America, 
Insurance Association which is making a second review of the problem of flood 
insurance and keeping in contact with the various legislative arms that are 
looking into the problem so that if and when hearings are called we will be able 
to advise the executives who have been considering this matter and arrange for | 
their appearance if the business so desires. 


CATASTROPHE RESERVES 


Our subcommittee on taxation will meet informally with Mr. Stam ang 
Treasury representatives on October 20, to discuss the setting up of a catastrophe 
reserve out of earnings and taking contributions to that as an expense in cop. 
puting Federal income taxes. } 


FLOOD INSURANCE 
: 
' 


ADDITIONAL STAFF 


Pursuant to the action at the annual meeting, general counsel advised that 
we are undertaking to expand our staff. Assistant General Counsel McKenzie of 
our San Francisco office, will come east to supervise State legislation from the 
New York office. General counsel stated that we are now considering candi. 
dates to replace him in the San Francisco office. ' 


2 AR neem emp 


BILLS APPROVED FOR PAYMENT 


On motion duly made and seconded, it was voted to approve payment of the 
following bills, amounting to $25,163.69: 


Raymond W. Kilbourne, expenses, attorney, Ohio___-___--_-____--___ 

Insurance Federation of Pennsylvania__......---..----..--.-.--.-_- 1. 
rer NINE, CNR fa ta lala coach co chen co cbesaeenns ceiniiabinnak naan a 
Michigan Association of Insurance Agents____---------------_--___- 1, 
Irving. ©. Mehigan, Wisconsin, attorney... =... 2... 8 i. 
William R. Murphy, attorney, Delaware__...---..---~~.--~-.-~__..- 3 
Parrish, Guthrie, Colflesh & O’Brien, attorneys, Iowa__---__-__--_--_- 4, 
Insurance Federation of Massachusetts___.__._---------------------- 3, 
SUNN Ae enue -> TE SIUC CUD ON a a ene dss av an aceanins snail 1, 
Raymond Henderson, attorney, Rhode Island__...._--_-------~----- 3, 
Walter D. Hanson, attorney, Oklahoma, expenses___.----_---_---_--- 

Janes J. Beamesy, attorney, New York... ..--22-22.~-2- 4... 5, 
enn Sa NTNU: PURGE Sed os tec den Sl 

Giffin, Winning, Lindner & Newkirk, attorneys, Illinois__.__._._..-_---- 


SeSeSSlZSsx52e 
_ S82 Sseseszseeesx 


ADJOURN MENT 


There being no further business to come before the committee, the meeting| 
adjourned at 1:10 p.m. 
J. RAYMOND Berry, Secretary. ) 


‘ 


' 


AETNA LiFe INSURANCE CoO., 
Hartford, Conn., October 20, 195. 
Mr. J. RAYMOND Berry, 
General Counsel, National Board of Fire Underwriters, 
New York, N.Y. 
Dear Ray: Enclosed herewith is a copy of a letter dated September 29 from 
Mr. Perryman of the Royal-Liverpool Insurance Group to Mr. John H. Miller, 
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[. Miller, 
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chairman of task force 4 of the joint committee on health insurance. Mr. 
Miller forwarded this to me as chairman of a subcommittee, the report of which 
js referred to in Mr. Perryman’s letter. I am also enclosing a copy of that 
subeommittee’s report, a copy of the interim report of task force 4 made to the 
joint committee, and a copy of my letter of even date to Mr. Miller. If the 
national board has any comments or suggestions with reference to either of 
these reports, I suggest that they be sent to Mr. Miller, and I shall appreciate 
receiving & Copy. 
Sincerely yours, 
BERKELEY Cox, General Counsel. 


RoYAL-LIVERPOOL INSURANCE GROUP, 
New York, September 29, 1955. 
Mr. Jonn H. MILLER, 
Chairman, Task Force 4, Care of Monarch Life Insurance Co., 
Springfield, Mass. 

Dear Mr. Micter: In reply to your letter of September 27 to the members 
of task force 4, I agree with your recommendation that we submit to the joint 
committee, at its meeting on October 10, our previous report, dated May 19, 
modified as suggested by you in regard to item D on page 3. 

You also suggest that the question of annual statement treatment of voluntary 
reserves be discussed with the NAIC subcommittee before task force 4 makes 
any recommendations. This relates more particularly to the report of Mr. 
Berkeley Cox’s subcommittee on reserves for commercial sickness and accident 
policies. I agree with this suggested procedure. I would like to point out, in 
addition, that the report as drafted makes no mention of the tax position of 
stock casualty companies in regard to so-called voluntary reserves above the 
line. It seems to me that this is something that should be dealt with. The 
fire and casualty organizations have been discussing this question and it would 
appear desirable to coordinate our efforts with the others; I would suggest that 
Mr. Cox’s committee find out the present position of the National Board of Fire 
Underwriters in this connection. The matter has been handled by the national 
board through their committee on statistical data. 

Yours very truly, 
F. S. PERRYMAN, 
Assistant U.S. Manager. 


Report or TASK Force 4 TO THE JOINT COMMITTEE ON HEALTH INSURANCE, 
OcTOBER 3, 1955 


Task force 4, which was established by the joint committee on health insur- 
ance to study the problems of reserves for accident and sickness insurance, has 
held two meetings. In addition there has been considerable subcommittee activ- 
ity and exchange of correspondence. A draft interim report, which was cir- 
culated to the members of the joint committee under date of May 19, was dis- 
cussed at the May 30, 1955, meeting of the NAIC subcommittee to study reserves 
for guaranteed renewable accident and health policies. With one minor change 
this report has been adopted by task force 4 and is now submitted to the joint 
committee on health insurance. 

This report sets forth the basic structure of legislation and regulations which 
are considered necessary in the light of developments in the field of accident 
insurance since the adoption on June 11, 1941, by the National Association of 
Insurance Commissioners of a “Report on Reserves for Noneancellable Accident 
and Health Insurance..” These developments include the following: 

(1) The greatly increased extent of hospital, surgical, and medical ex- 
pense benefits on a noncancellable and guaranteed renewable basis. 

(2) The introduction of policies which are renewable at the option of the 
insured but on which the insurer may change the scale of premiums. 

(3) The introduction of policies which provide that the insurer does not 
retain the right to refuse renewal solely because of deterioration of health 
but which may be terminated for other reasons, either implicit or expressly 
stated in the policy. Under this type of policy the insurer may also retain 
the right to change the scale of premiums. 
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(4) The development of franchise policies under which the insurer 
that individual policies or certificates may not be terminated, except f» 
stated reasons, although the right is reserved to terminate or modify aj] 
policies or certificates to which the particular agreement is applicable, 
As a basic principle the task force recommends that, where all of the follow. 
ing conditions prevail, reserves in addition to the pro rata unearned premiyp 
reserve be maintained, unless it can be demonstrated that the pro rata un 
premium reserve on a gross basis is an adequate measure of the liabilities: 
(i) The company’s right to refuse renewal is limited as under the types 
of policies listed in (1) to (4) above, 


’ 
| 
i 


(ii) The premium is level for a period of 5 or more years during the cop. | 


tinuance of the policy, and 
(iii) The basic annual benefit costs increase with advancing age, 
In view of the great variety of benefits and diversity of provisions found jp 
accident and sickness policies, the task force believes that reserve requirements 
should be broadly comprehensive, yet sufficiently flexible to be applicable to the 
many different valuation problems that will be encountered. It is therefor 
recommended, as a basic statement of valuation policy, that all insurers shonig 
be required to maintain adequate reserves on all accident and sickness policies, 
In order to provide objective criteria of adequacy, it is further recommended 


that specific standards be established for benefits for which a suitable exp. | 


rience table can be designated or developed. Thus, for the well-established 
benefits the task force proposes to recommend existing tables or to undertake the 


development of new ones. Further tables can be prepared for newer benefit 


types, major medical for example, as reliable experience statistics are accun. 
ulated. Pending the development of such tables, each insurer should be re 
quired to determine and maintain reserves which, in its judgment, place q 
sound value on its liabilities under any benefits for which no specific standards 
have been promulgated. 

The task force recommends that these reserve requirements be established 


by regulations which, in the interest of uniformity, should be the same for aij | 


States. For this reason it is urged that the NAIC adopt a report incorporating 
advisory regulations on a uniform basis and a draft of a model law for enact. 
ment in those States where the adoption and enforcement of the proposed regu. 
lations would require enabling legislation. The specific recommendations of the 
task force as to legislation and regulation follow. 


LEGISLATION 


It is recommended that the model act, for adoption where enabling legislation 
is necessary to carry out the other recommendations of this report, should pro 
vide that for all accident and sickness policies the insurer shall maintain an 
unearned premium reserve which—including any amount, in addition to the 
pro rata unearned premium, that may be necessary by virtue of the restrictions 
on the insurer’s right of termination—shall place a sound value on its liabilities 
under such policies, and which shall not be less than the reserve according to the 
standard set forth in regulations issued by the commissioner, provided that the 
commissioner may approve a lower standard for any insurer upon submission 
to him of information demonstrating that such lower standard places an adequate 
value on the policy liabilities to which it is applied. However, reserves cal- 
culated under such standards shall not be less, in the aggregate, than the pro 
rata gross unearned premium reserve. This law should also include provisions, 
consistent with the law of the enacting State, for due notice and hearing before 


the regulation is adopted and for the right of judicial review. These provisions | 
for notice, hearing, and review should also apply to the disapproval by the com | 


missioner of a lower standard for any insurer. 


REGULATIONS 


(It is believed that in many jurisdictions the regulations outlined below could | 
be adopted under existing statutes. In other jurisdictions legislation of the | 


type outlined above would be required. ) 


(a) Categories of accident and sickness insurance 


(A) Policies which are noncancellable and guaranteed renewable to a speti- 
fied age * at premium rates stipulated in the policy. 


1The specified age shall not be less than 50 for policies issued at age 44 or under, nor 
less than 5 years greater than the issue age for other policies. 
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(B) Adjustable premium, guaranteed renewable policies under which the 
insurer may not refuse renewal prior to a specified age’ but under which it 
reserves the right to change the scale of premiums. 

(€) Policies in which the insurer has reserved the right to refuse renewal 
for one or more stated reasons, but has agreed implicitly or explicitly that, prior 
to a specified age,’ it will not decline renewal solely because of deterioration of 
health occurring after issue. ; : 

(D) Franchise policies or certificates issued under or subject to an agreement 
that, except for stated reasons, the insurer will not cancel or refuse to renew 
the coverage of individual insureds prior to a specified age, not less than 60, 
unless all coverage under the same group is terminated. 

(E) Commercial policies and other policies not falling within classes (A) 
to (D) inclusive. 

(b) Standards of valuation for policies of type (A), (B), or (C) 

The minimum reserve for policies of type (A), (B), or (C), issued on or after 
January 1, 1956, subject to deviation as hereinafter provided, shall be an 
amount computed on the basis of preliminary term tabular mean reserves em- 
ploying the following assumptions: Mortality, interest, morbidity, or other con- 
tingency. (It is contemplated that a mortality table and interest rate will be 
specified and that standard tables will be designated or developed for the mor- 
bidity and other contingencies involved, and that the regulations will include 
a listing of such tables. The task force anticipates that it will be able to recom- 
mend at an early date specific tables for hospital expense, miscellaneous hospital 
expense, and surgical expense benefits, as well as for accidental death and for 
disability—accident only—as well as sickness and accident combined. It is 
expected that, at a later date, when suitable experience statistics have been 
accumulated, standard tables for major medical expense benefits can also be 
recommended. ) 

For benefits for which no standard tables has been promulgated, each com- 
pany is required to establish reserves that place a sound value on the liabilities 
under such benefit. 

Such mean reserves shall be diminished or offset by appropriate credit for net 
deferred premiums. In no event, however, shall the aggregate reserves for 
all policies issued on or after January 1, 1956, and valued on the mean reserve 
basis, diminished by any credit for deferred premiums be less than the gross pro 
rata unearned premiums under such policies. 


(c) Standard of valuation for policies of type (D) 
For policies of type (D) issued on or after January 1, 1956, the valuation 
standard shall be the same as set forth in (0) above except that morbidity tables 


modified to reflect any demonstrated reduction in the incidence of benefit cost 
shall be substituted for those specified for types (A), (B), and (C). 


(d) Standard of valuation for policies of type (FE) 


For policies of type (E), the minimum reserve shall be the pro rata gross 
unearned premium reserve. 


(e) Permissible downward deviations from standard 

The commissioner may approve a lower standard for any insurer with respect 
to any benefit or form of policy upon submission to him of information demon- 
strating that such lower standard places an adequate value on the policy liabili- 
ties to which it is applied. (For each State the regulations should include 
appropriate provisions for notice, hearing, and judicial review of any disap- 
proval by the commissioner under this provision. ) 


(f) Alternative valuation procedures and assumptions 


Provided the reserve on all policies to which the method or basis is applied 
is not less, in the aggregate, than the amount determined according to the ap- 
plicable standards specified in (0), (c) or (d@), an insurer may use any reason- 
able assumptions as to the rate of termination of policies, the interest rate, or 
the rates of morbidity or other contingency, and may employ methods other 
than the methods prescribed above in order to determine a sound value of its 
liabilities under such policies. For example, it may set up midterminal reserves 
in addition to either gross or net pro rata unearned premium reserves and may 
compute the midterminal reserves either on the level net premium basis or the 
Preliminary term basis. Alternatively, it may employ a prospective valuation 
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on the basis of actual gross premiums and reasonable allowance for 
expenses. Where a number of benefits are available in the same Policy, the 
insurer may compute the reserve for one or more of the benefits as a percen 
of, or by other relationship to, the aggregate reserve for such policies exclusiva | 
of the benefit or benefits so valued. m | 

For statement purposes the net active life reserve liability may be shown a 
the mean reserve with offsetting asset items for net unpaid and deferray | 
premiums or may, regardless of the underlying method of calculation, be g { 
as the gross pro rata unearned premium reserve and a balancing item for the | 
“additional reserve.” 


' 
CLAIM RESERVES 
Since the new forms of benefits and the new types of policies have not Dre 
sented a special claim reserve problem, the task force has not included any 
recommendations with respect to claim reserves. 


' 


COMMENT AND EXPLANATION 
Reserve fund 


The recommendations of this report are based on the concept of the resery 
aus a fund which, together with future premiums based on the scale currently 
in effect, will meet the benefit payments arising from the group of policies valued | 
as they accrue in the future. It should be observed that the application of , | 
formula for the calculation of such reserves to an individual policy does nog 
produce a meaningful result since few policyholders will experience averag, | 
morbidity. For the policyholder in impaired health, the necessary reserve, jf 
it could be determined, would be very much greater than the average result for | 
policyholders as a whole, and for a policyholder in good health such resery 
would be much less on the average. 


Occupation 


Experience tables available for the determination of reserves are generally _ 
based upon the average results of the insured policyholders and therefore repre 
sent a cross section of the insured populaticn, including individuals with m. 
usual freedom from occupational and other accident hazards, as well as thog 
subject to a considerable extra hazard owing to occupation or avocation. Ae 
cordingly, it is not considered necessary to make special provision in the val. 
ation of the liabilities for policies involving special occupational hazards, It 
may also be observed that where tabular reserve methods are employed, the 
incidence of any additional cost owing to occupational hazard may be such as to 
result in no increase in the reserve otherwise required. 


Two-year preliminary term 


Under “Regulations” reference is made to “preliminary term tabular mean re 
serves” without specification of the period of preliminary term. The task force 
has discussed the desirability of a permissive preliminary term period of 2 years 
or possibly longer. In contrast to life insurance, the claim cost at the early 
policy years under accident and sickness insurance may be substantial. Thus, 
for 2 policy years or even longer, the insurer may have a substantial unliqu- 
dated initial expense before setting up any additional reserves. 


ReEeporT OF SUBCOMMITTEE ON RESERVES FOR COMMERCIAL SICKNESS AND 
ACCIDENT POLICIES 
JOHN H. MILLER, 
Chairman, Task Force 4, 
Joint Committee on Health Insurance: | 


For the purpose of this report “commercial” policies are defined as individual 
sickness or accident policies which are issued for a term of not more than 2 
months and which are cancelable by the insurer or renewable only with the it | 
surer’s consent. That this definition may be broad enough to include “i 
dustrial” policies issued on a weekly or monthly premium basis is immaterial | 
here. The important distinction from the standpoint of reserve requirements is 
between policies which do not give the policyholder a right to renew beyond the 
current term, and those which do give such a right, either absolute or qualified 

An insurance company is required by law to maintain a pro rata unearned 
premium reserve and loss reserves for its commercial sickness and accident 
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pusiness. It may also maintain voluntarily reserves to provide for anticipated 
higher claim costs on policies renewed at ages beyond middle life, or to provide 
for unanticipated contingencies, such as severe epidemics or catastrophic ex- 
osions. In the category of unexpected contingencies, and indeed as the most 
important part of that category, are changes in the general level of business 
ty and employment. It is well established that in periods of business 

jon both the frequency and the duration of claims for disability benefits 
increase, and there is also a tendency for all sickness and accident claims to 


ve, pro rata unearned premium reserve is, as its name indicates, simply the 
pro rata portion of the premium for the unexpired part of the current policy 
term. On the assumption that policy issue and renewal dates are distributed 
evenly throughout the year, half the premiums of all policies in force on a state- 
ment date are customarily set up as the pro rata unearned premium reserve. 
This in itself has some margin of safety, since the expense of issuing or renew- 
ing a policy will generally have been paid during the first half of the policy term. 

We understand that the question referred to this subcommittee is whether 

there should be any legally required reserve for commercial policies beyond the 
tly required pro rata unearned premium reserve and loss reserves for 
claims in course of settlement and for incurred but unreported claims. 

With respect to policies which the insurer is not obliged to renew beyond the 
current policy year, it seems impossible to justify a requirement of law for a 
reserve based on anticipated increases in claim costs because of advancing age 
of policyholders. The rate structure should be such that the premiums for each 
year should be adequate for that year’s anticipated claims, and when there is 
no legal obligation to renew, there is no basis for a legally required reserve with 
respect to coverage beyond the current term. 

The question of a required reserve for contingencies, including fluctuations in 
economic conditions, is more debatable. The primary aim of State regulation of 
the iasurance business should be to see that all insurers are solvent and able 
to meet their policy obligations. In order to give a reasonable assurance of 
solvency, there should be a financial cushion to absorb unexpected shocks in 
addition to the reserves deemed sufficient for normal losses. 

Such a cushion might be provided as te commercial policies by a required 
contingency reserve equal to the company’s pro rata unearned premium reserve 
(or a stated fraction or multiple thereof) for commercial policies on the state- 
ment date. To avoid hardship to insurers from a new and unanticipated reserve 
requirement, provision could be made for putting a small percentage of the 
premiums for such policies into such a contingency reserve each year until the 
required amount of the reserve is attained. However, the purpose of such a 
required reserve would be defeated unless the law made provision for drawing 
from it as well as adding to it. It would seem necessary, therefore, to relate 
such a reserve to the company’s loss experience, so that in a year when the expe- 
rience is better than anticipated, a contribution to the reserve would be required 
and when the experience is worse, a withdrawal from the reserve would be 
permitted. 

Another way in which a cushion against unanticipated losses is provided is, 
of course, the insurance company’s surplus. As respects policyholders, the 
surplus of a company means all unassigned funds plus capital stock, if any. 
These funds stand as a protection against such contingencies and are not limited 
to any particular line of insurance, but are a protection to the company’s policy- 
holders in all the lines that it writes. 

There is probably just as much reason for protection against unexpectedly 
heavy losses in other fields of insurance as there is in the sickness and accident 
field. The purpose of a surplus is to give such protection when and where it is 
needed. 

It is our opinion that, insofar as statutory requirements can provide protection 
to policyholders against their insurer’s unanticipated losses, such protection is 
best given by adequate requirements as to the capital and surplus (or if a 
mutual company, the surplus or guaranty fund) which the insurer must have 
in order to do business in the State; and that no reserve for commercial sickness 
and accident policies should be required by law except the pro rata unearned 
premium and loss reserves which are now required. This should not be con- 
strued as prohibiting an insurer from carrying voluntarily a greater active life 
reserve On Commercial policies to provide against a higher incidence of future 
claim costs reasonably to be anticipated from the insurer’s practice as to 
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renewals or from other causes, but in the absence of a contractual obligation tp 
renew, such additional reserve should not be required. 


If, as the result of legislation, an insurer’s right to decline renewal of a sig. | 
ness or accident policy were restricted, that policy would not be within the i 


definition contained in the first paragraph of this report. We assume that con- 
sideration of the effect any such legislation might have on reserve requirements 
is not within the scope of this subcommittee’s assignment. 
For the subcommittee. 
BERKELEY Cox, Chairman, 
SEPTEMBER 2, 1955. 


OcTOBER 25, 1955, 
Mr. BERKELEY Cox, 
General Counsel, Aetna Life Insurance Co., 
Hartford, Conn. 

DEAR BERKELEY: Thank you for your letter of October 20. I have no Sugges. 
tions as to the report of task force No. 4. I am happy you brought it to oy 
attention. 

We have been considering the possibility of getting some relief income taxwige 
in connection with the setting up of reserves for catastrophic losses. 

The matter has not gotten past the conversation stage. If and when it does, 
we will certainly be in touch with the Association of Casualty and Surety 
Companies. 

Yours very truly, 
J. RAYMOND Berry, General Counsel, 


NOVEMBER 8, 1955, 
Mr. BERKELEY Cox, 
General Counsel, 
Aetna Life Insurance Co., Hartford, Conn. 


Dear Mr. Cox: Thank you for your letter of October 20 and copy of yours of | 


the same date to Ray Berry of the national board. 

The purpose of my raising this question with Task Force 4 was that there 
should not be overlooked the point as to the impact in the case of stock compa. 
nies of reserving requirements on Federal income tax liabilities. This purpose 
has been served by your calling the matter to the attention of Mr. Berry. 

The reference in the last paragraph of Mr. Berry’s letter of October 25 to 
getting in touch at the proper time with the Association of Casualty & Surety 
Co’s. was, of course, made in view of the existing situation whereby that associa- 
tion looks after legislative and such matters for its member companies, including 
those which may arise in regard to accident and health business directly or 
through the Bureau of Accident and Health Underwriters. If and when under 
the present proposals such legislative and similar interests are transferred to 
some other body, that new body would be the one with whom the questions which 
I have raised will be discussed at the appropriate time. I mentioned this phase 
of the situation to Mr. Berry and he agrees with what I have just stated. 

Yours sincerely, 
F. S. PERRYMAN, 
Assistant U.S. Manager, 


OcTOBER 20, 19565. 
Mr. JOHN H. MILLer, 
Chairman, Task Force 4, Joint Committee on Health Insurance, in care of 
Monarch Life Insurance Co., Springfield, Mass. 


DEAR JOHN: I have your letter of October 14 enclosing a copy of a letter to you 


dated September 29 from Mr. F. 8S. Perryman of the Royal-Liverpool Insurance | 


Group. 

I believe there is no statement in the report of the subcommittee on reserves 
for commercial sickness and accident policies which can in any way be damaging 
either to casualty companies or life companies in connection with the provisions 
of the Federal Internal Revenue Code. The second paragraph of that subcom- 
mittee report states that an insurance company may maintain voluntarily 
reserves to provide for anticipated higher claim costs, etc., and in the next to the 
last paragraph the report states that the committee’s conclusion, that no reserve 
for commercial sickness and accident policies should be required by law except 
the pro rata unearned premium and loss reserves, should not be construed as 
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prohibiting an insurer from carrying voluntarily a greater active life reserve on 
commercial policies. ; 3 : ; ; 

Although Task Force 4 and its subcommittees should certainly keep in mind 
the possible tax consequences of any recommendations which they may make, it 
is my present thought that we would be going beyond our assignment to include 
in a report or reports a discussion of taxes. 

I am sending a copy of this letter to Mr. Perryman and I am also sending to 
Mr. Berry, counsel of the National Board of Fire Underwriters, a copy of the 
interim report of Task Force 4 as presented to the joint committee in Chicago 
last week, a copy of the report of the subcommittee on reserves for commercial 
sickness and accident policies, a copy of Mr. Perryman’s letter and a copy of 
this letter, with the request that any comments or suggestions be sent directly to 
you. 

Sincerely yours, 


BERKELEY Cox, General Counsel. 


MEMORANDUM FROM J. RAYMOND BERRY 


OcTOBER 20, 1955. 

This letter not sent as Hughes advised that Murphy of America Fore informed 
him this morning by telephone (9:30) that time for filing briefs had been in- 
definitely postponed. 

North America has its brief ready. Travelers not filing brief but “me too” 
to North America. 

America Fore has brief ready. 

Talked to Miss Mitchley today and she advised that time for filing briefs has 
been indefinitely postponed. I advised her that we had our briefs ready and 
when advised by the department the date briefs are to be filed, we will file ours. 


Mac, 


THE NATIONAL Boarp OF FIRE UNDERWRITERS, 
New York, October 20, 1955. 
Re recording and reporting of installment term fire premiums for annual state- 
ment purposes. 
Hon. LerFrert Ho.z, 
Chairman, Subcommittee, Installment Premium Reporting in Annual Statements, 
NAIC, New York, N.Y. 

Deak SUPERINTENDENT Hoiz: We hand you herewith four copies of memo- 
randum filed by the Nacional Board of Fire Underwriters in support of the pres- 
ent position of the National Association of Insurance Commissioners taken at 
the June 1951 convention with reference to the above. 

As soon as we receive copies of memorandums filed by others interested we will 
prepare an answering memorandum. 

Yours very truly, 
J. RAYMOND Berry, 
General Counsel. 


OcTOBER 24, 1955. 
To the Special Committee of Chief Executives (Messrs. John A. North, chair- 
man, John R. Barry, K. E. Black, John R. Cooney, K. B. Hatch, S. Dwight 
Parker, J. C. Hullett, H. W. Miller, Bruno C. Vitt, J. V. Herd, ex officia). 
GENTLEMEN: Pursuant to action at the last meeting of this subcommittee, 
we enclose herewith : 
(1) Letter from John A. North, dated September 26, 1955, 
(2) Memorandum from S. Dwight Parker, dated October 14, 1955, with 
reference to changes in constitutions and bylaws of rating associations and 
necessary legislation in relation to partial subscribership and related matters. 


We also enclose as a matter of information nationwide review of partial 
subscribership situation. 


Yours very truly, 
J. RAYMOND Berry, General Counsel. 











3756 THE INSURANCE INDUSTRY f 


NATIONWIDE REVIEW OF PARTIAL SUBSCRIBERSHIP SITUATION i 
1. LITIGATION 


(a) Supreme Court of the United States has declined to review the Nory 
America case growing out of the decision of the New York Insurance Depay, 
ment. 

(b) The insurance commissioner of West Virginia has overruled the contes, : 
tion of Allstate that the West Virginia Inspection Bureau had no standing tp 
appear in connection with Allstate’s so-called independent filing. Hearing o 
the merits is scheduled to begin October 27. 


2. LEGISLATIVE SITUATION 


West Virginia, Wyoming, Oklahoma, South Carolina, and Michigan are op. 
sidering the enactment of insurance codes or a complete review of present codes, | 
We have been invited to make suggestions as to change. | 

Seventeen States will have regular legislative sessions in 1956. : 

| 
8. RATING ORGANIZATION ACTIVITIES IN CONNECTION WITH PARTIAL SUBSCRIBERSHp | 

Hearings have been held in Arizona, Nevada, and Utah on the propose 
changes in Pacific Fire Insurance Rating Bureau rules, which rules have here. 
tofore been before the committee of chief executives. No decision has bee, 
given in any of the three States yet. 

The South-Eastern Underwriters Association is contemplating a change in | 
its structure which would permit members—following action of the governing 
committee—to file as independents to meet the competition of so-called inde 
pendent filings of partial subscribers. 

(Note.—This is the reverse approach from that taken on the west coast.) 

In Minnesota independent filings are made using rating bureau materia|— 
so-called independents subscribing to the rating bureau and the rating bureay 
furnishing stamping service. 

In Arkansas, North America claims to be a partial subscriber having with. 
drawn from the rating bureau as to the dwelling classes, but retained a gyb- 
scription for other classes. They have stopped sending daily reports to the 
audit bureau of the division for stamping and set up their own stamping offic | 
in Austin, Tex. No decision has been made yet by the rating bureau as to 
what course it will follow, but counsel advises that a decision will have to be 
made in the not too distant future. In this State, as in the others, the question 
of financial contribution by the so-called subscriber is another problem in- 
volving rule change. 

THE PHOENIX INSURANCE Co., 
Hartford, Conn., September 26, 1955, 


Re special committee of chief executives. 


Mr. J. RAYMOND BERry, 
General Counsel, The National Board of Fire Underwriters, 
New York, N.Y. 


Dear Ray: As requested at the time of our last meeting, we are expected to 
give you some of our individual ideas as to what we would like to see incorpo 
rated in the constitutions and bylaws of rating asociations, to be implemented 
by legislation if necessary. The folowing are some of my thoughts which I 
have reiterated before, and if I think of others, they will be forwarded. | 

1. Each fire rating organization, of which capital stock companies are the 
principal members, should have a provision in its constitution clearly defining | 
partial subscribership. 

2. Either the constitution or bylaws should restrict the use of rating bureau 
material, which represents the expense of compilation, inspection, and other | 
work done, so that members or subscribers could not use this material if they | 
are not subscribing to the services of the association in whole or if they should 
resign therefrom. 

3. In order that assessments be fair, nondiscriminatory, and sufficient to cover 
the expense of performing rating bureau obligations, there should be no deduw- 
tion due to deviations or dividends to policyholders, and any discount allowed 
in the assessment for services which are not performed on behalf of the sub 
scriber should be based upon a tangible saving to the rating bureau. 
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4. It might be advisable and worth considering to describe what is meant by 
the work product of the rating bureau in order that the bureau may protect its 
engineering service, grading of cities and towns, public relations, and educational] 
activities, all of which cost money. 

5, As regards package policies which may be rated by other organizations such 
as MPIRO, there should be some basis upon which a percentage of the total 
premium is reported for assessment purposes to the fire rating bureau, if the fire 
rating bureau actually performs any services or work product to produce a rate 
whic his used as part of the rate or premium of the package policy rating bureau. 

This might be arrived at on a percentage basis and by negotiation. 

¢. An effort should be made and supported by legislation, particularly in those 
States where subscribership to a rating bureau is either automatic or mandatory, 
to force, as far as possible, the use of the deviation method as prescribed in the 
all-industry bill. 

There would seem to be enough material available now for instituting a pro- 
gram with the various rating bureaus to incorporate these features in their 
constitutions and bylaws and to be prepared to support them in the event of 
litigation or by legislative action. In my opinion, such a step would reduce 
discrimination to a minimum, would be reasonable, and would eliminate a cer- 
tain degree of unfair competition. 

I have read the recent communication to you from the South-Eastern Under- 
writers Association in which there are recited certain intended recommendations 
for a change in the constitution of that organization dealing with the above, and 
I am in accord with these recommendations, including the basis upon which 
assessments may be made on the writings of partial subscribers or members wha 

iate. 
“ do not wish to leave the implication that my thoughts are conclusive or com- 
plete, but it would appear that out of our various meetings and discussions of 
the Pacific Fire Rating Bureau matters and the others which have come before 
us, these changes are essential to the continuing operation of rating bureaus. 
Otherwise, we must face the threat of a breakdown in our rating procedures that 
might be chaotic, costly, and result in a multitude of discriminatory practices. 
Furthermore, a breakdown of rating bureaus might conceivably result in total 
inability to provide reliable statistics upon which the commissioners could hence- 
forth approve rates or rate changes, and thus the public interest is definitely 
involved. 

Yours very truly, 
JOHN A. NortTH, 
Chairman, Special Committee of Chief Executives, NBFU. 


PARTIAL SUBSCRIBERSHIP AND RELATED PROBLEMS 


To: Mr. 8S. Dwight Parker, president. 
From: Legal department. 


Fire insurance rating organizations currently face two somewhat interre- 
lated major problems. To be specific these are: 


1. THE PROBLEM POSED BY THE PARTIAL SUBSCRIBERS 


Certain companies are subscribers for part of the services of the rating 
organizations, subscribing for some of the classes over which the rating organiza- 
tions have jurisdiction and independent as to certain other classes over which 
the rating organizations also have jurisdiction. With respect to the classes of 
insurance as to which these companies are independent, they use much of the 
basic rating system and data developed by the rating organizations without mak- 
ing any attendant payment therefor. Furthermore, these companies are able, 
with respect to the classes of insurance as to which they are independent, to de- 
part from established rating organization rates without being required to go 
through the formalities of notice to the rating organization and without follow- 
ing the established procedure for deviation filings. 


2. THE PROBLEM POSED BY INDEPENDENTS 


Such companies in most, if not all, jurisdictions in which they write fire in- 
surance have independent rates for the kinds of insurance which they write and 
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are not members of or subscribers to the rating organizations for any ¢lg 
These companies may use much of the rating organizations’ material and rat 
system as a basis for ratemaking without making any payment therefor an 
independents are not compelled to go through the established procedural for: 
ities for deviation filings. _ 
The objectives which we might hope to accomplish by appropriate legislatj 
with special reference to the laws of those certain States where the insuran 
code is being recodified, are the following : - 
1. To require that any company using in any manner any of the rating mate 
rial or rating system of the rating organization, even if only as a basis for point 
of departure in determining its rates, pay its ratable share of the expenses jp 
curred by the rating organizations in developing such rating material and ra ; 


systems. While important, this objective is a minor one in relation to the see. } 


ond objective discussed below. 

2. To require that any company writing any kinds or classes of insurance 
under the jurisdiction of an established rating organization follow recognized 
deviation procedure. That is, the company must give notice to the rating organ. 
ization, the rating organization must have the right to demand a hearing ang 
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the burden of proof that the proposed rates are not excessive, inadequate or yp. j 


fairly discriminatory must be met by the company seeking the deviation. 


COMMENT ON THE OBJECTIVES 


1. It would seem to be less difficult to pass legislation that might afford g 
satisfactory solution to the problem of partial subscribership than to solve the 
problem posed by the companies that are completely independent of the rating 
organization. Any attempt to draft legislation that would tend to solve this gee 
ond problem would encounter the obstacle of hostility from legislators who 
might feel that the basic policies of the antitrust laws are being violated. 

2. Any effective solution to the problem of independents would involve requir. 
ing such companies to join or subscribe to an established rating organization, 
Furthermore, the definition of the rating organization would have to be re 
drawn so that a single company could not set up its own rating organization 
and it might be necessary to limit rating organizations to not more than one in 
a given State with respect to any single class of business. This would result in 
creating a problem for a rating organization such as MPIRO whose jurisdiction 
is based on a combination of the classes of business which separately are being 
rated by several distinct rating organizations. 

3. While it would undoubtedly be difficult to secure passage of legislation com- 
pelling membership in the rating organization, the experience in North Carolina 
and Mississippi, where such statutes have long remained in force, shows that 
it is by no means impossible. Copies of the relevant portions of the compulsory- 
membership type statutes in force in these states are annexed hereto as exhibits 
A and B. 

POSSIBLE LEGISLATIVE PROGRAM 


A. Legislation to establish a specifically limited number of recognized rating 
organizations for various kinds or classes of proper insurance (fire and allied 
lines). This means that there would be established by law only one recognized 
rating organization for each kind, class or subdivision of property insurance now 


serviced by rating organizations, with the possibility that with respect to some | 


of these rating organizations for various classes it might be desirable expressly 
to permit one rating organization for those insurers writing on the stock plan and 
another rating organization for insurers writing on the mutual plan. Certain 
specialty classes might also be cases for exceptions from this general rule in 
accordance with an exemption power to be given the rating organizations purst 
ant to their rules and regulations. 

B. Further legislation would be necessary to require every insurer to join or 


subseribe to the recognized rating organizations that have been given jurisdic | 


tion over the kinds or classes of property insurance written by said insurer, u- | 


less specifically exempted as specialty classes as set forth above. This legisla 
tion coupled with the aforementioned legislation (par. A) and also supplemented 
by legislation strengthening the requirements that have to be met before accept- 
ance by insurance departments of deviation filings by requiring that deviation 
filings must be justified on the basis of a certain minimum number of years’ ex- 
perience at rating bureau rates, rather than to permit deviation filings on the 
basis of judgment or expense factors alone, would tend to solve the problem now 
posed by the partial subscribers and independent companies. 
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COMMENT ON LEGISLATIVE APPROACHES 


1. It is obvious, of course, that any such rigorous program would meet intense 
hostility from the ranks of the independent insurers, from the partial sub- 
scribers, aS well as from legislators who generally oppose insurance companies 
as representatives of big business and from those legislators who conceive them- 
selves to be guardians of the policies of the antitrust laws. ; 

2, It might seem advisable, therefore, to divide this legislation into packages 
so that it might be possible to gain part of the objectives, even if not all. It may 
be impossible in many States to solve the problem posed by the independents and 
yet possible to enact legislation designed to solve the problem posed by the 

rtial subscribers. It should be realized, however, that there may be adverse 
results from enacting only half of the legislative package. If the partial sub- 
seribers were to be faced with the option choice of total subscribership with its 
consequences of conforming to rates and paying full assessments, or complete 
withdrawal from the rating organization, they might well choose the latter. 
While such a choice may be unlikely for business reasons, it is not beyond the 
realm of possibility that they would follow the practice adopted by some of these 
companies in Canada. a 

8. We must also recognize the fact that the legislation will be as restrictive 
for the now orthodox members of the insurance industry as it will be for those 
who are taking such action as the independents and partial subscribers. Never- 
theless, the complete solution (pars. A and B) offered herein seems to be desir- 
able for the majority of the industry in the foreseeable future. In view of the 
possibility that any partial program might foster withdrawals from the rating 
organization, it is recommended that paragraphs A and B of this program be 
presented to the legislatures as a complete package. While it may be so restric- 
tive as to become onerous, it should be remembered that should any of this legis- 
lation become burdensome to the industry as a whole, it should be possible to 
have it amended or repealed. Furthermore, the suggested solution does provide 
some flexibility in that rating organizations through their own procedure may 
exempt certain companies in special situations from the requirement of using 
the established rating system. It could further be provided that rating organiza- 
tions may exempt or abate assessments with respect to those certain classes of 
insurance written by companies traditionally employing a different rating sys- 
tem from that used by the established applicable rating organization. 

4, A second alternative legislative approach that might be worthy of explora- 
tion should the complete program be impossible of attainment, could be a combi- 
nation of strengthening deviation procedure as indicated in paragraph B and re- 
quiring that all those filing independently as to any classes of property insurance 
comply with deviation procedures with attendant obligations of justification and 
burden of proof. 

5. Least satisfactory, but worthy of consideration if all else fails, is the assess- 
ment approach recently introduced by the SEUA. We are of the opinion that 
while the proposed rule VII of the Pacific Fire Rating Bureau may have some 
initial success because of local conditions, it would not prevail in most jurisdic- 
tions without first amending the appropriate rate regulatory laws. For this rea- 
son the SEUA approach would seem to present a more workable solution. 


W. G. HOWLAND. 
ExHrsit A 


NortH CAROLINA 
Sec: 58-127. Rating Bureau. 


Under the supervision of the commissioner of insurance who shall call a 
meeting for that purpose and within 6 months after the effective date of this 
act, insurance companies authorized to effect insurance in this State against 
the risk of loss by perils within the scope of this act, shall organize a rating 
bureau for the purpose of making rates and rules and regulations which affect 
or determine the price which policyholders shall pay for insurance ocvered 
by this article, on property or risks located in this State; and all companies 
now or hereafter authorized to transact such business in this State shall become 
members of such bureau: 

The government of the rating bureau shall be vested in its members, and it 
shall not be subject to the direction or control of any other bureau, association, 
corporation, company, individual, or group of individuals. Each member 
shall have one vote. 
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The governing board, executive committee, or other governing body of the 
rating bureau shall be provided for in the bylaws which shall provide also that 
at least one member of such governing body shall be an official of a domestj,. 
company and shall be a bona fide resident of the State of North Caroling, — 

The rating bureau shall have power to adopt a constitution and bylaws for 
its government and to adopt reasonable rules and regulations necessary to carry 
out its functions, but such constitution, bylaws, rules, and regulations sha} 
not be inconsistent with the provisions of this article, and together with any 
amendments thereto shall be approved by the commissioner before becoming 
effective. No such constitution, bylaws, rules, and regulations shall diserjmj. 
nate against any type of insurer because of its plan of operation or othe 
nor shall any insurer be prevented from returning any unused or unabsorbed 
premium deposit, savings, or earnings to its policyholders or subscribers, 

The rating bureau shall be empowered to subscribe for or purchase any 
necessary service. Subject to the approval of the commissioner it shall appor. 
tion the expenses of its operation among its members equitably in proportion 
to services rendered by the bureau; provided, however, the bureau may fix g 
minimum annual charge to be paid by each member, not exceeding $50, and a 
reasonable admission fee, not exceeding $50. 

The principal office of the bureau shall be located in the city of Raleigh, N.C, 
where all records shall be kept and all business of the bureau transacted; pro. 
vided that with the approval of the commissioner branch offices of the bureay 
may be established within the State. The bureau shall furnish without dig. 
erimination its service to its members, and any rating schedule, forms, or plang 
of operation which have been approved by the commissioner and filed with the 
rating bureau shall be available for inspection at any reasonable time by al} 
members of said bureau. 

Any member of the rating bureau may appeal to the commissioner from any 
decision of such bureau and the commissioner shall, after a hearing held on not 
less than 10 days’ written notice to the appellant and to the bureau, issue ap 
erder approving the decision of the bureau or directing it to give further con- 
sideration to such proposal. In the event the bureau fails to take satisfactory 
action, the commissioner shall make such order as he may see fit (General 
Statutes, 1943, in 1950 replacement volume). 


ExHIBIT B 
MISSISSIPPI 


Sec. 5816. Insurance Commission Created—General Provisions. 


All stock fire insurance companies licensed to transact the business of fire 
insurance in this State shall file and keep on file with the insurance commission 
a schedule of rates of premiums for contracts of indemnity against the risk of 
loss or damage by fire or lightning on property in this State, which rates, in all 
cases, shall be a fixed percentage of the amount insured by the policy, and 
fixed and established under the provisions of this article, and which premiums 
shall be charged and collected in accordance with the schedule of rates on file 
with the insurance commission and as fixed from time to time, as provided in this 
article and such premiums shall be uniform for all licensed stock fire contracts 
for all risks rated under the same schedules and classifications. Before apply- 
ing any schedule of rates or changes or amendments thereto the same shall be 
approved by the insurance commission who shall approve same in whole or in 
part if it deems such schedule or changes or amendments thereto as fair and 
just to the people of the State and compensatory to the insurance companies 
doing business in this State, and in line with the rates of insurance charged 
by the said companies in other States, taking into consideration all factors 
of the cost of insuring, and providing that the attorney general shall have the 
right of appeal in the name of the State from the decision of the insurance 
commission in approving such rates; and when thus approved such schedules 
or changes and amendments shall be applied by the rating bureau and its 
members in the conduct of their business. At the time of the filing of the annual 
reports of the stock fire insurance companies doing business in this State each 
year, the insurance commission shall approve the amendments to schedules 
filed annually, unless same are in conflict with section 5311 (Code of 1930; sec. 
5825 ; Code of 1942) hereof. 
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gec. 5817. Rating Bureau—Selection—Organization. 


The stock fire insurance companies organized or admitted to do business in 
this State shall maintain a rating bureau, to be composed of such number of 

rsons resident in this State as shall be desired and who shall be skilled in the 
pusiness of fire insurance rating, fire hazard, fire protection engineering, and 
fire insurance inspection. Said rating bureau may be chartered or operated 
as a corporation, or association, or limited partnership, and shall provide for 
such officers, board of directors, and bylaws as it may deem proper and change 
or alter the same from time to time as may be necessary. The said rating 
pureau shall maintain an office in the city of Jackson, Hinds County, Miss., and 
all of the correspondence, files, papers, and documents of such rating bureau 
shall be preserved by said bureau, and shall be opened at all times to the 
inspection and examination of any insured or any person interested (Mississippi 
Code Annotated, 1942). 


OcTOBER 24, 1955. 
Re installment premiums on term policies. 


Mr. James F.. CraAFTs, 
President, Fireman’s Fund Insurance Co., San Francisco, Catif. 

Deak Jim : I hasten to reply to your letter of October 21. 

The national board is not “stirring up the animals” (to use your phrase). 
The board was forced to take a position because somebody else was “stirring up 
the animals.” If others would stop “stirring up the animals” we would be 
delighted to have the subcommittee of commissioners discharged, and have no 

rt made; leave the record as it stands and then an individual company 
would be able to meet its problem as that problem arose, if it does arise, within 
the Internal Revenue Department. 

If I understand the position of our companies it is in effect—that if the 
insurance commissioners, or an individual State is going to formally bulletin 
companies changing the action previously taken by the commissioners or by the 
State in following the commissioners’ previous position, then our executive 
committee feels that we must appear and attempt to keep the matter in status 

ud. 

; If some individual company, on the other hand, has a problem and works 
out an arrangement with an insurance department without bringing it officially 
to the attention of the business, I do not understand that we are under any 
obligation to seek out that situation and publicly take a position. Thus, if the 
present subcommittee of the NAIC made no report and recommended that it be 
discharged, leaving things in status quo, I understand under my instructions 
we would stay entirely silent. - 

Sincerely yours, 
J. RAYMOND BERRY, General Counsel. 


FIREMAN’S FuND INSURANCE Co., 
San Franeisco, October 21, 1955. 
Re installment premiums on term policies. 


Mr. J. RAYMOND Berry, 
General Counsel, National Board of Fire Underwriters, New York City, N.Y. 


Deak Ray: The minutes of the meeting of the executive committee held on 
September 29 contain a reference to this item and I am curious. 

Why is it necessary for the national board to continue to place itself in the 
position where it is being opposed by even a limited number of its own members, 
all to support a continuing interest on the part of the New York Insurance 
Department, who at last report seems to be carrying the flag alone? 

The background of the reserve question is of course well known to all of us, 
but until the Internal Revenue Department finally rules on the subject, why 
should the national board be stirring up the animals? We happen to believe 
that if the matter ever came to issue the answer would be that the reserve 
requirement would be based upon the term of the policy commitment and not 
upon the amount of the premium that might be paid at a particular time. We, 
accordingly, have carried on our traditional policy of full reserving. We do not 
object to any other company being on the optional basis but we do object to, our 
good os being placed in the position where they are called upon to criticize 
our me : 
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By the national board continuing to participate in the discussions for no g 
purpose, as I see it, the end result may be that one of the full reserving cop. 
panies will be forced to get a ruling or institute a legal proceeding, and ig 
decision happened to go against those who were reserving upon the installmey 
premium paid it would certainly be an unfortunate development. Besides thi 
possibility, I do not like to see friendly companies being placed in the POsitign | 
of disagreeing before a public body. | 

What are your views? 

Sincerely yours, 


JAMER F. Crartg, 

j 

' 
INSTALLMENT RESERVING 
OcTosER 26, 1955, | 
Murphy telephoned this morning. He said he had talked with Gould and | 
Reilly after talking with Holz last night on the above and he said he had Spoken 
to him along the same lines that he spoke to our subcommittee and Proposed ’ 
that the commissioners’ subcommittee would make report to the effect that those 
reserving On an annual basis might be technically underreserved and if tha 
were so it should be corrected. I objected to the words “those reserving on ap 
annual basis” as giving an implication recognizing those who were not reseryj 
on the annual basis. Murphy hastened to withdraw the words saying that he 
was just paraphrasing—saying that his intention was to keep things on ay 
even keel with no inferences one way or the other but he was to hear from the 
New York department today. 


OcTOBER 26, 1955, 2 p.m, 

Murphy had lunch with Holz, Reilly, Gould, and Shallock. Holz has agree | 
that the matter will be handled on an interoffice basis by an interoffice memo 
randum; that companies that have heretofore reserved on a full basis are 
allowed to continue under proper safeguards. There is no suggestion of their 
having an option jump back and forth. 

Pennsylvania is to be advised of the course which New York is planning to 
adopt, with the understanding that the NAIC committee report will be confined 
to the question of underreserving and we will be given a chance to draft what 
we think should be a proper committee report on that subject. Of course there 
is no commitment that this language will be followed. 

Murphy reported also that Holz, when leaving, said he thought Murphy should 
withdraw his application on this matter. I told Murphy I knew of no applica. 
tion that had been filed but he assumed that Holz was referring to a memor. 
andum he had filed prior to the hearing. I told him I could see how Holz might 
be disturbed about that if it were still in the file and maybe Murphy should 
request the return of that memorandum. In any event I consider this a 
matter between the New York department and Murphy. 


J. RB. 


This last memorandum is being dictated immediately following my reporting 
on the above to both Messrs. Loughin and Niederlitz, who go along with it. 


J.R.B. 





FIREMAN’S FunpD INSURANCE Co., 
San Francisco, October 26, 1955. 
Mr. J. RAYMOND Berry, 
General Counsel, National Board of Fire Underwriters, 
New York, N.Y. 


Dear Ray: In a conversation the other day with Lew Vincent, I referred to 
an interesting statement which had been made by the attorney for the Federal 


Trade Commission in connection with the hearing which was held on the | 
Fireman’s Fund Indemnity case on October 17. What has happened since has | 
been so widely publicized that I am not going to attempt to comment further | 


beyond suggesting that with no design on our part the Firemen’s Fund Indemnity 
case may well become a cause celebre, 

As we stand at the moment, the district Federal judge declined to rule on the 
question of jurisdiction. The case will shortly go to the U.S. Court of Appeals in 
San Francisco. They will have several options: (1) To send the case back to the 
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judge to rule on jurisdiction (within 60 days); (2) they, too, may decline to 
rule on jurisdiction ; or (3) they may rule on it, either for or against. 

Our attorneys feel that to decline to rule on jurisdiction would be contrary 
to both the letter and the spirit of the Administrative Procedure Act and they 
are, therefore, confident that the court of appeals will take one of the other 
three alternatives. 

The importance of the Federal Trade Commission attorney’s statement is 
obvious. The entire insurance industry could well be involved in any decision 
that might be handed down or sustained. As our course of action has already 
been determined, we are not seeking assistance beyond the California Attorney 
General’s Office and possibly the insurance commissioners and/or attorney 
generals in zone 6, but we do not want any segment of the industry to feel we 
are proceeding on such an important matter without at least having the oppor- 
tunity to know all about it and to offer suggestions if they would like to do so. 

I probably shall be East before our brief on the appeal is filed, but in the 
interim I wanted you to have this letter from me and not be counting upon 
news releases. 

Iam sending a copy of this letter to Ray Murphy for the same reason. 

Sincerely yours, 
JAMES F. GRAFTS. 


Excerpt FROM OFFICIAL REPORT OF PROCEEDINGS BEFORE THE FEDERAL TRADE 
CoMMISSION AT SAN FRANCISCO, CALIF., ON OCTOBER 17, 1955 


IN THE MATTER OF FIREMAN’S FUND INDEMNITY CO. 


Mr. BRooKFIELD. Mr. Examiner, may I make one statement in answer to one 
portion of Mr. Jenks’ statement, which I think requires explanation in view of 
the complete statement? 

The attorneys for the Commission, by stating that they did not require the 
production of information relating to the State of California, did not thereby 
recognize the authority of the Insurance Commissioner of the State of California 
but recognized only that in no case, including quack medicines, insurance, 
monopoly, or anything else, does the Commission try to take this authority in 
intrastate matters of jurisdiction. For that reason only, in my answer, I stated 
that we were not interested in the transactions or the dissemination of adver- 
tising or sales in California, and it was not in recognition of the authority of 
the California commission as an insurance commission but only in recognition 
of the fact that the courts have held that the Commission had no jurisdiction 
in intrastate transactions. 


NovEMBER 30, 1955, FIRE AND MARINE COMMITTEE REPORT CONTAINING THE 
REPORT OF THE INSTALLMENT PREMIUM SUBCOMMITTEE Set OvuT IN VOLUME 
I, 1956 ProceepInes or NAIC (pp. 115-116) 


SUGGESTED REPORT OF SUBCOMMITTEE FOR MEETING SCHEDULED FOR MONDAY, 
MAY 28, 1956, IN ST. LOUIS, MO. 


At its last meeting in New York on November 30, 1955, the chairman of this 
subcommittee reported that differences of opinion existed in the industry in con- 
nection with the reporting of installment premiums in annual statements. At 
that time the subcommittee unanimously decided to defer a full report on this 
subject pending further study. 

* Since the November 1955 meeting no further data or recommendations have 
been received by this subcommittee. It now appearing that there is no need 
for this subcommittee to give continued consideration to the manner of reporting 
installment premiums, it is recommended that the subcommittee be discharged. 

The subcommittee of the Fire and Marine Committee, to which this matter 
was referred for further study, met in New York on September 27, 1955, and 
Soard representatives of the industry. During this meeting it was developed 

t; 
(a) A number of States accept statements on a full recording basis. 
(b) Some States accept statements on an annual basis. 
(c) Some States accept statements on either basis. 
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With respect to where the annual reporting method is used, the subcommittee 


recognizes that it produces an inadequate unearned premium reserve, Your j 


subcommittee recommends that such reserve inadequacy be corrected. 
We recommend that the subcommittee be discharged. 
The subcommittee of the fire and marine committee, to which this matte 


was referred for further study, met in New York on September 27, 1955, and | 


heard representatives of the industry. No conclusions were reached for yoy, 
subcommittee. During this meeting it was developed that, other than this 
a number of States accept statements on a full recording basis: ; 

(a) A number of States require statements on an annual basis. 

(6b) The remaining States accept statements on either basis. 

That where the annual reporting method is used, the subcommittee recog. 
nizes that in some cases it produces an inadequate unearned premium reserye 
Your subcommittee recommends that such reserve inadequacy be corrected, 

We recommend that the subcommittee be discharged. 

The subcommittee of the fire and marine committee, to which this matter 
was referred for further study, met in New York September 27, 1955, and hearg 
representatives of the industry. 

This subcommittee has no recommendations to make on the question of annng| 
as against full term reporting. The subcommittee recognizes, however, that 
where the reporting method is used, under certain methods of calculation jt 
may produce an inadequate unearned premium reserve. Your subcommitte 
recommends that in such case the reserve inadequacy be corrected. It further 
recommends this subcommittee be discharged. 

NOVEMBER 15, 1955. 


INSTALLMENT PREMIUM REPORTING IN ANNUAL STATEMENT 


The fire and marine subcommittee met on Tuesday, September 27, at 10:% 
a.m., in the offices of the New York Insurance Department to afford industry 
an opportunity to express itself on the remaining question of unearned premium 
reserves as created under the present rule for reporting installment premiums, 

All segments of the industry were in agreement that where a literal interpre. 
tation of the present rules for reporting installment premiums resulted in ap 
under-reserving of such business, additional reserves should be established to 
provide overall adequate reserves. 

This subcommittee is of the opinion that any under-reserving from a literal 
interpretation of the present rules should be corrected. This subcommittee fur. 
ther believes that whether this correction should be accomplished by a formula 
basis or otherwise should be left to the discretion of the individual States. 

jWe recommend that this subcommittee be discharged. 





THE NATIONAL BoArpD or FirE UNDERWRITERS, 
New York, N.Y., November 2, 1955. 
To the Special Committee of Chief Executives (Messrs. John A. North, chairman, 
John R. Barry, K. E. Black, John R. Cooney, K. B. Hatch, S. Dwight Parker, 
J. C. Hullett, H. W. Miller, Bruno C. Vitt, J. V. Herd, ex officio) : 
GENTLEMEN: Pursuant to action taken at the last meeting of this subcon- 
mittee—September 22, 1955—we enclose additional memorandums received from 
members of the committee since our communication to you of October 24: 
(1) Memorandum from K. B. Hatch, dated October 17, 1955; 


(2) Suggestions from counsel who represented the New York Fire Rating | 


Organization in the North America case in New York. 
Yours very truly, 
J. RayMonp Berry, General Counsel. 


PARTIAL SUBSCRIBERSHIP 


Various approaches have been suggested to solve the issues growing out of 


the approval of independent dwelling class filings by certain companies while : 


remaining as a subscriber for the remaining fire classes for which rates are 
promulgated by the rating organization. Such approaches include the following: 

1. Rule modifications of the type that have been adopted by the Pacific Fire 
Rating Bureau and filed as an amendment to their rules in three States in the 
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western territory. Such modification contemplates restriction of the privilege 
of partial subscribership to: : ; 
(a) Where the subscriber limits his writings in the State to the kinds 
of insurance for which services are requested, or 
(b) Where the company subscribes for services on all kinds of insurance 
for which the bureau acts except in “limited specialty” fields as designated 
and approved by the governing committee of the bureau. 

2, Amend the rate laws of the various States to incorporate in the statute 
the principles embodied in the rule which has been adopted by the Pacific Fire 
Rating Bureau in three States. ; 

3. Compulsory membership of all insurers in a single rating bureau (or per- 
haps one bureau for stock companies and one bureau for mutual companies) 
with a tightening up of the rules applicable to deviation filings and the elimina- 
tion of any provision for partial subscribership. To tighten up the deviation 
provisions it might be possible, for example, to require that anyone making a 
deviation filing have at least 5 years’ experience at the bureau rates and not 

rmit a deviation on the basis of judgment or expense factors alone. 

4, Change of rules of the rating organizations to permit all members to do 
what partial subscribers or independents can do under the New York decisions. 

5, A provision either in the rules of the rating organizations or in the statutes 
requiring any insured using rating bureau material to pay for same. 

6. The adoption of statutory provisions giving established rating organizations 
the right to demand a hearing on any filing made by an independent filer or 
making the insurer which files independently subject to the provisions for 
deviation filings. , . 

7..Adopt a provision by rule and statute which prohibits members or sub- 
seribers or former members or former subscribers from using any of the work 
product of the bureau as to any class as to which the bureau does not represent 
the member or subscriber plus a provision requiring the payment of assessments 
based on aggregate premiums for which the bureau performs a service regardless 
of whether such premiums are developed under fire and/or allied lines policies, 
all risk policies or multiple perils policies. 

Our study of the various approaches proposed leads us to the conclusion that 
the efforts of the industry should be directed to bringing about the enactment of 
legislation which would result in compulsory membership in a single rating 
organization as set forth in suggestion No. 3 above. If it is impossible to achieve 
the enactment of such legislation, we believe that legislation should be sought 
which would give the established rating organization the right to demand hear- 
ings on any filing made by an independent insurer or which makes such insurer 
subject to the provisions for deviation. Anticipating that it may not be possible 
to achieve either of these objectives we then believe ways and means should be 
developed to accomplish suggestion No. 7 above which would prohibit the use 
of the work product of the bureaus without authorization and the levying of an 
assessment for all kinds of insurance coming within the jurisdiction of the bureau 
whether in the form of multiple-peril policies or otherwise. 

Why do we think it necessary to seek compulsory membership in a single 
rating bureau? The answer might best be found in a analysis of each of the 
suggestions set forth above. In this memorandum we are concerned only with 
the rate problems as they apply to fire and allied lines insurance. While it may 
be desirable to apply the same approach to all classes of business as a practical 
matter, it is probably impossible of achievement. The adoption of one of these 
suggestions would undoubtedly raise a number of questions as to how multiple 
line policies are to be handled and therefore in the concluding paragraphs of this 
memorandum we shall deal with that problem. 

, We shall analyze each of the suggestions in the order in which they are set 
orth : 

1. The rule as to partial subscribership adopted by the Pacific Fire Rating 
Bureau is of doubtful legality in most States because it tries to modify the law 
by the adoption of a rule. Under the laws of most States, partial subscribership 
is specifically provided for without limitation as to what the subscriber does inde- 
pendently. In our opinion the Pacific Fire Rating Bureau rule restricts partial 
subscribership far beyond the contemplation of the rating laws themselves. 

2. While this proposal would make it legal to put limitations on partial sub- 
scribership such as are proposed by the Pacific Fire Rating Bureau, it is quite 
likely that assuming the successful passage of legislation incorporating the prin- 
ciple of partial subscribership on such basis, the most likely result would probably 











3766 THE INSURANCE INDUSTRY 


be the formation of other competitive bureaus by those who found the limitations 
on partial subscribership too restrictive. 

3. Compulsory membership of all insurers in a single rating bureau, if jt is 
possible of achievement, would seem to hold the most advantage for the stog 
fire insurance companies. The North Carolina law is typical of the type of lay 
under which you could expect to achieve this sort of regulation. Anything shor 
of compulsory membership in a single bureau holds all the disadvantages of yp. 
controlled competition which would inevitably lead to confusion in the ratema,. 
ing processes and possibly complete chaos with ultimate insolvency of many Com 
panies. Under this sort of control, competition would be limited to— 

(a) Service, that is the complete quality of engineering, fire preventip, 
fire protection and loss service. , 

(b) Rate deviations under the standards provided for in the law. 

(c) The return of a portion of the premium, i.e. Mutual’s participating 
companies, cooperatives, reciprocals, and specialty companies. 

(d) Issuing a broader coverage at an additional or higher rate than for 
a less broad cover issued by other companies. 

(e) Issuing a cover of less breadth in coverage for a lower rate than the 
rates for the broader cover, i.e., policies written with a deductible or excegg 
of loss provision. 

(f) Policies on risks not involving similar hazards and not coming withi, 
or constituting any class in a national board system of classification. 

4. Changing the rules to permit members to do what the independent or partia} 
subscriber can do may be a realistic approach but certainly does not make for 
cooperative rate making much less uniform rates. The probable result would 
be that bureau members would follow the lead of the independent insurers when 
they found their competition too great. 

5. Here again the approach may be realistic in that it recognizes that the 
competition, except perhaps in a case of the law now existing in New Jersey, 
can steal the work product of the rating organizations; therefore, why not sell it 
to them as is now being done in the casualty, property, automobile, and surety 
fields. Obviously, following this course of action will not prevent the North 
America or the Allstate or others from taking independent steps and will not 
avoid the impending chaotic conditions that we are trying to prevent. 

6. The disadvantage is obvious. It leaves open the question as to what in- 
ducement there is for a company to remain in a rating bureau and, of course, 
it would be reciprocal in its nature since the filing of rating bureau material 
would become effective only after notice and hearing where the rating bureau 
filing was supported, in part, by material produced by other insurers or other 
rating bureaus. It does have the advantage of protecting against independent 
filings, departing from rating bureau filings without the rating bureau having a 
chance to object. 

7. This provides a realistic approach in that the work product of the burean 
cannot be utilized by others. Obviously, it would lead to the formation of other 
competing bureaus. 

As indicated above, the adoption of legislation which would compel all com- 
panies to belong to a single rate bureau creates problems with respect to how 
multiple peril policies can be handled, particularly where they are written for 
an indivisible premium. Consideration might be given to a supplemental rate 
law or a third rate law where separate fire and casualty rate laws now exist 
which would deal with the problem of rating multiple peril policies. If the 
single rating bureau idea were limited to fire and allied lines insurance it would 
undoubtedly be necessary to have special provisions to deal with such lines only. 
In the final analysis it will certainly be desirable to work toward a single uni- 
form multiple line rating act which embraces all lines including multiple peril 
coverages. 

In the State of North Carolina the problem was resolved insofar as the home 
owners policy was concerned by providing for supervision by the fire rating 
bureau and the use of the standard 165 line statutory fire policy. It would 
probably be better in connection with future legislation to try to secure an 
exception from the statutory fire policy requirements for policies that include all 
risk type coverage. 

In writing this memorandum we have been working on the assumption that 
uniform rates subject to the right of deviation on the basis of expense savings 
are desirable in the fire insurance business; that competition in the fire business 
should be limited to the types of competition set forth under point No.3 above; 
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that the basis of deviation should be limited to demonstrable savings and ex- 

nses including savings in acquisition costs as well as those growing out of 
economy of operation. This ‘presumes that rate competition of the kind en- 
yisaged in the Sherman Act is undesirable and can only lead to chaos due to 
the unique characteristics of the insurance industry. Some of these unique 
characteristics are: (1) The nature of the article sold, a financial contract, 
makes it impossible for individual policyholders to determine value received. 
(2) The insurer cannot know his costs in advance and can only estimate them 
on the basis of the average of the past experience. (3) In ordinary business 
transactions, a Sale is completed when the goods are delivered and the price is 

id. In the insurance business the buyer (policyholder) has a contract calling 
for future performance, during which time the insurer must retain continued 
ability to pay. (4) The insured pays a small amount (initially) relative to 
what he may receive. 

Because of this, every carrier must insure a large number of persons, a fact 
which may lead to drastic rate cutting to increase the number of policyholders 
and, therefore, may result in rates insufficient to meet contractual liabilities. 

In addition to these characteristics, rational rate making requires combining 
the experience of several insurance carriers. Insurance rates are made upon 
the assumption that the future will, within reasonable limits, repeat the past. 
The broader the record of the past experience, the greater the degree of accuracy 
of prognosis. Since the typical company lacks a sufficient volume of business to 
pase its forecasts solely on its own experience, it is necessary to combine the 
experience of a number of insurers. 

All of the suggestions or divergent approaches outlined above leave unsettled 
the question of whether or not the industry would be free from attack under the 
Federal antitrust laws. In our opinion the McCarran Act affords protection 
to State regulation but nobody can say whether or not these solutions would 
constitute “effective” regulation within the meaning of such act. No State can 
discharge the burden of regulation by merely condoning expressly any combina- 
tions that insurers might wish to make. The fourth report of the subcommittee 
of lawyers to the committee of laws of the national board pursuant to resolution 
adopted at May 9, 1945, meeting of the committee of laws includes in section 3 
comments with respect to regulation of rates and ratemaking. With respect to 
rate stabilization the report says: 

“In view of the provisions of Public Law 15 making the Sherman Act appli- 
cable to acts or agreements of boycott, coercion, or intimidation, it will be safer 
as a general rule to have the State statutes require rate adherence rather than 
authorize the adoption by an organization of rules to accomplish this. Any 
compulsion is then that of the State, not that of the group. 

“With such a statutory requirement, we believe a State could auhorize enforce- 
ments in the first instance by the industry, so long as there was provision for 
review by the commissioner. 

“If a State preferred to authorize a rating organization to adopt its own rules 
as to adherence to rates, we believe that provision for approval by the commis- 
sioner of the proposed rules and for deviations would go far to eliminate the 
danger of charges of boycott, coercion, or intimidation. 

“If there be a requirement of rate adherence, it would be advisable to provide 
for appeal to the commissioner from the action of a rating organization with 
respect to a rate manual, classification of risks, rating plan, rating schedule or 
other rating rule.” 

It will undoubtedly be necessary to review the applicable law in the light 
of developments since the date of this report. Based on the conclusions reached, 
however, by the subcommittee of lawyers, it would appear that the approach 
suggested in No. 3 above calling for the compulsory membership of all insurers 
in a single rating bureau could probably be enacted into law in such way as to 
make it free from attack under the antitrust laws. 

P.J.K. 

OcToBer 17, 1955. 


180 


Add new paragraph 7. 

The term “reasonable competition” as used in this article shall include the 
requirement that every insurer, whether it makes its own rates and filings 
Singly or in cooperation with other insurers, shall comply with all of the 
provisions of this article, in order that rates whether made as a result of co- 
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standards of this article. - 


operative or individual action may conform to the statutory requirements 


(Notre.—The only kind of competition that is provided for by the language 
article 8 is “reasonable” competition and it is advisable to define the Wor! | 
“reasonable” to provide equal application of the law for all insurers whether : 
they choose to make rates independently or in concert. ) | 
There should be but one standard applicable to all insurers for ratemaking 


in this State. } 


181(4) | 

Add the following: 

“A partial subscriber of a rating organization shall subscribe for all Classe 
of risks written by such insurer within the kind of insurance for which the | 
rating organization issues rating services.” 

(Nore.—The intent of this proposed amendment is to limit partial subscribe, 
to companies not writing all classes of insurance within a kind of insurance, ang 
to permit a limitation of the subscription to such classes as are written.) 
183 (1) (d) 

Place comma at end and add the following: “to be determined by the actng 
underwriting experience.” 

(Nore.—It has been contended that adequacy may be determined by th 
general financial condition of the company makng a particular filing, and tha 
if a company is solvent it could make a filing in a particular class at rate 
below cost for the class and still conform to the requirements of adequacy, The 
above proposed amendment would meet this contention.) 


183 (1) (e) 

Add “in this State” after “risks” in both places. 

(Nore.—It has been contended that unfair discrimination should be meas 
ured by determining whether the risks of similar hazard written only by th 
company making the filing are treated alike without taking into consideratin 
similar risks of other companies. This proposed amendment would meet this 
contention. ) 

183(1) (ad) 

Add the following: 

“Prospective loss experience and prospective expenses within the meaning of 
this provision shall be based upon past loss and expense experience as reason 
ably modified by changing conditions.” 

(Note.—The contention has been made that prospective experience as used in 
this section may be established by a company making a filing projecting futur 
losses and expenses based upon what it hopes to be able to accomplish, witb 
out any relationship to the past experience either of the company making the 
filing or of the industry. This proposed amendment would meet this con 
tention. ) 


184 (3) 

Add the following before first sentence: 

“No insurer shall file any rate manual or schedule of rates of any rating 
organization except as a member or subscriber thereof.” 

(Note.—This provision was in the New York Insurance Law, Sec. 184(3), 
prior to the legislative amendments of 1948.) 


184 (4) 

Place a comma after last sentence and add: “but shall not thereby become | 
property in the public domain.” 

Add the following: 

“Each related filing shall conform to the approved classification of oecupancy 
hazards and the approved schedule for grading cities and towns of the United 
States.” 

(Note.—These amendments would (@) prevent an independent filer from be 
coming a parasite on the work of the rating organization which is maintained 
and paid for by its members and subscribers, and (0) prevent an independent 
filer from changing or modifying approved standards of occupancy hazards and 
schedule for grading cities and towns.) 
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(2) (@) 
peo is a new section (see 189(4) re deviations), to read as follows: 

“An authorized insurer which makes and files its own class rates, schedules, 
rating plans or rules respecting any kind of insurance or a class of risk within 
a kind of insurance or combination thereof filed by a rating organization shall 
specify the basis for the filing and a copy thereof shall also be sent simul- 
taneously to such rating organization. The superintendent shall prior to the 
approval of any such filing set a time and place for a hearing at which the in- 
surer and such rating organization may be heard, and shall give them not less 
than 10 days’ notice thereof. The rating organization may waive such hear- 
ing. In considering such application, the superintendent shall give the same 
consideration to the same principles for ratemaking as is provided for herein 
for an application for deviation.” ; 

(Nore.—This amendment would require each independent filer to conform to 
the same standards and proof as are required of a member or subscriber of a rat- 
ing organization filing an application for deviation, and would give the rating 
organization an opportunity to be heard before final action. ) 


186 (3) 
The word “organization” should be amended to read “rating organization.” 
(Nore.—The superintendent of insurance has ruled that the word “organiza- 
tion” applies to an organization representing the public and does not include 
the rating organization. This proposed amendment is intended to meet this 
ruling.) 


186-b 

Add in parentheses after “aggrieved” in first sentence: “(not limited to the 
insurer or rating organization making the filing)”. 

(Note.—The superintendent of insurance has ruled that this section is limited 
to the insurer or rating organization making the filing. The proposed _amend- 
ment would meet this ruling.) 


187 (3) 

First sentence, omit “made after notice and hearing.” 

(Note.—The contention has been made that the right to judicial review under 
the rating law is limited to such determinations as follow from a notice and 
hearing, and that therefore the order of the superintendent of insurance refusing 
to grant a hearing under the provisions of the rating law is not in itself subject 
to judicial review. This proposed amendment would meet this contention.) 

Attached hereto are the sections of the New York insurance law to which the 
proposed amendments apply. 


SECTIONS OF INSURANCE LAW 
180 


“The purpose of this article is to promote the public welfare by regulating 
insurance rates to the end that they shall not be excessive, inadequate, unfairly 
discriminatory or otherwise unreasonable and to authorize and regulate coop 
erative action among insurers in ratemaking and in other matters within the 
scope of this article. Nothing in this article is intended (1) to prohibit or dis- 
courage reasonable competition, or (2) to prohibit or encourage except to the 
extent necessary to accomplish the aforementioned purpose, uniformity in insur- 
ance rates, rating systems, rating plans or practices. This article shall be 
liberally interpreted to carry into effect the provisions of this section.” 


181(4) 


“4. Each rating organization shall furnish its rating service without discrimi- 
nation to all of its members and subscribers, and shall, subject to reasonable 
rules and regulations, permit any authorized insurer, not admitted to member- 
ship, to become a subscriber to its rating services for any kind of insurance or 
subdivision thereof written by casualty or surety insurers or for any kind of 
insurance or subdivision or class of risk or a part or combination thereof written 
by fire or marine insurers or for such other insurers for which it is authorized to 
act as a rating organization. Notice of proposed changes in such rules and regu- 
lations shall be given to subscribers. The reasonableness of any rule or regula- 
tion in its application to subscribers, or the refusal of any rating organization 
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to admit an insurer as a subscriber, shall, at the request of any subscriber or any 
such insurer, be reviewed by the superintendent at a hearing held upop at 
least 10 days’ written notice to such rating organization and to such Subscriber 
or insurer. The superintendent may, after such hearing, issue an appropriate 
order.” 


183(1) (6) 


“(b) Rates shall be reasonable and adequate for the class of risks to whiq 
they apply.” 
183 (1) (c) 

“(c) No rate shall discriminate unfairly between risks involving essentially 
the same hazards and expense elements or between risks in the application g 
like charges and credits.” 

183 (1) (d) 


“(d) Consideration shall be given to the past and prospective loss experience, 
including the conflagration and catastrophe hazards, if any, both within ang 
without this State, to all factors reasonably attributable to the class of risks, 
to a reasonable profit, to past and prospective expenses both countrywide anq 
those specially applicable to this State and in the case of participating insurers ty 
policyholders’ dividends, savings or unabsorbed premium deposits allowed or 
returned to policyholders, members or subscribers. In the case of fire insurance 
rates, consideration shall be given to the experience of the fire insurance business 
during a period of not less than 5 years next preceding the year in which the 
review is made.” 

184(3) 

“3. Nothing herein contained shall be construed as requiring any insurer to 
become a member of or subscriber to any rating organization. Except to the 
extent necessary to meet the provisions of paragraphs (0) and (c) of subsection! 
of section 183, uniformity among insurers in any matters within the scope of 
sections 183 and 184 is neither required nor prohibited.” 

184(4) 

“4. The superintendent shall review filings as soon as reasonably possible 
after they have been made in order to determine whether they meet the require 
ments of this article. When a filing is not accompanied by the information upon 
which the insurer supports such filing, and the superintendent does not hive 
sufficient information to determine whether such filing meets the requirements 
of this article, he shall require such insurer to furnish the information upon 
which it supports such filing and in such event the waiting period shall con- 
mence as of the date such information is furnished. The information fur 
nished in support of a filing may include (1) the experience or judgment of the 
insurer or rating organization making the filing, (2) its interpretation of any 
statistical data it relies upon, (3) the experience of other insurers or rating 
organizations, or (4) any other relevant factors. Subject to the exceptions spe 
cified in subsection 8 of this section, each filing shall be subject to a waiting 
period of 15 days, which period may be extended by the superintendent for an 
additional period not to exceed 15 days if he gives notice within such waiting 
period to the insurer or rating organization which made the filing that he needs 
such additional time for the consideration of such filing. The superintendent 
may authorize a filing that he has reviewed to become effective before the expira- 
tion of the waiting period or any extension thereof. A filing shall be deemed 
to meet the requirements of this article unless disapproved by the superintend- 
ent within the waiting period or any extension thereof. A filing and any sup 


porting information shall be open to public inspection after the filing becomes 
effective.” 


185 (4) 


“4. Any casualty or surety insurer which is a member of or subscriber to a 
rating organization may make written application to the superintendent for 
permission to file a uniform percentage deviation to be applied to the premiums 
produced by the rating system filed by such rating organization for a kind of 
insurance, or for a class of insurance which is found by the superintendent to be 
a proper rating unit for the application of such deviation, or for a subdivision of a 
kind of insurance (1) comprised of a group of manual classifications which Is 
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treated as a separate unit for ratemaking purposes, or (2) for which separate 

provisions are included in the filings of the rating organization. In the 
case of any fire insurer which is a member of or subscriber to a rating organiza- 
tion, such application may be made for a deviation from the class rates, schedules, 
rating plans, or rules respecting any kind of insurance, or class of risk within a 
kind of insurance, or combination thereof. A title insurer may apply to the 

tendent for approval on its behalf of a uniform percentage decrease or 
jnerease in the rates established and published by a rating organization of which 
it is a member or subscriber. Such application shall specify the basis for the 
modification and a copy thereof shall also be sent simultaneously to such rating 
organization. The superintendent shall set a time and place for a hearing at 
which the insurer and such rating organization may be heard and shall give 
them not less than 10 days’ notice thereof. In the event the superintendent is 
advised by the rating organization that it does not desire a hearing he may, 
upon the consent of the applicant, waive such hearing. In considering the 
application for permission to file such deviation the superintendent shall give 
consideration to the available statistics and the principles for ratemaking as 
provided in section 183. The superintendent shall issue an order permitting the 
deviation for such insurer to be filed if he finds it to be justified and it shall 
thereupon become effective. He shall issue an order denying such application if 
he finds that the resulting premiums would be excessive, inadequate, or un- 
fairly discriminatory. Each deviation permitted to be filed shall be effective 
for a period of 1 year from the date of such permission unless terminated 
sooner with the approval of the superintendent.” 


186(3) 

“2 Proceedings under this section may be instituted upon the initiative of the 
superintendent or upon written application to the superintendent by any aggrieved 
person or organization for a hearing if the superintendent shall find that the 
application is made in good faith and that the grounds otherwise justify holding 
such a hearing.” 


186-b 


“Any insurer or rating organization aggrieved by any order or decision of the 
superintendent made without a hearing, may, within 30 days after notice of the 
order to the insurer or rating organization, make written request to the superin- 
tendent for a hearing thereon. Pending such hearing and a decision affirming, 
reversing, or modifying his previous action, the superintendent may suspend or 
postpone the effective date of his previous action.” 


187(3) 


“3. The findings, determinations, and orders of the superintendent made after 
notice and hearing, pursuant to the preceding sections of this article shall be 
subject to judicial review. In the event of final determination against any in- 
surer, the amount of any overcharge received by such insurer during the pendency 
of such proceedings, with interest thereon, shall upon demand be refunded by 
such insurer to the persons entitled thereto.” 


NOVEMBER 3, 1955. 
Mr. JAMEs F’. CRAFTS, 


President, Fireman’s Fund Insurance Co., 
San Francisco, Calif. 

Dear Jim: Please excuse my delay in answering your letter of October 26. 
Flood insurance has kept me pretty busy. 

I would appreciate it if you would keep me posted on developments in the 
Federal Trade Commission matter and I hope when you are east we will have a 
chance to talk about this and some other things. 


I have told Jack McKenzie to keep you posted on everything we are doing 
as to change in the San Francisco office. 
Best regards. 
Sincerely, 


J. RAYMOND BERRY, General Counsel. 


47932—60—pt. 6——41 
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THE NATIONAL BoarD OF FIRE UNDERWRITERS, 
New York, November 8, 1955 
Re industry committee on uniform accounting. tT 
To Members of the Special Committee on Statistical Data (Messrs, H. f 
Johnson, chairman, D. R. Ackerman, C. L. Allen, J. R. Barry, Philip § ' 
Brown, H. B. Collamore, James F. Crafts, K. B Hatch, E. A. Henne, Charley t 
P. Jervey, Gilbert Kingan, Charles A. Loughin) : 


GENTLEMEN: The National Board of Fire Underwriters has been represent 
on the industry committee on uniform accounting since its organization in 1949. 
one representative being from the actuarial bureau committee and one from the 
committee on uniform accounting. ' 

Attached is copy of letter dated October 25, 1955, from Mr. H. Clay Johnson, | 
deputy U.S. manager of the Royal-Liverpool Insurance Group, to General Coun 
sel Ray Murphy of the Association of Casualty & Surety Cos. 

We are advised that at the meeting of November 1, the ACSC Committee m 
Blanks and Uniform Accounting voted to recommend to the executive committee 
of the association that steps be taken to dissolve the industry uniform account. 
ing committee. This action appears to be very timely in view of the develop. 
ments outlined in Mr. Johnson’s letter. 


Mr. Johnson, as chairman of this committee, has asked that the matter be aig | 
before the members of this special committee. It will be appreciated if you wij | 


advise the undersigned of your views. If this special committee concurs, we wij 
so advise our committee on uniform accounting at its meeting on Thursday 
November 17. 
Yours very truly, 
L. A. VINCENT, General Manager, 


ROYAL-LIVERPOOL INSURANCE GROUP, 
October 25, 1955. 
Mr. Ray MurpHry, 
General Counsel, Association of Casualty & Surety Co., 
New York, N.Y. 

Dear Mr. Murpny: This will confirm our telephone conversation today in 
which I suggested that item 6 appearing on the agenda for the meeting of the 
committee on blanks and uniform accounting to be held on November 1 be 
modified to consider a recommendation for dissolution of the industry uniform 
accounting committee rather than the enlargement of its functions in the man 
ner suggested by Chief Actuary Bittel of the New Jersey Department (Mr. 
Bittel’s letter addressed to Mr. Clancy, chairman of the industry uniform 


accounting committee, under date of September 29, outlines a number of items | 


pertaining to aspects of the annual statement other than expenses and suggests 
that these be considered by the industry uniform accounting committee for the 
purpose of developing a set of instructions for fire and casualty statement items 
other than expenses). 

You will recall the position taken by the industry at the NAIC convention in 
New York last December to the effect that uniform accounting should be limited 
to the treatment of expense items for annual statement purposes and should not 
extend into the field of rate making. The NAIC has concurred in the industry's 
position with the result that the industry uniform accounting committee has 
subsequently limited its functions to the consideration of the functionalization of 
certain expenses, preferred methods of allocation, etc. 

Having in mind that the casualty association has a committee on blanks and 
uniform accounting and that the national board has a committee of similar scope 
(committee on uniform accounting), the time would appear propitious for the 
pending matters relating to allocation and functionalization of expenses, etc. 
to be left for the individual consideration of these committees (as well as other 
similar committees of the mutual alliance and the independent insurers) and fer 
the industry uniform accounting committee to be dissolved. The national board 
has at various times entertained the view that its position could be expressed to 
better advantage by its own committees rather than through an industry com- 
mittee and, after discussion with Mr. Vincent, I believe this would correctly 
reflect the current view of the national board membership. In my capacity a8 
chairman of the national board’s committee on statistical data, I intend to sub 


mit this subject to my committee for recommendation and, if the committee | 
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iew above expressed, the recommendation would then be sub- 
exncars in So ‘national board’s executive committee for approval, Before going 
altiet ss with this recommendation it would be helpful to know that it had the 
poo nce of the casualty association. The purpose of this letter is to con- 
perigee suggestion that such recommendation for dissolution of the industry 
oe accounting committee be taken up by your committee on blanks and 
Tee accounting at its meeting on November 1. Mr. Perryman of our organi- 
ee will be in attendance at that meeting and will be prepared to speak to this 
subject. 
PRE TST, OY H. Ciay JOHNSON, 


Deputy U.S. Manager. 


NOVEMBER 4, 1955. 
SITUATION IN VIRGINIA 


The practice there is to have all filings, which depart from bureau, rated 
through the bureau. The bureau then would send those filings on to the insur- 
ance commission as a deviation, either with or without recommendation. 

In the past the commission has taken a position that some of these are not 
deviations and the rating bureau has fought the commission on this point. 

Currently the Insurance Co. of North America has presented a rating pro- 
posal to cover public utility contractor’s liability coverage. The bureau has 
treated this the same as any other departure from its filings, sent it on to the 
commission and the commission has ruled that it is not a deviation. I under- 
stand the North America has been advised of this. é 

The bureau is now wondering whether it should oppose the action as it has 
in similar instances in the past, or whether it should stand by and let the North 

j action as it may want. 
America take such y St aisle 


MINUTES OF MEETING OF THE SPECIAL COMMITTEE ON INDUSTRIAL USES OF ATOMIC 
ENERGY OF THE NATIONAL BOARD OF FIRE UNDERWRITERS, HELD IN THE BOARD 
Room, 85 JoHN STREET, NEW YORK, ON NOVEMBER 7, 1955, AT 11 A.M. 


Present: Mr. K. E. Black, chairman, and Messrs. Perey Chubb 2d, J. Victor 
Herd (representing Mr. F. A. Christensen and as chairman of the special com- 
mittee of the Inland Marine Underwriters Association), H. Clay Johnson (repre- 
senting Mr. Clarke Smith), and H. W. Miller. 

There were also present Messrs. William H. Berry, chairman of the special 
committee of the Factory Insurance Association ; J. R. Berry and M. M. Braidech 
of the national board staff. 

Advices of his inability to attend were at hand from Mr. J. C. Hullett. 


STANDARD FIRE POLICY—-ATOMIC HAZARDS 


Chairman Black reviewed the steps taken with reference to the report of the 
subcommittee appointed to analyze the standard fire policy and endorsements 
with respect to atomic hazards. There was general discussion in which the 
provisions of the standard fire policy and extended coverage endorsements were 
considered with respect to fire, explosion, smoke and wind coverages. On motion 
by Mr. Herd, seconded by Mr. Johnson, it was unanimously voted that affirma- 
tive and definitive exclusion of the hazards resulting from the industrial uses 
of atomic energy appear in all property insurance policies (including fire, in- 
land marine, and automobile physical damage coverages) which are issued 
after (date to be determined). 

The discussion brought out the possibility of allowing present policies to run 
to expiration, or moving toward securing agreement with present policyholders 


to endorse existing policies to clarify the intent with reference to the subject 
peril. 


Providing coverage 


Upon motion by Mr. Chubb, duly seconded, it was unanimously voted. that 
the subcommittee analyzing the standard fire policy be asked to recommend a 
Plan (a) for the exclusion of such hazards from property insurance policies, 
and (b) for providing coverage against those excluded hazards specifying 
form, rate, and procedure. The risks contemplated in this action are the gen- 
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eral field of insurance; not those target risks, i.e., the reactor plants themselya, 
which would be covered under the syndicate type of operation. 


General 
It was the view that pending completion of studies no public ANNOUNCement, 
could be made on these considerations and that the question of ca 
reserves would be retained on the agenda of this special committee for later | 
consideration. 
FACTORY INSURANCE ASSOCIATION—SYNDICATE 


| 

Chairman Black reviewed the steps taken in keeping with the action of this 
special committee at its meeting on July 12, which was concurred in thy 
executive committee, and pursuant thereto the steps taken by the KIA looking | 
toward the establishment of a facility for the underwriting of risks under a fin 
policy involving the industrial uses of atomic energy. 

The chairman reviewed the interest of the Atomic Energy Commission jy 
securing necessary Federal legislation and called atttention to the relationship 
between the capacity of the business for insurance on atomic reactor install. 
tions and related equipment located at the reactor site. Mr. William H. 
as chairman of the special committee of the FIA, reviewed the plan that haj 
been developed by that committee, reading from memorandum, copy attached, 
marked “Exhibit A.” 

Discussion of the respective items developed the following suggestions: 

(2) That the stock company syndicate to be administered by the Fy 
invite all licensed domestic stock insurance companies to participate. 

(4) That companies members of a syndicate may write insurance on q 
atomic reactor without referring that risk to the syndicate. 

(5) That all licensed stock insurance companies, both direct writers anj 
reinsurance companies, would have the privilege of participating in the 
syndicate, but the facilities of the syndicate would be available only t 
members of that syndicate. 

It was considered necessary that the syndicate reserve the right to ge 
a minimum participation for any company wishing to belong. It was fy. 
ther the view that an assured would necessarily have the right of selection 
to the extent of possibly 10 percent of the number of companies in the sy. 
dicate being excluded from coverage on the particular risk; such exclusion | 
would also necessarily apply to reinsurance. 

(6) With reference to reinsurance between stock and mutual syndicates, 
it was the unanimous view that such reinsurance be on the facultative basis 
and that in no case would a syndicate reinsure a greater amount from the 
other syndicate than is retained by the direct writer. 

Mr. Berry will incorporate any neceessary changes in the draft of his pla 
and send copies* to the national board for distribution to the members of this 
special committee and to the managers of the Association of Casualty and Surety 
Companies and Inland Marine Insurance Bureau. 
Coverage 

The subcommitee analyzing the standard fire policy and endorsements js 
requested to consider in connection with coverage on real and personal property 
on the premises of a nuclear reactor installation whether the various items, 
i.e., “melt down” or uncontrolled “excursions” of a reactor involving replace 
ment of machinery and equipment, building, use and occupancy, and debris 
removal, decontamination, and salvage expenses, would be handled as specific 
items or covered in a single item on a blanket basis. 


SUBROGATION 


The chairman laid before the committee the question of subrogation between 


fire and casualty companies in connection with losses resulting from industrial 
uses of atomic energy. Discussion showed that there was no support for a 


waiver of subrogation rights beyond that provided in the standard fire policy 
contract. 


2 On November 10 the Factory Insurance Association Committee on Atomic Energy drafted 
a letter of invitation to be sent to all stock insurance companies outlining the organization 
of a facility. The plan as outlined is attached, marked exhibit B. 
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CONFERENCES 


The numerous invitations to be represented at conferences and demonstrations 
called to the attention of those present. It was the view that attendance 

at such conferences at this stage is definitely worth while. It was also the 
nsensus that the national board staff maintain contact with the American 
Standards Association conference on national standards in the field of nuclear 


energy. ADJOURNMENT 


There being no further business, the meeting, upon motion, was adjourned 
:55 p.m. 
at 12:55 p. L. A. Vincent, Secretary. 
Exuipit A 


MEMORANDUM OF PLAN RECOMMENDED SEPTEMBER 9, 1955, By THE ATOMIC ENERGY 
COMMITTEE OF THE FACTORY INSURANCE ASSOCIATION TO THE EXECUTIVE COM- 
MITTEE OF THAT ASSOCIATION 


The success of private development of nuclear energy appears to be con- 
tingent upon the availability of adequate insurance capacity. Therefore, an 
effort should be made to meet, so far as possible, all reasonable demands for such 
insurance on the part of those segments of private industry which may be 

ed in construction and operation of nuclear reactors. It is the hope of 
your committee that the fire companies will afford, through their united efforts, 
asuitable and satisfactory market for this new industry. 

In furtherance of this aim, your committee recommends : 

1, That two syndicates be established, one to be managed by stock companies, 
and the other to be managed by mutual companies. Each facility should de- 
velop its own capacity and its own methods of distributing premiums and losses 
among its membership. 

2. That the stock company syndicate be administered by the FIA, as a sepa- 
rate syndicate and under the direction of a separate executive committee. That 
all carriers, including domestic reinsurers, be asked to participate and to retain 
the full amount of such participation on a direct net basis, without joint but with 
several liability. 

8. That Lloyds of London be invited to participate in the stock company syn- 
dicate as reinsurers on a quota-share basis. 

4. That all inquiries regarding insurance on any nuclear reactor installation 
shall be submitted to the syndicate of which the interested company is a mem- 
ber; and no participant may issue such insurance for its own account. 

5. That all companies shall have the privilege of participating in a syndicate. 
The capacity of the syndicate shall be available only to a member of either 
syndicate. 

6. That for installations where the liability required is within one syndicate’s 
capacity, that syndicate may retain the entire liability. Otherwise, the entire 
liability will be shared by the two syndicates by reinsuring on a quota-share 
basis in proportion to their respective total capacities. 

7. That each syndicate shall have an executive committee responsible for: 

(A) Development and recommendation of suitable rating standards. 

(B) Underwriting decisions on each risk submitted. 

(C) Engineering and inspection standards and practices. 

(D) Loss standards and practices. 

(E) Uniform coverage in both syndicates. 

8, That the coverage provided by both syndicates shall be identical. 

9. That the executive committee of the FIA when it deems it advisable, as- 
sign to a committee the task of initiating and conducting negotiaitons with 
representatives of the mutual companies for the purpose of consummating this 
recommended program, 

EXHIBIT B 


NAME 


(1) The facility or syndicate shall have an appropriate name, but for the 
time being it will be known as a “syndicate.” 
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OBJECT 


(2) The object of the syndicate is to best serve the insuring public the 
companies, members of the syndicate and their producers with efficiency 
economy of operation in providing maximum underwriting capacity for Duclea 
energy power installations. 

ORGANIZATION 


(3) The syndicate shall be a completely separate organization, under 4, | 
direction of its own executive committee, administered by the Factory Ing», 
ance Association. 

MEMBERSHIP 


(4) The members of the syndicate shall be capital stock insurance gp, 
panies, including domestic reinsurers: 

The financial condition and methods of operation of which are satisfactory 4; 
the executive committee and to the members of the syndicate, 

The membership fee will consist of an appropriate or suitable amount to be 
used as working fund and will be graded upon participation of the member in the 
syndicate. 

It is desired, and considered most important, that any company requesting 
membership in the syndicate be prepared to accept their liability on a pg | 
basis. The syndicate will endeavor to obtain reinsurance from Lloyds ot 
London or other satisfactory reinsurance markets for reinsurance participatioy, 

The liability of members of the syndicate will be “several,” but not “joint,” 


ELIGIBLE RISKS 


(5) Risks that will be assumed will consist of those involving the perils ¢ 
nuclear reactors (largely nuclear power reactors). The perils to include fip 
extended coverage, vandalism and malicious mischief ; also, the perils of nucle 
energy, including contamination. 


SYNDICATE POLICY 


(6) Any policy issued by the syndicate will be a syndicate policy with severg| 
but not joint liability. 


EXPENSE 


(7) The expense of the syndicate shall be borne by the members, pro rata, 


according to hte participation of business assumed by each. 
ACCOUNTING 


(8) All accounting between the syndicate and any member of a group shall 
be with the parent company only. 


COMMISSIONS 


(9) Commissions will be conservative and paid by the syndicate. 
Mention should be made that the casualty companies are organizing a similar 


synidecate, and also, in all probability, the mutual companies are doing likewis. 


[Office memorandum ] 
NOVEMBER 7, 1955. 
To: J. Raymond Berry. 
From: William L. Martin. 
Subject : Installment premium reserves on term policies. 


Dear Ray: I note that the member companies who favor full reserving have 


received an extension of time for filing briefs in connection with this problem | 


but assume that this does not change our position for the present. 

I expect to be in Oklahoma City tomorrow and Wednesday morning and wil 
expect to discuss this with Commissioner Hunt. I also hope to be able to se 
Commissioner Sullivan and Superintendent Leggett on my way back from 
Oklahoma City to Chicago. 


Bilt 
Okl: 
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In Oklahoma City you should be able to get in touch with me either at the 
Biltmore Hotel or at Walter Hanson’s office. 
I will also discuss with Hanson the progress made to date in revising the 
Oklahoma insurance laws. 
Yours very truly, 
WILiiaM L. Martin. 


THOMPSON, Cor & COUSINS, 
Dallas, Tezx., November 10, 1955. 


Re tax-free catastrophe reserve for windstorm and extended coverage losses. 
Mr. RAYMOND Berry, 

National Board of Fire Underwriters, 

New York, N.Y. 

Deak Ray: At lunch today with Mr. Gordon S. Yeargan and Mr. Norris W. 
Parker, it developed that Commissioner Wentz and representatives of some 
Texas companies had discussed the caption probably at the end of the summer. 
On October 14, 1955, Mr. Wentz wrote Mr. Hugh L. Tollack as per attached letter. 
I am advised that a committee has been set up by the commissioners of which 
Mr. Wentz is a member. 

I am advised that the commissioners at their 83d session in 1952, pages 190, 
192, and 411, and in their 1953 proceedings, volume 1, pages 93 and 94-97, 
gave consideration to some phases of the caption. 

I understand that Mr. Parker wrote Mr. Beckwith about the matter on 
November 3. 

If either the National Board or the Association of Casualty & Surety Com- 
panies, or both, think now is not the proper time for consideration of the caption, 
upon advice from you suggestion can go to Mr. Wentz through the proper person 
and in the proper form to proceed slowly. And if it is felt that procedure at 
this time is all right, Mr. Wentz could be properly encouraged. 

Being uninformed as to your knowledge of the above, I feel it proper to give 
you the above facts. 

Harry Bass said he had a wonderful time with you. 

Yours truly, 
Wut C. THOMPSON. 


SouTH-EASTERN UNDERWRITERS ASSOCIATION, 
Atlanta, Ga., November 14, 1955. 
Re contemplated changes in South-Eastern Underwriters Association’s constitu- 
tion and bylaws. 
Mr. Jonn A. NorTH, 
President, South-Hastern Underwriters Association, 
Hartford, Conn. 


DeaR JOHN: We have now heard from Mr. Sams by letter in response to your 
inquiry of November 2. Enclosed is a copy of Mr. Sams’ letter of November 11, 
which gives his reasons for the suggested amendment to article IV of the SEU 
constitution. 

With kindest regards. 

Sincerely yours, 
W. W. Sampson, Manager. 


TROUTMAN, SAMS, SCHRODER & LOCKERMAN, 
Atlanta, Ga., November 11, 1955. 
Re contemplated changes in South-Eastern Underwriters Association’s constitu- 
tion and bylaws. 
Mr. W. W. SAMpPson, 


Manager, South-Eastern Underwriters Association, 
Atlanta, Ga. 


Dear Bix: I have read with interest John North’s letter to you of November 
2d with reference to the above subject, inquiring as to the reasons for our 
recommendation that article IV of the SEUA constitution be amended to include 
“Upon approval of the executive committee, a member may limit the extent 
of its representation by the association.” An extra copy of my letter is en- 
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closed so that you can send it on to John with such additional comments q, 
you care to make. 

The primary purpose of the pproposed amendment above reported, is to Meet 
the situation now presented by the MPIRO companies or any other 
situations which may arise in the future or new types of competition. Quoting 
from my comment at the time I first made this suggestion : 

“While the companies represented by MPIRO can say that organization 
resents them only where certain casualty covers are lumped together with 
and allied lines, the effect is just the same as eliminating the SEUA as 
representative for fire and allied lines cover of such policies. It is suggest 
this fact be met although approval of the executive committee is required,” 

The developments in the property insurance field have been both rapid ang 
dramatic and reflect a decided trend away from what might be termed the 
compartmentalized approach. The suggested amendment may well enable oy 
members to meet new forms of competition without the necessity of resi 
and becoming subscribers or partial subscribers. I have in mind the Possibility 
that in view of the North America and Allstate plans, more members may 
think it advisable to eliminate the dwelling field from the supervision of the 
SEUA. Naturally we hope that this will not take place but we also were dis 
tressed when the MPIRO companies felt it essential to have a separate ra 
organization for mutiple line covers. To me, at least, it seems a bit odd that 
the association should audit other dwelling policies when those of the MPIR9 
group, North American, etc., are not audited. In addition, as Mr. North Sug. 
gests, the MPIRO premiums are not broken down so as to be available for 
valid statistical purposes. 

Referring to our argument respecting the preservation of valid statistica 
data, it seems to me that this must, of necessity, break down unless in the new 
multiple line forms themselves, the premiums are broken down so that ra’ 
bureaus will have the benefit of statistics as to that part attributed to fire ang 
allied lines coverage in relation to losses suffered in these fields. John suggests 
that “If all members are permitted to be partial subscribers to comply with 
whatever whim they may devise, is there not a risk of breaking down the ra 
association and disproving our argument as respects the preservation of valid 
statistical data? First, he should note that the approval of the executive commit. 
tee is required before there may be a limited membership, but secondly, it seems 
to me that the developments of the last several years already have made w 
conscious that the risk of breaking down the rating association exists. 

You will recall that we have previously suggested that the SEUA constitute 
the one rating bureau in its four States for the filing and supervising of all 
casualty, fire, and multiple line property covers, the idea being that every effort 
should be made to discourage the development of additional rating bureaus, that 
one bureau would be more efficient and less expensive and that if special services 
were required as to any line, these could be accomplished by advisory groups 
rather than new rating bureaus. The executives of our companies were not 
prepared to accept this suggestion. 

I am certainly not one to prophesy what the future is going to be like, but 
based on current trends, it seems quite clear that there will eventually be a break- 
down of the old hard and fast lines between different types of covers and this 
must, of necessity, include company operations, insurance department operations, 
and rating bureau operations, as well as in statistical data. The somewhat recent 
requirement as to statistics for many more classes than before seems out of line 
with current trends. 

The fundamental question in the background is how best to be prepared to meet 
such changes if and when they take place. 

With best wishes, 

Very sincerely yours, 
Rosert §. Sams, 


NOveMBER 15, 1955. 
Mr. WILL C. THOMPSON, 


Thompson, Coe & Cousins, 
Dallas, Tea. 


Dear Writ: I hasten to answer your letter of November 10. I think it a little 
early to bring the commissioners into the catastrophe reserve situation. 

There are arguments both ways and our people have not yet made their minds 
up as to which way they want to go. Just between us, we were down talking with 
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the Treasury and joint committee on this subject a couple of weeks ago. The 
on was purely exploratory and we are putting some figures together now 
in line with that discussion. 

I must repeat that no policy has been determined as yet, and I am fearful that 
if the commissioners get hold of this they may rush into a policy we do not want. 
I would be much happier if they would hold their fire, at least for a while, and if 
that could be conveyed to Mr. Wentz, we would appreciate it. 

If Harry Bass had a wonderful time with me, I had an even better time with 
him, and with all of the others that were on that journey. He struck me as be- 

a great fellow. 
With best regards, 
Yours very truly, 
J. RAYMOND BERRY, 
General Counsel. 





Minutes OF A REGULAR MEETING OF THE COMMITTEE ON LAWS OF THE NATIONAL 
Boarp OF FIRE UNDERWRITERS HELD IN THE BOARD ROOM, 8> JOHN STREET, 
New York, on NOVEMBER 16, 1955, aT 11 a.M. 


Present: Mr. C. A. Loughin, chairman ; Messrs. Millard Bartels, Olin L. Brooks, 
Philip Brown, Raymond N. Caverly, H. B. Collamore, Frank F. Dorsey, H. Clay 
Johnson, J. K. Hooker, J. G. Niederlitz, P . J. Priore, and Francis Van Orman; 
also William Tribou (representing Clinton L. Allen), Hugh Garland (represent- 
ing J. R. Barry), John H. Dillard (representing James F. Crafts), Peter Kor- 
san (representing K. B. Hatch), Fred Renter (representing Paul B. Laymon), 
A. R. Fredericks (representing W. E. McKell), Wilfred Howland (representing 
§. Dwight Parker); also Joseph Murphy, American Fire Insurance Group; 
J. F. Deegan, vice president, National Fire Insurance Co. General Coun- 
sel Berry and Ray E. Hughes of law department, and Richard Winslow, general 
counsel, Boston Insurance Co. 

Advices of their inability to attend were at hand from Messrs. K. B. Hatch, 
Paul E. Laymon, W. E. McKell, and Harry W. Miller. 


CALIFORNIA—-ANTITRUST INVESTIGATION 


General counsel read a letter from Attorney Levit of California to the effect 
that this matter was still under consideration by the San Francisco office of the 
Antitrust Division of the Department of Justice. 


SURPLUS LINE LAW 


The special committee on direct writing activities of Lloyds and other un- 
licensed insurers (a subcommittee of the executive committee) referred to the 
laws committee the problem of drafting a surplus line law for control of direct 
operations in connection with the proposed insurance code for the State of West 
Virginia—such draft to be submitted to the special committee for review. Gen- 
eral counsel stated the matter would be referred to the group of lawyers who have 
been working with the special committee of chief executives. 


DELAWARE—FIRE DEPARTMENT TAX LITIGATION 


Pursuant to the authorization to litigate the validity of the fire department tax 
increase, arrangements have been made for the employment of local counsel. 
The Association of Casualty and Surety Companies, which is challenging the 
constitutionality of the policemen’s pension tax, will be represented by the same 
local counsel. He sees no conflict, but should conflict develop we will be advised 
so that other counsel can be retained. Before litigation is started an attempt will 
be made—preferably through a local company with its office in Delaware and pos- 
sibly through a mutual company—to have the insurance commissioner obtain 
an opinion from the attorney general as to the constitutionality of the statutes 
in question. 
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MINUTES OF MEETING OF THE SPECIAL COMMITTEE OF CHIEF EXECUTIVES op 
NATIONAL BOARD OF FIRE UNDERWRITERS, HELD IN THE BOARD Room, 85 Jou 
STREET, NEW YORK, NOVEMBER 17, 1955, AT 10:30 A.M. ; 


Present: Mr. John A. North, chairman; and Messrs. J. R. Barry, K. B, Black, 
K. B. Hatch and Harry W. Miller; also, General Counsel J. R. Berry and Speciai 
Counsel John B. Marsh. 

Advices of their inability to attend were at hand from Messrs. J. Victor Heri, 
S. Dwight Parker, and Bruno C. Vitt. 

The chairman first reviewed with the committee, conversations he hag had 
with representatives of the Pacific Fire Insurance Rating Bureau with refereng 
to the future course of the bureau in connection with its current attempt to 
changes of rules approved in the States of Arizona, Nevada, and Utah. It was the 
feeling of the committee that if an appeal is to be taken by any of the parties jy 
those hearings that the position of the Pacific Fire Insurance Rating Bureay 
should be supported. 

The committee then proceeded to a consideration and discussion of the memo 
randums of views which had been circulated to committee members since the last 
meeting. Following discussion it was moved, seconded and carried that the 
committee recommend to the executive committee— 

(1) that legislation be sought to amend, when necessary, the rate lay 
in the fire and allied lines field ; 

(2) that said legislation should be based on the principle of a single rating 
organization for a State; jurisdiction of this bureau would be limited to firp 
and allied lines; membership would be mandatory on all insurers Writing 
the coverages rated by that rating organization ; 

(3) that deviations be permitted, subject to the following conditions— 

(a) that the said deviations, if granted, should last for 12 months: 

(6) that no deviation be granted without a hearing before the ingyr. 
ance commissioner ; 

(c) that notice of said hearing be given to the rating organization; 

(d) that the rating organization be recognized as an interested 
party with the right to be heard on the deviation ; 

(e) that the application for the deviation must be supported by the 
experience of the applicant in the State, or if rates are based on an 
area larger than the area of the State, then on the experience of the 
applicant in that area; 

(4) no deviation shall continue beyond 12 months without the deviator 
following the same course above indicated. 

Messrs. Marsh, Berry and the lawyers’ subcommittee were requested to start 
work on a draft of law which would embody the above suggestions, with par- 
ticular reference to the States of South Carolina and West Virginia where the 
matter is of some urgency. 

Apart from fire and allied lines, the rate law should provide for licensing of 
a multiple line rating organization. It was the sense of the meeting that while 
this presented some problems which are not yet solved, these problems were 
not insoluable and should not stop our proceeding with the aforementioned 
program if the executive committee concurs. 

The meeting adjourned at 12 noon. 

J. RAYMOND BERRY, 
Acting Secretary. 


NOVEMBER 18, 1955. 
Re NAIC Subcommittee on Reserving Installment Fire Business. 
Mr. JAMEs L. Ross, 
Jackson, Miss. 


Dear Jim: To bring you up to date, with the thought that Commissioner 
Davis should know where this matter is at, efforts have been made by the vari- 
ous segments of the business to try and agree on some recommendation that 
could be made to the commissioners’ subcommittee. Those efforts have failed, 
despite a lot of work done looking toward agreement. 

Net result is—at the present time everyone in the business, regardless of his 
feeling on the question of reserving, is now in agreement that it would be best 
for everyone, including the commissioners, if the commissioners’ subcommittee 
stated the matter was carried for further study and make no report beyond 
that. This would permit representatives of the business to stay entirely quiet 
and permit further study between now and June by everybody. 
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Superintendent Holz of New York is chairman of that subcommittee. I 
Iked with him yesterday and as chairman, he will recommend the above 


pense and while he cannot speak for the other members on his subcommittee 


] gathered he would be surprised if they did not go along with his recommen- 
dation. Needless to say we are happy the superintendent of New York is taking 


this position and we hope the Mississippi commissioner will go along. 

You probably have not seen the headline down in Mississippi, dealing with 
quarterback Benham, but Erdelatz, the Navy coach, came out the other day 
and said flatly that Benham was the best quarterback the Navy had worked 
against (and remember Navy had played Notre Dame). 

Best regards. 

Sincerely, 
J. RAYMOND BERRY, 
General Counsel. 


THE SAINT Pau CoMPANIES, 
Jackson, Miss., November 28, 1955. 


Re NAIC Subcommittee on Reserving Installment Fire Business. 


Mr. J. RAYMOND BERRY, 
General Counsel, The National Board Fire Underwriters, 
New York, N.Y. 

Deak Ray: Although the various segments of the business have failed to agree 
on some recommendation to be made to the commissioners’ subcommittee, it is 
good to see they are in agreement to try to work out the disagreement within 
the industry. To air the matter where it would reach the public would seem 
unwise. 

Commissioner Davis states he will go along with Superintendent Holz of 
New York. He will see you next week. 

I haye seen only two short articles about Quarterback Benham. Seemingly, 
Erdelatz of Navy knows a good football player when he sees one. He confirms 
our opinion. 

You can claim credit for Princeton winning the Ivy League championship; 
going to see them play gave them the inspiration that was needed. 

Best regards to all. 

Sincerely, 
Jim. 
J. L. Ross. 


THOMPSON, CoE & COUSINS, 
Dallas, Tex., November 19, 1955. 
Mr. RAYMOND Berry, 
National Board of Fire Underwriters, 
New York City, N.Y. 


Dear Ray: Thanks for your letter of November 15 in answer to mine of the 
10th re catastrophe reserve. 

I had heard that Mr. Wentz may have called on one or more Texas com- 
panies for some character of information for use at December meeting of 
commissioners, and had also heard that the information could not be furnished 
at any such time. 

Please bear in mind that Mr. Wentz may become quite insistent before the 
June meeting. 

I trust the suggestion which is going to Mr. Wentz will take care of the 
situation. 

Yours truly, 
WILL C. THOMPSON. 


NOVEMBER 21, 1955. 

Re proposed tax free catastrophe reserve. 
Mr. R. M. BeckwirTH, 
Manager, Inter-Regional Insurance Conference, 
New York, N.Y. 

Dear Beck: Thanks for yours of November 18. 

Just for the completion of your file, Mr. Parker came in to see me but I was 
away at the time of his visit. However, we got together on the telephone and 
I passed on to him the present feeling of our executives on this matter. 






3782 THE INSURANCE INDUSTRY 


I had previously heard from Will Thompson on the same subject an 


him the identical information. I expect to discuss this matter with Cont 
sioner Wentz at the convention. 
Best regards. 
Sincerely, 


J. RAYMOND Berry, General Counge 


THE NATIONAL Boarp OF FIRE UNDERWRITERS, 
New York, N.Y., November 21, 1955, 


To the Special Committee of Chief Executives (Messrs. John A. North, chair. 
man, John R. Barry, K. EB. Black, John R. Cooney, K. B. Hatch, J. | 
Hullett, Harry W. Miller, S. Dwight Parker, Bruno C. Vitt, J. V. Her | 


ex Officio) 


GENTLEMEN: Attorney Levit telephoned today that the proposed changes jp 
rule of the Pacific Fire Rating Bureau had been approved by the State ¢ 
Arizona. 

Your very truly, 


J. RAYMOND BERRY, General Counsel, 


EXCERPT FROM MINUTES OF ACTUARIAL BUREAU MEETING—NOVEMBER 22, 1955 
STATISTICAL AGENT FOR HOMEOWNERS’ POLICIES 


Report of the meeting of the subcommittee on reporting of homeowners statis. 
tics held immediately preceding this meeting was presented. The report was 
approved, copy of which is attached. 

Chairman Wilde questioned whether or not it was intended that the sup 
committee approach the problem of a formula for the breakdown of premiums 
on homeowners’ policies. There was divergent opinion as to whether the gup. 
committee should undertake the exploration of the breakdown of this indivisibje 
premium. It was moved and seconded that the matter be closed but on a sub 
stitute motion of Mr. Mays, duly seconded, it was voted that the question 
of the national board’s developing a formula to break down the indivisible 
premium on homeowners’ policies be referred to the subcommittee under the 
chairmanship of Mr. Wilde for exploration and study with report back to this 
committee. 

The report above referred to as being attached is as follows: 


REPORT OF THE MEETING OF THE SUBCOMMITTEE ON THE REPORTING OF HOMEOWNERS | 
STATISTICS 


(Meeting of Nov. 22, 1955, at 11 a.m.) 


In acordance with action taken by the actuarial bureau at its last meeting, 
letters were addressed to the Multiple Peril Insurance Rating Organization, the 
National Bureau of Casualty Underwriters, and the Inland Marine Insurance 
Bureau, offering the services of the national board to act as statistical agent 
for premiums and losses under the homeowners’ policies on a single premium 
basis. Affirmative replies were received from all three offices, after which two | 
staff conferences were held prior to the meeting of this subcommittee today, 
November 22, 1955, at 11 a.m. | 

The subcommittee considered the attached draft combining Interbureau and 
MPIRO plans prepared by staffs of National Bureau, MPIRO, Interbureau, and | 
National Board, and found two points which had not been reconciled. One of | 
these related to the necessity for a liability limit code for personal property 
coverage in the “C” policy and in the understanding that MPIRO, Interbureat, 
and Inland Marine Insurance Bureau are agreeable, your subcommittee voted 
that this be dropped. The second relates to the separation of cause of los 
codes for personal property floater business and it is recommended, subject to 
approval of organizations interested, that a separate column of personal prop 
erty floater cause of loss be made part of uniform plan. 
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cent OF SUMMARY or ACTION TAKEN BY ACTUARIAL BUREAU COMMITTEE AT ITS 
"i MEETING ON FesrRuARY 14, 1956 


Ex 


STATISTICAL AGENT FOR HOMEOWNERS’ POLICIES 


beommittee on the reporting of homeowners’ sta- 

ype eee ee ak. 1966. all members being present for consideration 
ne tion referred to that subcommittee by the actuarial bureau committee 

c= tin of November 22; namely, “that the question of the national board s 
rider Phermuba to break down the indivisible premiums on homeowners 
derelopite referred to the subcommittee under the chairmanship of Mr. Wilde 
policies Steen and study with report back to this committee.” The subcom- 


ae eeetal by a vote of 3 to 2 “that this was not a proper function of the 


” 
roost was made of conferences held by representatives of the sub- 
committee with Manager Wayne of the Inland Marine Insurance Bureau and 
r McCullough of the Multiple-Peril Insurance Rating Organization on 
ene 27 with reference to the need for separate series of liability codes for 
homeowners’ “C” policy and whether additional codes would be established 
oa separate identification of losses on personal property items in such policies. 
Letter dated February 10, 1956, from the Multiple-Peril Insurance Rating Or- 
ad. 
Sewing full discussion in which it was noted that the statistical plan for 
homeowners’ single premium policies was adopted at the November 22 meeting 
pject to agreement being reached between Multple-Peril Insurance Rating 
Or nization, Interbureau Insurance Advisory Group, and Inland Marine Insur- 
—* Bureau on a separate classification of the personal property losses and 
solicy limits on the “C” policy, it was voted unanimously to accept the sub- 
vmmittee’s report that developing a formula to break down the premiums of 
homeowners’ policies is not a proper function of the actuarial bureau. 





Minutes OF MEETING OF THE SUBCOMMITTEE OF THE SPECIAL COMMITTEE ON IN- 
DUSTRIAL USES OF ATOMIC ENERGY, HELD IN THE OFFICE OF THE NATIONAL BOARD 
or Frre UNDERWRITERS, 85 JOHN STREET, NEw YorK City, TUESDAY, NOVEMBER 
22, 1955, aT 11 A.M. 


Present: Mr. A. L. Polley (chairman), Messrs. Charles P. Jervey, Felix Har- 
grett, and H. T. Lewis. Chairman Miller of the executive committee was pres- 
ent for a short time. 

There were also present Messrs. William H. Berry, chairman of the atomic 
energy committee of the Factory Insurance Association; General Counsel J. R. 
Berry, of the national board staff. 

Advice of his inability to attend was at hand from Mr. L. M. Michel. 

The chairman stated that he had received request from the management of 
the Factory Insurance Association to be present at this meeting but he had not 
extended such invitation because of the exploratory nature of the discussion. 
The subcommittee concurred unanimously in this position. 

The members expressed appreciation to Mr. William H. Berry for his attend- 
ance and assistance in this study. 


MINUTES OF LAST MEETING (SEPTEMBER 7, 1955) 


Minutes of the meeting of September 7, 1955, were read by the chairman. 
There was discussion of the answer to point 2, with particular reference to the 
clause “* * * express assumption or exclusion can be accomplished only by 
statutory change. * * *” It was the view of the subcommittee that this word- 
ing reflects the intent of the action taken on September 7 in stating that definite 
or foolproof provision could be assured only under such procedure, but that it 
did not prevent other approaches to the solution of the problem. 

Mr. Lewis asked whether this subcommittee should refer the question of 
statutory changes to the committee on laws. It was the general view that the 


decision on the question of statutory or other course was not within the province 
of this subcommittee. 
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STANDARD FIRE POLICY AND ENDORSEMENTS 


As a basis of discussion, Mr. Hargrett suggested that this subcommittee dey; 
wording for exclusion of hazards resulting from industrial uses of atomic ene! 
from the basic fire policy— Tey 

(1) by changes in wording of the policy ; 

2. by development of a form for attachment to the policy where there is 
no statutory policy ; 

(3) by devising wording for exclusion of the subject hazards from the 
extended soverage endorsements. 


The chairman suggested that consideration be given to the possibility of em 
ploying a form for attachment to the policy pending amendment of the Standard 
policy. 

Changes in wording of the policy 

It was the consensus that the exclusion of the subject hazards be from any 
atomie or nuclear action, regardless of the cause of incident; that is, reactor 
failure, fire, lightning, wind, explosion, or other cause. Consideration of existing 
sections of the standard fire policy which might be amended led to the unajj. 
mous conclusion that neither sections Uninsurable and excepted property (lines 
7-10 inclusive) or perils not included (lines 11-24 inclusive) would be satis. 
factory even though amended. 

It was therefore decided that a new section be inserted just preceding line 1), 
this section to be captioned: “Nuclear (atomic) energy” to read somewhat as 
follows: “This policy does not include any loss, damage, or expense, in time of 
peace or war, directly or indirectly caused by, or resulting from nuclear energy 
in any form including contamination therefrom.” 

Consideration was given to use of the words nuclear fission or fusion, or 
radioactivity, and also to further wording to refer to any incident resulting from 
“the release of” nuclear energy. In this connection the subcommittee author. 
ized the obtaining of advices from nuclear scientists on phraseology which would 
be considered adequate, and it was suggested that Messrs William H. Berry 
and M. M. Braidech, research director of the National Board of Fire Under. 
writers, be asked to recommend the names of such scientists and to confer in 
company with the chairman of this subcommittee with the scientists selected 
to review the phraseology insofar as it applies to describing the nuclear reactions 
involved. 


Providing coverage 


It was the view of the subcommitee that reference to buy back was undesir- 
able in that there has never been provision in the standard fire policy or en- 
dorsement which would include this type of hazard. 

Before undertaking development of a form for providing coverage against 
these hazards, it is considered necessary to have before the subcommittee the 
terminology to be employed in the exclusion. 

There was considerable discussion of the basis of rating but no conclusion 
was reached. Points discussed are summarized as follows: 

(a) There appears to be no relationship to the fire insurance rate, but 
there may be some relationship to the rate that will be charged on insurance 
for the atomic reactor installation. 

(0) The lack of experience with this new hazard would indicate the need 
for a single class rate nationwide. 

(c) Such single class rate nationwide might be refined to provide differ- 
ential according to proximity of risk to an atomic reactor installation. 

(d) Providing this coverage for the insuring public generally would un- 
doubtedly require business interruption, additional expenses, or similar 
time element coverages. 

There was a considerable discussion of the basis on which coverage would 
be written—whether or not on the basis of sound value of the property plus 
cost of decontamination, removal of debris, loss of use of the insured property 
which would raise the question of land value. In this connection the catas 
trophic nature of the hazard, insofar as the general insurance coverage is con 
cerned, raises the question of deductibles or sharing of the loss between the as- 
sured and the carrier. Because of these factors, question was raised as to such 
coverage being offered as an atachment to the basic fire policy, or if it would 
require the inauguration of a separate policy covering such hazards, since there 








Be devise 
ce Clergy 


there jg 


TOM the 


Y of em, 
tandarg 


‘om any 
reactor 
existing 
> UNani- 
Y (lines 
€ satis. 


line 1), 
vhat as 
time of 
energy 


sion, or 
ig from 
author- 
L Would 

Berry 
Under. 
ofer in 
elected 
actions 


ndesir- 
or e@h- 


gainst 
ee the 


‘lusion 


e, but 
irance 


> need 
differ- 


id un- 
imilar 


would 
r plus 
yperty 
catas- 
3 CON 
1€ as: 
such 
vould 
there 


THE INSURANCE INDUSTRY 3785 


js involved the question of additional perils and new amounts of insurance. It 
was suggested that if such coverage is provided under a policy following in gen- 
eral the form of the fire policy, provision could be made for purchasing addi- 
tional expense, et cetera, to cover against this hazard. 


COVERAGE ON REAL AND PERSONAL PROPERTY ON THE PREMISES OF NUCLEAR REACTOR 
INSTALLATIONS 


With reference to the request of the special committee for consideration of 
whether this coverage be provided on a blanket basis or under specific items cover- 
ing machinery and equipment, building, use and occupancy, debris removal, de- 
contamination and salvage expenses, this matter was discussed near the end of the 
meeting and the view expressed that coverage should in all cases include cost 
of debris removal, decontamination and salvage expenses as well as direct damage 
to the property covered ; namely, that causes of loss such as described, emanat- 
ing from nuclear fission, should be considered as a single peril which could be 
applied on a blanket basis over building and contents, or under separate, specific 
items on building, stock, machinery ; and in all cases with a separate item appli- 
cable to time element coverages; namely, time element coverages not to be 
planketed with property, thus, in effect, following the usual practices of the fire 


insurance business. 
ADJOURNMENT 


The meeting was adjourned at 2:05 p.m., subject to call by the chairman at 
the earliest possible time following conferences with the atomic scientist on the 


terminology referred to above. 
L. A. VINCENT, Secretary. 


Excerpt FroM MINUTES OF COMMITTEE.ON LAWS FOR NOVEMBER 23, 1955 


Kentucky surcharge—There are no new developments and our lawyer does 
not recommend any change in our present position. 

Delaware fire department tax and policemen’s pension tax.—Pursuant to the 
action of this committee counsel has been retained. He recommended that he 
mutuals and casualty companies furnish a letter to the attorney general or the 
insurance commissioner to obtain an opinion as to the constitutionality of these 
two taxes. Inasmuch as negotiations may extend into the early part of next 
year companies have been bulletined to defer payment of both of these taxes 


pending our further advices. 
CATASTROPHE RESERVE 


Our subcommittee on taxation met with Mr. Stam of the Treasury and some 
of his staff. We have been requested to furnish some figures to show how this 
reserve would work out in practice. To that end we have prepared a question- 
naire which will be sent to 35 companies, small, medium, and large. 


ALLSTATE TAX PLAN 


General counsel advised that (unless we receive some reduction in income 
taxes at the coming session) Allstate is moving to press their tax plan in the 
1956 session of Congress. Our subcommittee on taxation is preparing a report 
on the history of tax equality in the national board and expects to present it 


toour January meeting. 
STATE MATTERS 


New Jersey agents’ qualification bill—The bill was discussed and objection 
was raised as to the vagueness of the educational provision, particularly courses 
given by companies outside the State. General counsel was instructed to attempt 
to have this provision clarified. 

Virginia—Homeowners and commercial block policies—The governing com- 
mittee of the Virginia Rating Bureau adopted a resolution recommending an 
amendment to the rate law so as to permit the use of homeowners policies 
A, B, and C and the writing of commercial block policies. It was the sense of 
the meeting that the matter be put on the agenda of the January meeting when 
our lawyers’ committee (which is working on the drafting of a rating law) 
and the special committee of chief executives may have some recommendation. 

Georgia firemen’s pension tarz.—This law, passed at the last session, imposes a 
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tax on fire and extended coverage premiums. We are negotiating with the Fire. 
men’s Association in Georgia in an effort to agree on percentages and we expect 
to bulletin companies in a week or 10 days. 


SPECIAL COM MITTEE OF CHIEF EXECUTIVES 


General counsel advised this committee has referred to our subcommittee of 
lawyers the problem of drafting a proposed pattern of revised rate regulator 
law to be submitted to that committée prior to the January meeting of the iain 
tive committee. 

NEW YORK—HEARING DECEMBER 20 


General counsel read a letter from Mr. Barry (dated December 18) with 
reference to a circular from the superintendent of insurance calling for a public 
hearing for December 20 on problems arising out of dealers’ policies, mercantile 
block policies and commercial property policies. The letter requested that genera} 
counsel be instructed to represent the national board at this hearing, asking for a 
— in order to afford an opportunity for proper study of the questions 
involved. 

During the discussion it developed that the Inter-Regional Insurance Confer. 
ence has been considering this subject as well as the questions submitted by the 
superintendent. It was the consensus that general counsel collaborate with the 
Inter-Regional Conference, National Automobile Underwriters Association, In. 
land Marine Underwriters Association and casualty interests in order that 
common presentation be made and also an attempt be made to secure a postpone. 
ment of the hearing. 

BILLS APPROVED FOR PAYMENT 


One motion duly made and seconded, it was voted to approve payment of the 
following bills, amounting to $1,432.14: 


Troutman, Sams, Schroder & Lockerman, attorney fee, Georgia firemen’s 


Ween (88 one one eS St ne chided $500. 00 
Southeastern Underwriters Association, reimbursement of expenses_._.. 792,14 
Walter D. Hanson, Oklahoma, reimbursement of expenses for legisla- 

Give ibtormatinn services <n sa ah eis i ice eeicncetedes 100. 00 
ied B, Yoana, expehnes, Missouri. niu cn cence tics se Shcencansin 40. 00 

ADJOURNMENT 


There being no further business to come before the committee, the meeting 
adjourned at 1:05 p.m. 
J. RAYMOND Berry, Secretary, 





Srate or New YorK INSURANCE DEPARTMENT, 
New York, November 28, 1955. 
Mr. JOSEPH NIEDERLITZ, 
Vice President and Secretary, 
Great American Insurance Co., 
New York, N.Y. 


Dear Joe: Thanks for your letter of November 21, 1955, with a copy of the 
memorandum from the head of your statistical department on the method he 
follows and on the method I propose, to correct the inadequacy in the unearned 
premium reserve installment premiums on fire term policies. 

I have illustrated the application of the two methods on the attached sheet 
using the individual installments on a 5-year policy in the illustration. It is 
interesting to note that the results are identical. 

While your method avoids the keeping of a block of insurance in force for 
each of the five installments, the following may be said about it: 

1. It calls for the quarterly totaling of initial installments paid on these 
policies. 

2. It is geared to collections rather than premium writings. 

3. It requires more computations annually to determine the upward adjust- 
ments in the 5-year premium in force and the downward adjustment in annual 
premiums in force. 

4. The adjustment is achieved through arbitrarily increasing 5-year premium 
in force regardless of actual policy term. 
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Moreover the adjustment made in each block of 5-year premium in force stands 
til the expiration of the 5-year term, regardless of actual cancellations and 
ustments in premiums during the terms of the policies. 
With best personal regards, I am, 
Sincerely yours, 
LEFFERT Ho1z, 
Superintendent of Insurance. 
By Ep J. REeEILLy, 
Chief of Audit Bureau. 


GREAT AMERICAN METHOD 








————————— 
Unearned 
In force | In force | premium reserve Total 
on 1-year | on 5-year unearned 
policy policy reserve 
1-year 5-year 
policy policy 
SS a a a 
tallment 10022 percent=$22 (Decem- 
las 15. ada ainsicaleians $73 | $22 s30| sig.s0] $58.80 
od annual installment 78..-....---------------------- 7 122 39 15. 40 54. 40 
3d annual installment 78_........-.------------------ 78 122 39 11. 00 50. 00 
ith annual installment a ae 78 122 39 6. 60 45. 60 
5th annual installment 78-.-------------------------- 78 122 39 2. 20 41.20 


Ist annual tnstaliment in — wnnene enone -eeneen-e-------- = - < zs . = * 
mal instaliment in force....................---.+-.<-- 7 ‘ ; 
oe installment in force_......-.-----..-------------- 78 78 | 39 X 1.2820 50. 00 
4th annual installment in force_......---------------------- 78 78 | 39 X 1.1692 45. 60 
5th annual installment in force. -......-..-.----------------- 7 78 | 39 X 1.0564 41. 20 
OE eg nS 
1 Add, 





Deart or MINUTES oF SUBCOMMITTEE OF SPECIAL COMMITTEE ON INDUSTRIAL USES 
or AToMIc ENERGY. MEETING oF NovEMBER 22, 1955 


Page 2. Five lines from bottom, suggest deletion of the word “applicable” 
and substitute the word “satisfactory.” 

Page 2. Lines 5 to 2 from the bottom of page, delete this sentence as surplus- 
age. The war exclusion clause is part of lines 11 to 24, referred to in the 
preceding sentence. 

Page 3. Lower half of the page, delete the title “Assumption of Liability” 
and substitute as the title “Providing Coverage,” or “Furnishing Coverage.” 
My only reason for suggesting this is that I gather the casualty people will be 
considering exclusions and forms furnishing coverage, and they will probably 
have the word “liability” in their memorandums and in their forms. I suggest 
the change merely to avoid confusion. 

A corresponding change is made in the next sentence, substitute the words 
“providing coverage against” for the words “for assumption of liability on.” 

Suggest the deletion of the words “such risks” from the next to the last line 
on page 3. Risks is an ambiguous term and is frequently used to describe the 
building which is the subject of insurance. I think what you are talking about 
here is the hazard of peril against which a rate was to be made. We could 
amend the sentence by inserting the words “against such hazards,” but I think 
the sentence is clear with just the deletion of the words “such risks.” 

Page 4. D. Consistent with the foregoing, I suggest the deletion of the words 
“The assumption of this liability” and rephrasing the first clause so as to read 
ai follows: “Providing this coverage for the insuring public generally, but not 
e Rae 

Incidentally, I was not present when this point was discussed and I am 
somewhat surprised that we do not intend to cover atomic reactor installations 
against loss from these hazards. 

an error in the word “removal,” third line of last paragraph of 
page 4. 

Page 5. Line 4, suggest the insertion of the word “against” before the words 
“this hazard.” 


47932—60—pt. 6——-42 
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THOMPSON, CoE & Cousins 
Dallas, Tew., November 2%, 1955 
Re contingency reserve. 7 
Mr. RayMonp Berry, 

National Board of Fire Underwriters, 
New York, N.Y. 


Dear Ray: I understand that Commissioner Wentz will attend a commis. 
sioners’ meeting in New York with the idea of actively pushing the caption, 
Apparently that will involve action in connection with the subcommittee of 
which he is a member, and possibly before the meeting as a whole. 7 

I am advised that Mr. Paul Benbrook of the American General Insurance ¢ 
is going with Mr. Wentz to the New York meeting, as requested by Mr. Wentz, 
I also understand that Mr. Benbrook will call you while in New York, anq 
also call either Mr. Dorsett or Mr. Murphy of the Association of Casualty & 
Surety Companies. 

I am further advised that Mr. Wentz is talking about the introduction of leg. 
islation before the Congress. 

I desire to give you the above information for use should you feel it wortp. 
while to attend the meeting of the commissioners, as will probly occur, 

Yours truly, 


WILL C. THompsoy, 


Date: November 29, 1955. 
To: J. G. Niederlitz, vice president. 
From: G. E. Saltsman. 


I am returning Mr. E. J. Reilly’s letter, to you, dated November 23, 19%, 
and would like to offer several comments in direct reply. 

1. By simply putting a significant “X” punch in the first installment 
detail card at the time an installment policy is processed, we are able to 
secure quarterly totals without any particular effort. Actually, we use the 
overall total of initial payments, shown on the report by States, which, as 
you know, is prepared each quarter for management review. 

2. You might rather say that our procedure is geared to adjusting that 
portion of premium writings which is in excess of subsequent installments, 
The excess premium is in the initial installment, so it follows that ow 
adjustment is on this basis. 

3. We prepare eight quarterly adjustments each year—four red entries 
to 1-year term and four black entries to 5-year term. These entries are 
set up on a monthly expiration basis. Admittedly, finer results could be 
obtained by creating 24 entries, 2 for each month. The department's 
proposed method does not consider the monthly expiration basis, and if it 
did, a total of 60 calculations would be necessary. 

4. It is true, we include the small percentage of installment policies 
written on a 3-year basis in our “5-year adjustment.” Here again, this 
portion could be broken out and reserved separately, if there was sufficient 
volume to warrant such an exception. At present, it doesn’t appear to be 
worth the effort. 

In the last paragraph of Mr. Reilly’s letter attention is called to the facet 
that cancellations and premium adjustments are not included in our reserve 
adjustment procedure. This is true. However, we do know, from actual tests, 
that our additional premiums recorded are in excess of return premiums re 
corded. Cancellations tend to offset this overage, producing, for all practical 
purposes, a net effect of zero. 

I think it is important to emphasize again the additional workload which 
would be created to keep separate inforce files for 3- and 5-year installment 
policies. It would mean separate controls, separate sorting, summarizing, bal- 
ancing, and filing operations, not to mention the duplication of this entire 
procedure for reinsurance ceded entries. And naturally, these operations would 
have to be carried out each and every month, in addition to the annual pro 
cedure. It therefore seems quite apparent that the maintenance and operational 
costs for such a reserve setup would be far greater than the logical and practical 
value which would be derived by adopting Mr. Reilly’s method of correcting the 
understatement of unearned premium reserves due to installment writings. 
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AMERICA FORE INSURANCE GROUP, 
New York, N.Y., November 30, 1955. 
Re contemplated changes in South-Eastern Underwriters Association's consti- 
tution and bylaws. 
Mr. Louis P. JERVEY, 
Vice President and Manager, 
Atlanta Office. 

Deak Mr. Jervey: This will confirm our telephone conversation November 26. 
The principal concern we have regarding the SEUA proposal on partial sub- 
scribership is whether the issue, which is bound to arise in some State or another 
regarding the acceptability to the regulatory authorities, should be precipitated 
in a SKUA State, or elsewhere. 

The SEUA occupies a peculiar dual rating-advisory capacity which could 
muddy a court’s consideration. On the other hand, if Attorney Sams has the 
concurrence of General Counsel J. R. Berry of the National Board of Fire 
Underwriters and, through him, the special committee of chief executives who 
have been wrestling with the partial subscribership problem, we might try it on 

size. 
a think I ought to tell you that the first meeting of the chief executives’ na- 
tional board committee ruled out any flavor of the MPIRO angle, so that that 
phase was stopped in its tracks there before it started. 

I shall be glad to hear what transpired at Pinehurst. 

Yours very truly, 
J. V. Herp, 
Evecutiwe Vice President. 


NOVEMBER 30, 1955. 
Re correction of inadequacy in unearned premiums—fire installment premiums. 
Mr. Epwarp J. REILLY, 
Chief of Audit Bureau, Insurance Department, 
New York, N.Y. 


Dear Ep: I appreciate all the time and effort which you have spent in setting 
up a formula to correct the inadequacy in reserve on installment premiums. 
While I do not want to take up any more of your time than is necessary con- 
cerning the pros and cons of this question, I do think you will be interested in 
reading the answers, which our Mr. Saltsman has prepared to the questions 
raised in your letter. As summarized in the last paragraph of his memorandum, 
we believe that our method produces an adequate reserve, at considerable less 
cost in clerical work, than the formula which you propose. 

This merely emphasizes the point which we discussed at one of our prior meet- 
ings, that there should be considerable leeway in the setting up of a formula, so 
that companies can use any one of a number of formulas, provided such formula 
produces an adequate reserve. 

With kind personal regards, 

Sincerely, 
J. G. NIEDERLITz, Vice President. 


DEcEMBER 6, 1955. 
Mr. Witt C. THOMPSON, 


Thompson, Coe & Cousins, 
Dallas, Tez. 


Dear WILL: At the convention no action was taken on Commissioner Wentz’s 
thought of opening this matter for discussion or of separating it through the 
subcommittee considering flood and windstorm disasters. 

Mr. Benbrook—not sure of spelling—of Mr. Gus Wortham’s company and 
aman from the Texas Advisory Association had breakfast with Mr. Wentz and 
me, as a result of which Mr. Wentz agreed that this was not the time nor the 
place to raise the matter. My guess is he was impressed with the fact that 
a catastrophe reserve would not benefit the mutuals at all, inasmuch as their 
Federal taxation is based not on underwriting results but on premiums. Per- 
haps, too, the fact that we have a subcommittee studying the situation here had 
something to do with Mr. Wentz’s decision. In any event, it turned out all 
right. It may be sometime before our subcommittee and executive committee 
come up with recommendations on this. I will let you know. 
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Confidentially, we have had one talk with the taxing authorities in w 
ton on this and they appear to be quite understanding as to the need for go. . 
relief—whether by reserve or otherwise. We are not anxious to get thie 
publicly discussed. We think it would play into the hands of the 
people who are trying to get a change in the tax law for their own selfish end 
Mr. Wentz seemed to think that if some tax relief were obtained through 
setting up a catastrophe reserve that rates for extended coverage i 
could be lowered. I did not press the point with him but at the proper time it 
ought to be made clear to him that Federal income tax is not considereg in 
determining underwriting profit. 
Best regards. 
Sincerely, ye. 
J. RAYMOND Berry, 
General Counsel, 


THE NATIONAL Boarp oF Fire UNDERWRITERS, 
New York, December 7, 1955. 
Re Nuclear Energy Insurance Syndicate, Capital Stock Property Insurance 
Companies, 

Last year the Federal Congress passed the Atomic Energy Act of 194 
applying to the peacetime use of atomic energy. It soon became apparent ty 
the Atomic Energy Commission that the question of insurance coverage fo, 
private industry engaged in this program—both physical property damage ang 
third party property damage and liability—must be resolved so that productive 
capital could be encouraged to invest substantial sums in further nuclear rp 
search, experimentation, and development. 

To bring this problem squarely before the businesses of property and casualty 
insurance the Atomic HBnergy Commission established an insurance study 
group which undertook the following duties: 

(1) To review insurance problems created by expanded industrial partic. 
pation in the peacetime uses of atomic energy ; and, 

(2) To develop information and criteria with respect to the p 
and casualty insurability of industrial atomic energy installations ang 
undertakings. 

The capital stock property insurance companies were represented in the 
study group by members of the American Insurance Association; the Casualty 
insurance companies through the Association of Casualty & Surety Companies; 
and the mutual companies, both fire and casualty, through their respective 
organizations. 

The Association of Casualty & Surety Cos. has had a special committee study. 
ing the third-party aspects of the problem; the Inland Marine Underwriters 
Association has a special committee studying the problem as it might involve 
property traditionally exposed under inland marine coverages; and the National 
Board of Fire Underwriters has a special committee on industrial uses of atomic 
energy to consider the problem as it affects capital stock property insurers. All 
stock company committees, including that of the American Insurance Association, 
properly overlap. 

A report of its advisory committee recommending a separate facility was ap- 
proved by the executive committee of the Association of Casualty & Surety Cos, 
at a meeting on July 20, 1955. 

A report of the special committee of the Inland Marine Underwriters Asso- 
ciation was approved by the executive committee of the Inland Marine Under- 
writers Association at its meeting on September 29, 1955. 

A report of the special committee of the National Board of Fire Underwriters 
was approved by the executive committee of the national board at its meeting 
on September 29, 1955. 

Reports of the study group were received by the membership of the American 
Insurance Association at meetings held May 5, 1955, and September 15, 1955. 

After due deliberation of the peculiar problems affecting the property insurers 
and consultation with the executive committee of the Factory Insurance Associa- 
tion, it was tentatively concluded that the combined available underwriting 
facilities of the capital stock property insurance companies could best be mobil- 
ized through the National Board of Fire Underwriters to the end that the 
greatest practicable portion of peacetime atomic energy exposures faced by 
private industry engaged in the atomic energy program may be covered by pri 
vate insurance rather than by Government. 
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Incidentally, it was similarly concluded by the executive committee of the 

ation of Casualty & Surety Cos. that it would mobilize the available under- 

writing facilities of the capital stock casualty insurance companies. 

To assure maximum underwriting capacity in behalf of capital stock property 
insurance interests, a syndicate type of facilities is proposed in accordance 
with the following : 

(1) Name.—An appropriate name will be determined at a later date but for 
the present it is suggested that this facility be known as the Nuclear Energy 
Insurance Syndicate. 

(2) Object—The object of the syndicate is to best serve the insuring public, 
the companies members of the syndicate and their producers, with efficiency and 
economy of operation in providing maximum underwriting capacity for nuclear 
energy reactor installations. 

(8) Organization.—The syndicate shall be a completely separate organiza- 
tion, under the direction of its own executive committee, with day-to-day routine 
administration by the Factory Insurance Association on a fee basis. It is antici- 
pated that as far as practicable, all segments of the syndicate will be represented 
on the executive committee. The Factory Insurance Association was selected as 
the most logical body to handle the routine administration of the syndicate 
pecause of its established countrywide organization and available inspection 
services. 

(4) Membership—Membership in the syndicate shall be open to any capital 
stock property insurance company— 

(a) which shall undertake to assume at least $_---_-_ insurance on any 
nuclear reactor risk, or at least ___. percent of the total insurance written 
by the syndicate on that risk; and 

(b) which shall pay a membership fee graded to its participation to pro- 
vide suitable working capital. 

(Nore.—Only after tentative commitments have been received and compiled, 
will the executive committee of the syndicate be in a position to determine what 
minimum dollar authorization and what minimum percentage of the total insur- 
ance on any one risk will qualify a company for membership. ) 

(5) Risks to be assumed.—The syndicate will confine its writings initially 
to industrial, commercial, research, and experimental nuclear reactor installa- 
tions. Should other atomic or nuclear energy types of installations be developed 
requiring large underwriting capacities it is contemplated that the scope of the 
syndicate would be expanded after due consideration by the executive committee 
and the members. However, as the technology of nuclear science advances and 
improved safeguards become available it is also possible, with good experience, 
that the syndicate could curtail and eventually abandon its activities in favor 
of the individual companies assuming the liability for their own account. 

It is anticipated that the facilities of the “syndicate” will be available only 
to its members, but any member may write, for its own account, any or all in- 
stallations without submission to the “syndicate.” 

(6) Scope of coverage.—The “syndicate” contemplates providing, to the ex- 
tent possible, property insurance and business interruption coverage for private 
industry engaged in the atomic energy program against the conventional perils 
of fire, extended coverage, vandalism and malicious mischief, and sprinkler leak- 
age. In addition, physical property damage coverage is proposed for the perils 
of nuclear energy including damage as a result of “melt down” or an uncon- 
trolled “incident,” and physical property damage as a result of contamination 
including the expense of decontamination and debris removal as well as dis- 
posal. Such coverage will be limited to buildings, machinery, equipment, and 
supplies including the insured’s liability for nuclear fuel—all comprising the 
nuclear reactor installation and other property of the same character incidental 
thereto and used in connection therewith when situated on the immediate 
premises. 

In view of the capacity problems involved, consideration to providing business 
interruption, loss of profits, or loss of use coverages will necessarily have to be 
deferred for the time being. 

(7) Underwriting —The underwriting of each account accepted by the “syndi- 
cate” will be approved by the executive committee with technical guidance pro- 
vided through the medium of a technical subcommittee composed of duly quali- 
fied technicians. It is anticipated that the total underwriting capacity of the 
“syndicate” will be available for each separate reactor installation and will be 
committed as insurable values require. 
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: (8) Policy apportionment.—Members of the “syndicate” 
insurance contracts thereof on the basis of their percenta 
out “joint” but with “several” liability. 

(9) Reinsurance.—It is anticipated, and considered most desirable 
individual commitments in this “syndicate” be on a net basis. . 
surers will be invited to participate on a direct basis as m 
“syndicate.” 

Lloyds of London will be invited by the “syndicate” to participate as rein 
surance of the “syndicate” on a quota share basis. Should the mutual fire 7 
panies organize a similar facility, this “syndicate,” in an effort to provide the 
largest possible overall capacity, will attempt to exchange reinsurance on ; 
facultative basis, limited in an amount not to exceed the net retention of an 
originating group. , 

(10) Hepenses.—All expenses and losses of the “syndicate” shall be borne } 
the members in the same proportion as their percentage participation therein 

(11) Commissions.—Rate of commission shall be limited to an appropriate 
figure payable by the “syndicate.” , 

Consistent with the tentative requirements as set forth under membershj 
above, we invite you to indicate the extent to which you are willing to parties 
pate in this proposed “syndicate.” We solicit your prompt expression ag to 
your interest in this proposal and, most important at this time, your tentative 
percentage commitment as a net retention and limited to a maximum dollar 
amount, so that the capital stock property insurance companies through this 
united medium, supplemented by Lloyds of London reinsurance as ultimately ar. 
ranged for by the “syndicate,” can present the largest possible underwriting 
commitment to the Atomic Energy Commission not later than December 31 
1955. In submitting your commitment to this property insurance syndicate 
please bear in mind that if your operations are multiple line in nature, the 
easualty facility seeking third party liability capacity must be considered ip 
the overall exposure if your organization anticipates participating in the lat. 
ter facility. 

As an indication of the percentage participation being considered by some 
capital stock property insurance companies, we list below tentative commitments 
ee companies whose representatives have made a careful study of the 
subject: 

America Fore Insurance Group: 8 percent of the “syndicate” total, not ex 
ceeding $4 million. 

— Insurance Co.: 2 percent of the “syndicate” total, not exceeding $750; 

The Hartford Fire Insurance Co.: 5 percent of the “syndicate” total, not exceed- 
ing $2 million. 

The Home Insurance Co.: 6 percent of the “syndicate” total, not exceeding 
$2,500,000. 

The Phoenix Insurance Co.: 1.5 percent of the “syndicate” total, not exceeding 
$800,000. 

The Travelers Insurance Co.: 2.5 percent of the “syndicate” total, not exceeding 
$1 million. 

U.S. Fire Insurance Co.: 2 percent of the “syndicate” total, not exceeding $1 
million. 

In the interest of reaching the largest possible number of capital stock prop 
erty insurance companies, the National Board of Fire Underwriters has been 
requested to disseminate this information and solicit responses. All replies will 
be complied and turned over to Chairman John A. North of the Factory Insur- 
ance Association with a view to the early organization of the “syndicate” whose 
routine administration will be conducted by the Factory Insurance Association. 

In conclusion, we wish to reiterate the importance we attach to the oppor 
tunity offered by the Atomic Energy Commission for capital stock insurance to 
provide in a normal manner insurance for those engaged in the peacetime use 
and operation of nuclear energy reactor installations. 

The question as to whether this field will be filled by private insurance or 
preempted by Government depends entirely upon the degree to which we are 
prepared to assume the risks during these formative years of the atomic energy 
industry. The success of this program is in your hands and is completely depend- 
ent upon the wholehearted and courageous cooperation of the individual com- 
panies. 

Yours very truly, 
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J. Vicror Herp, President. 
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special Committee on Industrial Uses of Atomic Energy : ? 
Kenneth E. Black, chairman ; president, Home Insurance Co. of New York. 
Frank A. Christensen, president, American Fire Insurance Group. 

Percy Chubb, 2d, president, Federal Insurance Co. 

James C. Hullett, president, Hartford Fire Insurance Co. 

Clarke Smith, U.S. manager and general attorney, Royal-Liverpool Insur- 

ance Group. 

H. W. Miller, ex officio, U.S. manager, Commercial Union-Ocean Group. 

p.S.—Enclosed is form letter, in duplicate, which you may wish to use in 


ing reply. 
making reply [Please return this copy as promptly as possible] 


DECEMBER —, 1955. 
Re nuclear energy insurance syndicate, capital stock property insurance com- 
panies. 
NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, N.Y. 
(Attention of Mr. J. Victor Herd, president. ) 

GENTLEMEN: We have carefully considered your letter under date of Decem- 
ber —, 1955, setting forth developments in behalf of capital stock property 
insurance companies with respect to the question of providing maximum physical 
property damage insurance underwriting capacity for private nuclear energy 
reactor installations. 

The “syndicate” plan aS proposed has our approval in principle and we are 
willing to participate therein. Our tentative percentage commitment as a net 
retention and limited to a maximum dollar amount is noted below: 

OPA Se ee — __...... percent of the “syndicate” total, not ex- 

Name of company (s) 


CE Bice atco came ; 
We await your further advices disclosing subsequent developments. 


Yours very truly, 


Officer’s signature Title 
[Use space below for additional comments] 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, December 8, 1955. 


Re report of the special committee of chief executives. 


Mr, H. W. MILLER, 
Chairman, Executive Committee, 
New York, N.Y. 


Dear Srz: The special committee of chief executives met on November 17 at 
which time the situation in the Pacific Fire Rating Bureau territory was 
reviewed with particular reference to the future course of that bureau in con- 
nection with its current attempts to have adopted changes and rules relative 
to partial subscribership. It was the feeling of your special committee that if 
an appeal is to be taken; by any of the parties in those hearngs that we recom- 
mend support of the position taken by the Pacific Fire Rating Bureau. 

Your special committee had before it, material that had been circulated based 
on suggestions advanced by its members for a legislative program to carry 
forward the position which this committee has been developing. Your special 
committee recommends that the executive committee of the National Board of 
Fire Underwriters approve the following program : 

{1) That legislation be sought to amend, when necessary, the rate law in the 
fire and allied lines field. 

(2) That said legislation should be based on the principle of a single rating 
organization for a State; jurisdiction of this bureau would be limited to fire 
and allied lines; membership would be mandatory on all insurers writing the 
coverages rated by that rating organization. 
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(3) That deviations be permitted, subject to the following conditions. 
(a) That the said deviations, if granted, should last for 12 months 
(b) That no deviation be granted without a hearing before the : 


commissioner. race | 


(c) That notice of said hearing be given to the rating organization 
(d@) That the rating organization be recognized as an interested y 
with the right to be heard on the deviation. pany 
(€) That the application for the deviation must be supported by the ey 
perience of the applicant in the State, or if rates are based on an ates 
larger than the area of the State, then on the experience of the applicant ; 
that area. 7 
4. No deviation shall continue beyond 10 months without the deviator follow. 
ing the same course above indicated. ; 
General Counsel Berry, Special Counsel Marsh and the lawyers’ subcommitts. 
have been requested to start work on draft of a law which would 
above suggestions. This step has been taken with particular reference to the 
States of South Carolina and West Virginia where the matter is of some y 
Apart from fire and allied lines, the rate law should provide for lice ot 


a multiple-line rating organization. It was the sense of the meeting that while 


this presented some problems which are not yet solved, these problems wer 
not insoluble and should not stop our proceeding with the aforementiong 
program if the executive committee concurs. 
Respectfully submitted. 
JoHN A. NortH, Chairman, 





THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, December 8, 1955. 


Re Report of the special committee on industrial uses of atomic energy, 


Mr. H. W. MILteEr, 
Chairman, Executive Committee. 


Dear Sir: The special committee on industrial uses of atomic energy met 
on November 7, 1955. We would also report that the subcommittee dealing 
with the standard fire policy and endorsements with respect to atomic hazards 
has met subsequently in the furtherance of this study. 

Your special committee at its meeting on November 7 voted unanimously that 
affirmative and definitive exclusion of the hazards resulting from the industrial 
uses of atomic energy appear in all property insurance policies (including fire, 
inland marine and automobile physical damage coverages) which are issue 
after (date to be determined). 

The committee further voted that the subcommittee analyzing the standard 
fire policy be asked to recommend a plan (a) for the exclusion of such hazaris 
from property insurance policies and (b) for providing coverage against thos 
excluded hazards specifying form, rate and procedure. The risks contemplate 
in this action are the general field of insurance; not those target risks, ie, 
the reactor plants themselves which would be covered under the syndicate typ 
of operation. 

The concurrence of the executive committee in these two actions is requested. 

It was the view that pending completion of studies, no public announcements 
could be made on these considerations and that the question of catastrophe 
reserves would be retained on the agenda of this special committee for later 
consideration. 

Pursuant to the uction of this executive committee at its meeting on October 
27, your special committee has reviewed the proposal of the Factory Insurance 
Association’s committee on atomic energy. for the establishment of a nuclear 
energy insurance syndicate for capital stock property insurance companies ani 
has found it to be in keeping with the requirements of the situation. Our sub 
committee is giving attention to the question of the coverage on real and personal 
property on the premises of nuclear reactor installations. 

On the question of subrogation between fire and casualty companies in cot- 
nection with the losses that might result from the industrial use of atomic 
energy, your special committee does not favor any waiver of subrogation rights 
beyond that provided in the standard policy contract. 

Respectfully submitted. 


K. E. Brack, Chairman. 
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THE NATIONAL BOARD OF F1rRE UNDERWRITERS, 
New York, December 8, 1955. 
Re report of the special committee on direct writing activities of Lloyds and 
other unlicensed insurers. 
Mr. H. W. MILLER, : 
Chairman, Executive Committee. 
Dear Sir: This special committee met on November 9, 1955. 


NEW YORK INSURANCE DEPARTMENT 


The chairman reported on an informal conference with the New York Insur- 
ance Department on October 5, 1955, attended by Messrs. Herd, Dillard, Clarke 
Smith, and himself. The department had expressed concern over the problem 
of direct writing activities of unlicensed insurers and had requested this con- 
ference with representatives of the business to review the matter. 

At the meeting on November 9 your special committee discussed means for 
dealing with these current surplus line problems and asked its chairman to dis- 
cuss the matter with the New York Department with the possibility of all seg- 
ments of the business being called to consider this important subject. 


SURPLUS LINES—CALIFORNIA 


Steps have been taken to collect data and prepare suggestions looking toward 
a possible revision of the California surplus lines law, 


Respectfully submitted. 
K,. B. Biack, Chairman. 





THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, December 8, 1955. 


Re report of the special committee on statistical data. 


Mr. H. W. MILLER, 
Chairman, Executive Committee, 

Dear Str: The National Board of Fire Underwriters has been represented on 
the industry uniform accounting committee since its organization in 1949. Your 
special committee on statistical data has been charged by the executive com- 
mittee with the responsibility of representing the national board in connection 
with certain phases of uniform accounting before the National Association of 
Insurance Commissioners, including the relationship between uniform account- 
ing and ratemaking. 

You will recall the position taken by the industry at the NAIC convention in 
New York last December to the effect that uniform accounting should be limited 
to the treatment of expense items for annual statement purposes and should 
not extend into the field of ratemaking. The NAIC has concurred in the indus- 
try’s position with the result that the industry uniform accounting committee 
has subsequently limited its functions to the consideration of he functionaliza- 
tion of certain expenses, preferred methods of allocation, etc. 

In view of this development, the matter of the continuing need for the industry 
uniform accounting committee has been discussed with the Association of Cas- 
ualty and Surety Companies and with the uniform accounting committee of the 
National Board of Fire Underwriters. At our suggestion the committee on 
blanks and uniform accounting of the casualty association has voted to recom- 
mend the dissolution of the industry committee, with the understanding that 
matters relating to allocation and functionalization of expenses be left for the 
consideration of the appropriate committees of the casualty association and the 
national board, with due liaison between them. 

Accordingly, your special committee on statistical data unanimously recom- 
mends the dissolution of the industry uniform accounting committee and jn this 
recommendation the national board committee on uniform accounting concurs. 

We now ask the concurrence of the executive committee. 

Respectfully submitted. 

H. CLay JOHNSON, Chairman, 
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THE NATIONAL BOARD OF FIRE UNDERWRITERS, 


New York, December 8, 1955. 
Mr. H. W. MILter, 


Chairman, Executive Committee. 


Deak Sir: The actuarial bureau committee met on Tuesday, November » 
1955, and the concurrence of the executive committee is requested in the folloy. 
ing action: 


I. REQUEST FOR DATA BY THE SMALL BUSINESS ADMINISTRATION IN WASHINGTON, po, 


The Small Business Administration in Washington, D.C., has indicated ay 
interest in the tabulation of losses by size of payment which the actuarial bureay 
has been compiling for a number of years. 

Your committee recommends that this be supplied to the Small Busineg 
Administration if formally requested. 


II, AGE OF ASSURED ON LOSS INFORMATION SERVICE INDEX CARDS 


For the purpose of facilitating identification of persons with similar nam 
your committee favors showing on all cards issued in the future the birth year 
of the individual whenever known. 


Ill. STATISTICAL AGENT FOR MULTIPLE LOCATION BUSINESS 


Because of a compalint which has been made by the Wisconsin Insurance De 
partment with regard. to.the number of statistical agencies with which it mnst 
deal, your committee favors communicating with the reporting form service 
office to learn whether or not that office is agreeable to the national board’s 
taking over the collection and tabulation of the figures which that office now 
gathers for a few States. 


Iv. STATISTICAL AGENT FOR HOMEOWNERS’ POLICIES 


In accordance with action concurred in by the executive committee at its 
September meeting, the National Bureau of Casualty Underwriters, the Inland 
Marine Insurance Bureau, and the Multiple Peril Insurance Rating Organization 
were consulted regarding the possibility that the national board might serve 
as statistical agent for homeowners’ single premium policies. All three offices 
have replied affirmatively and much progress has been made through the coopera, 
tion of these statistical agencies and the Interbureau Insurance Advisory Group 
toward unifying the statistical plans of MPIRO and ITAG for such business as is 
now in existence. 

The two plans have in effect been brought into agreement with the exception 
of a single item on the cause of loss codes and it is hoped that agreement on this 
point can be reached before long. 


Vv. HOMEOWNERS’ POLICIES 


The question of whether or not the subcommittee on the reporting of home 
owners’ statistics should approach the problem of a formula for the breakdown 
of premiums for homeowners’ policies was raised. There was divergent opinion 
as to whether the subcommittee should undertake the exploration of the break- 
down of this indivisible premium. It was voted that the subcommittee under 
the chairmanship of Mr. Wilde explore the question as to whether the national 
board should develop a formula to break down the indivisible premium on home 
owners’ policies. 


VI. USE OF THE LOSS INFORMATION SERVICE INDEX 


For the purpose of determining whether or not full advantage was being taken 
of the loss information service index a rough check was made in the actuarial 
bureau to determine whether or not any losses were paid during recent years to 
persons with cards in the LIS index. The investigation covered the period 190 
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to 1955 based on records which were complete only for 1954. The following re- 
sults are reported as an item of information: 





Number of | Loss paid by 


Year of fires losses national board 
companies 

clipes Sain tit ninanrnnnaeeiainesintiaonciainatiaell pola 
i ata gece nau ateaeeee hil 2 aaa Reaeedaahaee meee 75 $221, 326 
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aa ik bes ID ake 5B ced eee eee 106 273, 285 
_—s:)-.. ied eeerer nes aadene Se Asi Ser 189 548, 046 
MOLL As. 22836 is sch 4S ica hed Sb ecb 353 1, 613, 239 
et ish hing. temny ore atings-bnnnaiscaibn eaendas 121 842, 628 





THE NATIONAL BoArp oF FIRE UNDERWRITERS, 
New York, December 8, 1955. 
Re report of the special committee of chief executives. 
Mr. H. W. MILLER, 
Chairman, Executive Committee, 
New York, N.Y. 


Dear Sir: The special committee of chief executives met on November 17 
at which time the situation in the Pacific Fire Rating Bureau territory was re- 
viewed with particular reference to the future course of that bureau in connec- 
tion with its current attempts to have adopted changes and rules relative to 
partial subscribership. It was the feeling of your special committee that if an 
appeal is to be taken by any of the parties in those hearings that we recommend 
support of the position taken by the Pacific Fire Rating Bureau. 

Your special committee had before it, material that had been circulated based 
on suggestions advanced by its members for a legislative program to carry 
forward the position which this committee has been developing. Your special 
committee recommends that the executive committee of the National Board of 
Fire Underwriters approve the following program : 

1. That legislation be sought to amend, when necessary, the rate law in the 
fire and allied lines field. 

2. That said legislation should be based on the principle of a single rating 
organization for a State; jurisdiction of this bureau would be limited to fire and 
allied lines; membership would be mandatory on all insurers writing the cov- 
erages rated by that rating organization. 

3. That deviations be permitted, subjeet to the following conditions: 

(a) That the said deviations, subject to the following conditions: 

(b) That no deviation be granted without a hearing before the insurance 
commissioners. 

(c) That notice of said hearing be given to the rating organization. 

(d) That the rating organization be recognized as an interested party with 
the right to be heard on the deviation. 

(e) That the application for the deviation must be supported by the 
experience of the applicant in the State, or if rates are based on an area 
larger than the area of the State, then on the experience of the applicant 
in that area. 

4. No deviation shall contiune beyond 12 months without the deviation follow- 
ing the same course above indicated. 

General Counsel Berry, Special Counsel Marsh, and the lawyers’ subcommit- 
tee have been requested to start work on draft of a law which would embody 
the above suggestions. This step has been taken with particular reference to 
the States of South Carolina and West Virginia where the matter is of some 
urgency. 

Apart from fire and allied lines, the rate law should provide for licensing 
of a multiple line rating organization. It was the sense of the meeting that 
while this presented some problems which are not yet solved, these problems were 
not insoluble and should not stop our proceeding with the aforementioned pro- 
gram if the executive committee concurs. 

Respectfully submitted. 


JOHN A. NortH, Chairman. 
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MINUTES OF MEETING OF THE OFFICERS CONFERENCE, HELD IN THE CONFEREN GE 
Room, NATIONAL BOARD OF FIRE UNDERWRITERS, 8) JOHN STREET, NEw York, 
DECEMBER 8, 1955, aT 10:40 a.m. 


Present: Messrs. J. Victor Herd, president; J. C. Hullett, vice president. 
D. R. Ackerman, treasurer; Barry Truscott, secretary; H. W. Miller, chairman 
of the executive committee; and L. A. Vincent, who acted as secretary. 


DINNER CONFERENCE OF OFFICERS 


President Herd suggested that in view of the limited time available in thegg 
morning conferences, another informal dinner conference of the officers be 
arranged. It was determined that Monday evening, December 19, would be a 
date on which all will be available. The general manager will confirm the 
date, with place and time of meeting, Union League Club at 5:30 p.m, 


NEW YORK BOARD OF TRADE 


It was voted to recommend to the executive committee a contribution of $29 
to the special insurance section working fund of the New York Board of Trade. 

It was the view of the officers that additional requests by the New York Board 
of Trade, one for their general promotion work and the second for the New York 
State Citizens Committee for the public schools, be not approved. 


INSURANCE INSTITUTE OF AMERICA, INC. 


Resolutions of thanks from the Insuranee Institute of America, Inc., for the 
national board’s continued support in 1955 was read. 


AMERICAN INSTITUTE FOR PROPERTY AND LIABILITY UNDERWRITERS, INO, 


President Herd referred to the work of the CPCU and the financial situation 
in respect to industry support of this work. He will bring in a report on this 
subject at a later date. 

RETIREMENTS 
Clinton T. Bisseli 

The officers reviewed the situation which obtains in respect of Mr. Clinton T, 
Bissell and authorized continuing him on leave of absence at full salary for 
another year subject to review should there be any change in his status, 


W. EZ. Mallalieu 


It was unanimously voted to recommend to the executive committee con- 
tinuation of the retirement allowance of W. E. Mallalieu on the same basis. 


+ * * * * © » 


COMMITTEE ON UNIFORM ACCOUNTING 


In the absence of Chairman Armstrong, the report of this committee was 
presented by the general manager. It was received and a copy appended. 


SPECIAL COMMITTEE ON SALARIES 


President Herd presented a report of the special committee on salaries which, 
upon motion, duly made and seconded, was approved, as follows: 

One member of the actuarial bureau staff, an increase of $500; one member of 
the arson staff, an increase of $1,000; two members of the law department, an 
increase of $3,500, a total of $5,000, effective on the dates specified; and adjust- 
ments in salaries ranging from $4,501 to and including $7,500 which were ap 
proved by the chairman of the committee in interest, the president and the 
general manager; below $4,500 by the general manager. The recommended 
overall increases amount to 0.9 percent of the total payroll. 


SPECIAL COMMITTEE ON EXAMINATIONS BY INSURANCE DEPARTMENTS 


Chairman Barry reported that the commissioners at their recent meeting had 
before it a model bill pertaining to examinations by insurance departments, but 
it had been postponed until June. 
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SPECIAL COMMITTEE ON STATISTICAL DADA 


The report of this committee was read by Chairman Johnson, a copy being 
appended. 
Industry Uniform Accounting Committee 

Upon motion, duly seconded, it was voted to concur in the recommendation of 
the special committee on statistical data that the industry uniform accounting 
committee be dissolved. 


SPECIAL COMMITTEE ON STATISTICAL DATA 


The report of this special committee was presented by Chairman North, a copy 

being appended. He moved the adoption of the report which was seconded by 
rry. 

 Saaeates ensued in which opinion was expressed that the report should be 
distributed to members of the executive committee for study before a vote being 
taken. Upon a substitute motion by Mr. Allen, seconded by Mr. Black, it was 
voted that the report of the special committee of chief executives be received 
as a progress report, with instructions to the lawyers subcommittee, special 
counsel, and general counsel to proceed with all speed in drafting legislation 
carrying out the recommendations contained in the special committee’s report ; 
that prior to the next meeting of the executive committee the special committee’s 
report and the product of the lawyers’ work be circulated to the members of this 
committee so that they will have an opportunity to study it and be prepared to 
vote on it at the next meeting. The action taken at this time is not to be con- 
strued as a vote of approval of the principles outlined in the report. 


SPECIAL COMMITTEE ON LLOYD’S 


The report of the special committee on direct writing activities of Lloyd’s 
and other unlicensed insurers was presented by Chairman Black. It was re- 
ceived and a copy is attached. 

Chairman Black stated that conferences had been held with the New York 
Insurance Department and report would be made to the special committee. 


SPECIAL COMMITTEE ON INDUSTRIAL USES OF ATOMIC ENERGY 


The report of this special committee was presented by Chairman Black. 
Upon his motion, duly seconded, the report was approved without designation 
of the date referred to therein, copy attached. 


SPECIAL COMMITTEE ON TOWN GRADING AND CLASSIFICATION 


The report of this special committee was presented by Chairman Jervey. 
Upon motion, duly seconded, it was voted to approve the report, copy of which 
is attached. 

ADJOURNMENT 


There being no further business, the meeting, upon motion, was adjourned. 
L. A. VINCENT, Secretary. 


THE NATIONAL BoarpD or FIRE UNDERWRITERS, 
New York, December 9, 1955. 
To the Subcommittee on Industrial Uses of Atomic Energy (Messrs. A. L. 
Polley, Chairman Charles P. Jervey, Felix Hargett, H. T. Lewis, L. M. 
Michel). 
GENTLEMEN: Enclosed is copy of the minutes of meeting of the subcommittee 
on industrial uses of atomic energy held on November 22, 1955. 
In connection with the last item, coverage on real and personal property on 
the premises of nuclear reactor installations, we have attempted to put down 
what appeared to be the consensus, but should there be any other views we can 


change this paragraph and have it for further discussion at the next meeting, 
if necessary. 


Very truly yours, 
L. A. VINCENT, General Manager. 
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THOMPSON, CoE & CousINs, 
Dallas, Tex., December 12, 1955. 
Re catastrophe reserve. 
Mr. RAYMOND Berry, 
National Board of Fire Underwriters, 
New York, N.Y. 


Deak Ray: I thank you very much for your letter of the 6th, bringing me up to 
date in connection with the caption. 
In my conversation yesterday with Mr. Wentz, he did not bring up the sub- 
ject. 
Yours truly, 
WILL C. THompson, 


SPECIAL COMMITTEE ON PoLicy STATEMENT—CATASTROPHES 
(Tuesday, December 13, 1955, at 3 p.m.) 


I. Election of chairman. 

II. In our letter of October 18 appointing this special committee there was out- 
lined some examples of matters which might be considered. These could be 
summarized as— 

(@) waiver of increased hazard clause of insurance policy at time of 
disaster ; 

(b) interpretation of cover at time of disaster ; 

(c) waiver of 60-day period for notice of loss at time of catastrophe; 

(d) any other suggestions before considering the policy involved in this 
matter. 

III. In those fields where it is determined that the national board might act on 
behalf of member companies, it would appear necessary to have a recognized pro- 
cedure and in this connection it is suggested that a general policy be enunciated 
outlining the scope such as at time of catastrophe (1) when supervisory office 
is established; or (2) when the disaster committee of the committee on adjust- 
ments advises that a situation is a catastrophe, even though a supervisory office 
is not opened. 

The national board will consider through— 

(a) the disaster committee of the committee on adjustments; or 

(b) this special committee; or 

(c) the officers of the board; or 

(d@) by poll of the executive committee speaking on behalf of the men- 
bership in respect of (a) interpretation of policy provisions (b) waiving 
policy provisions with respect to (1) increased hazard, (2) time element on 
compliance with policy provisions. 


THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, December 13, 1955. 
Re nuclear energy insurance syndicate, capital stock property insurance com- 
panies. 
To capital stock property insurance companies. 


GENTLEMEN : This supplements our letter dated December 7, 1955, captioned 
as above. 

Listed at the end of the letter were the companies comprising the national 
board special committee which includes the following two organizations that 
were inadvertently omitted from the list of companies giving their tentative 
commitments. These two company groups are: 

Royal-Liverpool Group: 4 percent of the syndicate total, not exceeding 
$1,250,000. 

Commercial Union Group: 1 percent of the syndicate total, not exceeding 
$400,000. 

If you have not already favored us with your response to the questionnaire 
which accompanied our letter of Deecmber 7, your early attention will be appre- 
ciated. 

Yours very truly, 


J. Victor Herp, President. 
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THE NATIONAL BOARD OF FIRE UNDERWRITERS, 
New York, December 16, 1955. 
To the subcommittee of lawyers (Messrs. Hale Anderson, Millard Bartels, J. 
Raymond Berry, H. Clay Johnson, C. A. Loughin, Francis Van Orman, 
John B. Marsh). 


GENTLEMEN : We quote below action taken at the executive committee meeting: 

“Voted, that the report of the special committee of chief executives be received 
as a progress report, with instructions to the lawyers subcommittee, Special 
counsel, and general counsel to proceed with all speed in drafting legislation 
carrying out the recommendations contained in the special committee’s report ; 
that prior to the next meeting of the executive committee the special committee’s 
report and the product of the lawyers’ work be circulated to the members of this 
committee so that they will have an opportunity to study it and be prepared to 
yote on it at the next meeting. The action taken at this time is not to be con- 
strued as a vote of approval of the principles outlined in the report.” 

Enclosed is copy of the report of the special committee of chief executives 
referred to above. 

Yours very truly, 
J. RAYMOND Berry, General Counsel. 


DEcEMBER 8, 1955. 
Re report of the special committee of chief executives. 


Mr. H. W. MILLER, 
Chairman, Executive Committee, New York, N.Y. 


Dear Sir: The special committee of chief executives met on November 17 at 
which time the situation in the Pacific Fire Rating Bureau territory was re- 
viewed with particular reference to the future course of that bureau in connection 
with its current attempts to have adopted changes and rules relative to partial 
subscribership. It was the feeling of your special committee that if an appeal 
is to be taken by any of the parties in those hearings that we recommend support 
of the position taken by the Pacific Fire Rating Bureau. 

Your special committee had before it material that had been circulated based 
on suggestions advanced by its members for a legislative program to carry for- 
ward the position which this committee has been developing. Your special com- 
mittee recommends that the executive committee of the National Board of Fire 
Underwriters approve the following program: 

1, That legislation be sought to amend, when necessary, the rate law in the 
fire and allied lines field. 

2. That said legislation should be based on the principle of a single rating 
organization for a State; jurisdiction of this bureau would be limited to fire 
and allied lines; membership would be mandatory on all insurers writing the 
coverages rated by that rating organization. 

8. That deviations be permitted, subject to the following conditions: 

(a) That the said deviations, if granted, should last for 12 months. 

(b) That no deviation be granted without a hearing before the insurance 
commissioner. 

(c) That notice of said hearing be given to the rating organization. 

(d) That the rating organization be recognized as an interested party 
with the right to be heard on the deviation. 

(e¢) That the application for the deviation must be supported by the 
experience of the applicant in the State, or if rates are based on an area 
larger than the area of the State, then on the experience of the applicant in 
that area. 

4. No deviation shall continue beyond 12 months without the deviator follow- 
ing the same course above indicated. 

General Counsel Berry, Special Counsel Marsh, and the lawyers’ subcommittee 
have been requested to start work on draft of a law which would embody the 
above suggestions. This step has been taken with particular reference to the 
States of South Carolina and West Virginia where the matter is of some urgency. 

Apart from fire and allied lines, the rate law should provide for licensing of a 
multiple line rating organization. It was the sense of the meeting that while 
this presented some problems which are not yet solved, these problems were not 


insoluble and should not stop our proceeding with the aforementioned program 
if the executive committee concurs. 


Respectfully submitted. 
JOHN A. NortH, Chairman. 
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THE TRAVELERS, 
December 16, 1955, 
Re North committee all-industry bill. 
Mr. J. RAYMOND BERRY, 
General Counsel, National Board of Fire Underwriters, 
New York, N.Y. 


Dear Ray: In the review which I made of the all-industry rate regu} i 
bill Wednesday, the following changes seemed to me to be necessary to confy 
it to the proposal of the North committee: § 


SECTION 1—-PURPOSE OF ACT 


Deletion of the last two sentences. 


SECTION 2—SCOPE OF ACT 


Deletion of “marine and inland marine” from the statement as to the 
cation of the law, and substitution therefor of the words “and allied 
More exact wording than “allied lines” would be necessary in any bill. 

An additional exception reading: “(e) To marine and inland marine 
ance.” The definition of inland marine should be brought down to follow 
exception statement. i’ 

SECTION 3—MAKING OF RATES og 


Deletion of division (b). 
SECTION 4—RATE FILINGS 
Deletion of divisions (@) and (0b) and substitution of a provision requi : 
the rating organization to file. 


Deletion of division (e). 
Deletion of last sentence of division (h). 


SECTION 6—-RATING ORGANIZATIONS 


Rewrite divisions (a) and (b) to provide that every insurer licensed 6) 
business in the State for the lines affected shall be required to be a memb r 
the rating organization. a 

Revise divisions (4) and (5) to accord. 


SECTION 7—-DEVIATIONS 


It would not seem that much change is necessary. The reference should 
to “the” rating organization rather than “a” rating organization. * 

The provision for waiver of hearing by the rating organization should) 
deleted. Provision must be incorporated requiring that the application be 
ported by the experience of the applicant in the State or, if the rates are ba 
on an area larger than the State, on the experience of the applicant in that 


SECTION 12—-EXAMINATION 


Reference should be to “the” rating organization instead of to “each” 
organization. 
SECTION 13—RATE ADMINISTRATION 


Rewrite divisions (a@) and (c) to eliminate reference to insurers and 
rating organizations. 
ALL SECTIONS 


Delete references to “insurer” and “insurers” in all places where the 
are now used in relation to independence of action by them. 
Your very truly, 
HuGH HArsIson, Ath 
x 








